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Dear Germano
European Savings Tax Directive (“EUSD”)
City Group Comments on the Report to the Council
I am writing on behalf of the EUSD City Group to express certain key concerns over the
“possible improvements” to the Directive which are set out in the 15 September Report from the
Commission to the Council (the “Report”) . The City Group, as you may recall, is an informal
grouping of the major UK trade associations, market operators and advisor firms which was
established in 1999 to coordinate City of London views on the EUSD. LIBA has from the outset
provided the secretariat to the City Group, and I now chair the ir meetings. A list of current City
Group members is attached.
Some twenty City Group members were represented at a meeting on 3 October to consider the
Report, focusing particularly on the “possible improvements” and their potential effects on the
UK and EU financial services markets; representatives of HM Treasury were also present.
While there was general understanding of the Commission’s reasons for putting forward these
changes, and recognition that many of the comments made during the Commission’s
consultation process by Expert Group members and others had been taken into account in
producing the Report, considerable concern was expressed over the possible adverse
consequences of some of the suggested changes for the UK, and more broadly the EU, financial
services sector.
Recognising that the Commission is well-advanced in producing a Proposal for a Directive
which will seek to implement some or all of the suggested improvements to the EUSD, the City
Group has asked me to write to you to set out our main concerns, in the hope that you will be
able to take them fully into account in finalising the Proposal. These concerns may be
summarised as follows:

1

?

The first concern is that implementation of most of the proposed changes would require
paying agents to make additional judgements, and/or to supply additional information,
about the payments which they make and/or about the recipients of these payments (the
payees).
If a paying agent has no direct relationship with the payee, then it will almost inevitably
have insufficient information to make the additional determinations that are envisaged in
the Report in relation to the payee. Any modified Directive should therefore distinguish
between those paying agents which maintain a direct relationship with the payee and those
which do no t, and any obligation to make such further determinations should be restricted
to paying agents in the first of these categories.
Furthermore, paying agents in the UK (and in many other EU jurisdictions) are, as you are
aware, often independent of the originators of the debt claims or other instruments on which
they are making payments. Such paying agents can only report information in relation to
interest payments arising from third party debt claims or related financial instruments to the
extent that they can obtain the necessary underlying information from external sources. In
order for any changes to the EUSD to be effective, it is therefore essential that the Directive
provide the necessary mechanisms to ensure that all such information is made available to
the paying agent: this may entail, for example, providing appropriate legal mechanisms to
ensure that paying agents are able to obtain the relevant data from the originators of debt
claims or related financial instruments, from the key information providers (Reuters,
Bloomberg, etc) and possibly from other bodies. Failure to incorporate such requirements
in any modified Directive would create a serious risk that paying agents will be unable to
report the required information, and the “possible improvements” would in practice not be
achieved.

?

A second major concern is the administrative impact of any requirement to reclassify
payees which fall under the scope of the Directive. The potential requirement to “look
through” certain types of entity or arrangement would require paying agents to manually
review the anti money laundering, and possibly other, information held in respect of some
categories of payee to determine whether these payees are of a specified type and if so to
establish the deemed “beneficial owner(s)”. Such an exercise would inevitably consume
very considerable manual resource, which would be wholly inconsistent with the Report’s
stated desire to avoid a “disproportionately burdensome” effect on paying agents. Similar
consequences also arise with regard to the potential expansion of “paying agents on
receipt”, where classification/reporting would presumably still be required on the part of the
upper tier payor. Any such changes should therefore be prospective rather than
retrospective in nature, so that the effects are restricted to new payees.

?

Our third concern is that any requirement to modify the types of payment or payee falling
under the scope of the Directive will require significant modification and/or extension to
the data processing systems used by paying agents. Such is the complexity of these
systems that even apparently minor changes would invariably take many months to
implement; any such changes would also have to be fitted in with, and to be consistent
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with, other relevant national and EU regulatory and legislative requirements. Furthermore,
work to implement any such changes cannot even begin until the precise details of changes
in relevant Member State legislative requirements are known.
We therefore urge the Commission to consult closely with the European Banking
Federation and other key bodies on the detail of any proposed changes to ensure that any
retrospective reclassification is avoided and that the necessary systems modifications are
kept to a minimum. Failure to do so is likely to result in disproportionate costs being
incurred by paying agents across the EU. It is also essential that the implementation date
for any changes allows sufficient time for paying agent systems to be modified to
incorporate all necessary changes; in practice this means an absolute minimum of 12
months (and preferably 24 months) from the point where the relative national legislative
requirements have been specified in detail.
?

The fourth major concern is the serious damage that could result to the EU financial sector
if the proposed changes to the EUSD were to result in a less level playing field between
Member States and the third countries/dependent territories with which they in many cases
compete for savings. We recognise that this is primarily an issue for ECOFIN, but we urge
the Commission to do everything possible to ensure that this concern is brought to their
attention.
To ensure that the playing field is indeed level, it is essential that all changes to the
requirements of the Directive be incorporated in exactly equivalent terms into the
corresponding requirements in those third countries and dependent territories with which
there are agreements related to the EUSD. We very much hope that ECOFIN will also ask
the Commission to negotiate similar agreements with other competing jurisdictions such as
Hong Kong and Singapore. It would be ironic in the extreme if changes designed, at least in
part, to counter the widely publicised concerns over savings held in Liechtenstein, were to
have the direct result of encouraging savers in EU Member States to transfer their savings
outside the EU to countries which they perceive might offer a more attractive fiscal regime.

I hope these comments are helpful. We would of course be delighted to supply you with more
information, either in writing or in a meeting in Brussels, if you would find that helpful.
Yours sincerely

Ian Harrison
Director – LIBA
Chairman – EUSD City Group
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Attachment
MEMBERS OF THE EUS D CITY GROUP

Association of British Insurers (ABI)
Association of Private Client Investment Managers and Stockbrokers (APCIMS)
British Bankers Association (BBA)
Building Societies Association (BSA)
Confederation of British Industry (CBI)
International Capital Market Association (ICMA)
Investment Management Association (IMA)
International Swaps and Derivatives Association (ISDA)
London Investment Banking Association (LIBA)
National Association of Pension Funds (NAPF)
Society of Trust and Estate Practitioners (STEP)
Deloitte
Ernst & Young
KPMG
Linklaters
PricewaterhouseCoopers
Barclays
Citigroup
Deutsche Bank
Equiniti
HBOS
HSBC
JP Morgan
Lloyds TSB
Merrill Lynch
Morgan Stanley
Royal Bank of Scotland
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