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Introduction

We are grateful for the opportunity to respond to the OECD’s consultation regarding Tax Challenges Arising from
Digitalisation — Report on Pillar One Blueprint.

The World Federation of Exchanges (WFE) is the global trade association for regulated exchanges and clearing
houses. We represent over 200 market infrastructures, spread across the Asia-Pacific region (~37%), EMEA (~43%)
and the Americas (~20%), with everything from local entities in emerging markets to groups based in major financial
centres. Collectively, member exchanges trade some $95 trillion a year; while the 50 distinct CCP clearing services
(both vertically integrated and stand-alone) collectively ensure that traders put up $1 trillion of resources to back
their risk positions.

With extensive experience of developing and enforcing high standards of conduct, WFE members support an
orderly, secure, fair and transparent environment for all sorts of investors and companies wishing to invest, raise
capital and manage financial risk.

We seek outcomes that maximise financial stability, consumer confidence and economic growth. We also engage
with policy makers and regulators in an open, collaborative way, reflecting the central, public role that exchanges
and CCPs play in an internationally integrated financial system.

If you have any further questions, or wish to follow-up on our contribution, the WFE remains at your disposal. Please
contact: Jonathan Pallant: jpallant@world-exchanges.org
Richard Metcalfe: rmetcalfe@world-exchanges.org
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Response

The WFE supports the efforts of the OECD and the G20 to understand digital transformation and to develop and
implement a resilient framework that fosters a positive and inclusive global economy and society. We believe that
global tax principles should be responsive to changing economic patterns and business models, and supportive of
healthy risk management and capital formation. We support harmonisation of digital taxation led by international
standard-setters.

The WFE is, however, concerned that the current drafting of the proposals would inappropriately capture market
infrastructure (namely exchanges, central counterparties [CCPs] and central securities depositories [CSDs]), as the
sector is not currently attributed a specific exemption. This concern further arises from the fact that exemptions in
the draft text are made only for ‘banking’, ‘asset management’ and ‘insurance’. We assume it is not the intention to
capture some parts of financial services and not others when the same principles apply to their use of digital
channels to facilitate business. Any taxation of market infrastructure would in any case indirectly affect all those who
make use of that infrastructure, including those currently identified as exempt, by pushing up costs.

We encourage the OECD to maintain a level playing field for market infrastructures (Ml) vis-a-vis other types of
financial service provision. We therefore propose that an Ml exemption be linked to the Ml being registered,
regulated, authorised or supervised in a country that is a member of IOSCO or (relevant for CCPs) one that has
adopted the Principles for Financial Market Infrastructures.!

We accordingly also suggest that the OECD consider using the following wording for the exemption of Ml as:
“entities that are registered, reqgulated, authorised or supervised in a jurisdiction, or are recognised as not needing to
be registered, regulated, authorised or supervised by virtue of falling outside the requirement to be so? or the assets
in respect of which it carries on its activities expressly fall outside the requirement to be so registered, regulated,
authorised or supervised.”

The WFE believes that the rationales proposed, in the OECD paper, for the exemptions of those three financial
services sectors mentioned above are equally applicable to market infrastructure. For example, one reason applied
to the existing exemptions, yet also applicable to Ml, is made on the basis that human intervention and judgement is
normally a feature of the use of digital functionality in the exempted types of financial service (FS) business.
Exchanges maintain and police strict rules regarding a) participant authorisation and b) behaviour of participants
once admitted, both of which requires human action/intervention. For example, exchanges actively review the core
process of price formation and intervene if they detect anomalies. CCPs and CSDs perform equivalent functions in
their part of the chain of activity. Exchanges also monitor the actions of issuers of securities, particularly with regard
to disclosures. For this reason, and others detailed in the paper, Mls accord with the statement that “FS business
should not generally involve business of the sort that is properly regarded as automated digital services (ADS)
business for the purposes of the new taxing right”.

1 PFMI — CPMI-IOSCO, April 2012

2 Please note that, where a piece of market infrastructure offers its services into another jurisdiction, it will not necessarily be
authorised in that ‘destination’ jurisdiction, relying instead on cross-border arrangements between the respective regulatory
regimes that may include exemption from host-country supervision or other procedures. The existence of home-country
supervision remains crucial. Similarly, some infrastructure serves markets that are specifically carved out of financial-services
legislation, notably in relation to spot FX and commodities. Such entities otherwise operate exactly like authorised Ml and

should be treated as such.
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Moreover, regulated market infrastructure is predominantly not consumer-facing but rather operates on the basis of
intermediation by wholesale market actors — notably dealers and clearing members, asset managers, settlement
banks, and custodians. Thus, a retail client in ‘Ruritania’ wishing to place, say, an order relating to shares on the
stock exchange of ‘Sylvania’ will pay for brokerage services in their home country (Ruritania), while it is that broker
that interacts with the Sylvanian stock exchange and incurs charges for the services it selects, ie, execution and, if
desired, data feeds.

However, it ought to be noted that not all trading-platform services necessarily operate on the same basis as the
established market infrastructure we described above. For example, some online platforms (eg some of those that
facilitate trading in digital assets) may operate in an automated fashion (and on a cross-border basis), without the
same sort, or any, of the human oversight earlier described, and without the same regulatory compliance and high
governance and operating standards. Furthermore, they will often directly target retail participation. For this reason,
our proposed exemption for market infrastructure is framed in terms of those entities that are either authorised for
a specific purpose in accordance with financial services regulation or specifically exempted from it.

We should emphasise that the WFE welcomes well-designed international efforts to create a fair and coherent
system of taxation. However, the draft proposals may unfairly capture a sector which represents national critical
infrastructure — operating for the benefit of their local economies and also overseas participants —and which is not
associated with the attributes of the type of entities which these proposals appear to be seeking to capture. Should
Mls be captured, there may ultimately be negative unintended consequences resulting from the imposition of such a
tax, imperilling the work of Ml in their role of enabling companies to raise funding and to hedge risk. To lessen or
inhibit the role of Ml and the availability of financial products and services to companies, appears counterintuitive,
especially when compared with those sectors provided with a specific exemption. It is generally accepted that
market-based finance has an important role to play in the economy and society, with some parts of the world
actively seeking a much larger role for capital markets. This is something which is of even greater importance in light
of the economic effects of the pandemic.

We welcome the opportunity to comment on the proposal and remain at your disposal should you have any
questions.



