FIBO-LE SME Review
24 October 2012

Executive Summary

This week we went through the changes made as a result of last week's review, and made definitive changes to the top level taxonomy of entities. Some changes to naming of Legal Person were also discussed. 

We discussed the proposal last week to add "Groups" entities, along with the suggestion that this might be relevant for Joint Ventures. Agreed that Group should not be used for things which have some form or purpose, if it is used at all. We need to hear from the proposer about what are the uses for Group. 

Added "Joint Venture" to the model and discussed what facts were needed for this. This requires further research e.g. on the range of types of entity which may participate in a joint venture. 

There was a detailed discussion on the nature and precise semantics of entities where liability is passed through. Proposed a common grouping for these. Some additional model elements can now be added to formalize some of this. We also discussed types of agreement which are analogous to covering agreements in pass through legal entities, in order to set this into context. 

We then looked at an overview of the fund related entities, for detailed discussion next week. This included another look at the "Functional" type of entities, with confirmation of the nature of Special Purpose Vehicles, and a repudiation of how non-profits are modeled, which is to be changed. 
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Agenda

1. Validate the recrafting of FIBO-BE (i.e. corporate entities, people, sovereign/governments, funds/vehicles) – including the facts about organizations.  Let people see what you did and sign off

2. Validate the concept of Grouping (how are we incorporating this concept into the BCO)

3. Provide an overview of the conceptual structure of funds and trusts

Resolutions

This section shows:
· Resolved: Things that the group has agreed upon in this call

· Proposed: suggested model changes to be reviewed later

· To research: Things to research and revert with model proposals.

· To be determined: Decisions to be made on scope, relevance etc. at a future session

Taxonomy

· Resolved: New terms for Signatory, Signatory Capacity

· Resolved: Renaming of previous capacity of Legal Entity, to "Contractual Capability"
· Resolved: Relationship Facts which refer to legal constructs that have no instance data (such as legal capacities) would be replaced with boolean datatype properties in most or all operational applications (operational ontology or logical data model). 
· Resolved: Common term for all entities which have legal personhood

· Proposed: Rename this from "Legal Person" to "Liable Entity"

· Rationale: clearer what this means

· Synonym: Legal Person

· The group is willing to defer to legal advice on this, if the term Legal Person proves to be more accurate legally
Legal Entity: Non Liable Entities

· Proposed: Common term for all entities which pass through legal liability

· See change made after the session (called "Non Liable Entity")

· Has relationship showing the pass through to Liable Entity (i.e. legal person)

· Mutually exclusive with Liable Entity. 

· Name to be decided upon

· To research: Liability versus ownership structures in different forms of Organization Covering Agreement

· E.g. for Partnership, it is always Joint and Several Liability

· May require further contract semantics for standard types of terms within standard types of Organization Covering Agreement for types of Formal Organization

· See e.g. Trust where the agreement is a Deed and has certain common terms defining parties and their responsibilities to the trust. 

· Find out if there is any kind of Formal Organization or non Liable Entity in which the liability pattern is other than "Joint and Several"

· Resolved: There is no segregation of "joint and several liability" into separate components of joint liability and several liability - these terms do not exist independently. 

· Percentages of ownership defined in contracts (analogous to "Tenancy in Common" agreements) do not change the liability, they simply define the percentage breakdown of the assets of the participants, which may be seized as a result of legal action following from such liability. 
Organizations Model

· Resolved: The term "Entity Group" should NOT be used for groups which have some common purpose or nature

· These are Organization (formal or informal depending on their nature)
· To be determined: The term "Entity Group" may have no purpose. It is only to be included in the scope of the model if there is a specific need to refer to groups of entities which are not some kind of formal or informal organization

· Proposer to confirm possible usages of this term
Joint Venture

· Resolved: the suggested term "Joint Venture" was added to the model

· It is a kind of "Formal Organization" analogous to a Partnership

· It would NOT use the "Entity Group" term

· To research: Precise properties for a formal concept of "Joint Venture"
· This may be narrower than some of the industry usages of this term, but will be precise

· Research the precise range of entities which may participate in a JV

· For example, is a JV always and only between Incorporated Companies (using the share ownership structure) or is that a specialization of a more general kind of JV that may be a venture among a broader range of kinds of entity?

Funds Legal Entities

· Resolved: Special Purpose Vehicle is a "Functional Business Entity" i.e. an entity defined according to its role or purpose. 

· Resolved: Non Profit is NOT a "Functional Business Entity"

Discussion Summary

Validation of Re-crafting Taxonomy

We looked at the following changes since last time:

· Addition of Signatory, agency relations and signatory capacity

· Simplified taxonomy of Legal Entity

· Proposal to combine Legal Persons under one common type

· Disposition of legal entities that do not have legal personhood
General Comments

Many of the classes or types of "Thing" which are shown as legal capacities (Contractual Capability, Signatory Capacity, Liability), would not be needed in an application or in an operational ontology. Instead it would make sense to have boolean (yes/no) properties of the entity itself, instead of a relationship to the legal concept. 

MB response: this is correct - you would not expect to include legal nuances of concepts as primary items in any operational applications. This is an example of how you might implement an application design or operational ontology by making changes from what is in the Business Conceptual Ontology. We would recommend that implementers replace the relationship type of property (relationship fact, or in OWL, 'object property'), with a boolean datatype property or attribute. 
Signatory Terms

Last week we had a term which defined "Legal Entity" in terms of its capacity to enter into contracts, but we had labeled this is "Signatory Capacity". This is wrong or misleading, since a reading of this label would imply the capacity of some entity to sign something. We made changes since last week as follows:
1. Rename "Signatory Capacity" to "Contractual Capability"

· This is the property that defines some entity as being able to enter into a contract, and is the definition of "Legal Entity"

2. Create a new class of Legal Capacity, called "Signatory Capacity"

3. Create new terms around the new Signatory Capacity term, for the party which is a signatory (as a party), the range of entities which can fulfill that role (natural persons only), and the entity for which that party may have the role of being a signatory (the / any Legal Entity). 

Figure 1 is a picture of these terms: 
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Figure 1: Signatory Terms
Consensus: This is all fine. 

Legal Entity Taxonomy

On last week's call, we finished up with a proposal to reduce the set of sub-types of Legal Entity to the following list:
· Corporate Entity

· People

· Sovereign Entity

· Fund vehicles

Leaving aside fund vehicles for now, the model would look something like the fragment shown as Figure 2: 
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Figure 2: Taxonomy fragment with Legal Entity sub-types.

Proposal (by MB): Since these three items share the property of being able to carry liability, it would make sense to group these under a common class of Thing, which is any entity that can carry liability. This would look something like Figure 3. Both figures were looked at at this point in the discussion. 
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Figure 3: Proposed grouping of types of thing that may carry liability

Consensus: This makes sense. No disagreement noted. 

Question: What about entities which are not liable on their own part, for example partnerships where the partners are jointly and severally liable for any liabilities incurred? 

Answer: these would now go under Legal Entity directly but would not form part of the grouping identified as Liable Entity (formerly Legal Person). See Figure 4. 
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Figure 4: Hierarchy of business entities with additional, non liable business entities

Liability and Pass Through of Liability
These are entities where the entity may enter into some contract or contractual relationship, but for which, when there is some default, the liability is 'passed through' to some entity which may have liability. 

One question here was whether we have the right terminology in our description of the distinctions between things like partnerships where the liability is passed through, and things that are legal persons in their own right. We have been using the term 'accrues' but this may be incorrect - what's really of interest is whether the liability is passed through or not. It seems that we agree on the concepts but are not clear (MB included) as to whether we are using the right words to say what we are trying to say. 

Proposed that perhaps entities where liability is passed through, are a common class (just as entities which carry their own liability are). 
Model Action: As a proposal for the above suggestion, MB will add a common concept. We may need to find out of there is a good legal name for such a thing, so the label suggested here is provisional. This was added after the session and is presented here for review and comment (we will decide next week whether it stays or goes). 

Figure 5 shows how this might look:
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Figure 5: Proposed new common class for Non Liable Entity
Validate the concept of Grouping

Background
The concept of a "Group" was proposed for addition last week. Added this, with the semantics of this being something that is a group of Autonomous Entities, which is not itself an Autonomous Thing. It is distinguished from an Organization by the fact that an organization is itself an Autonomous Thing i.e. it is self actualizing, whereas a Group is not. 

Named this as Entity Group since the word Group has broader applications than just groups of entities. 

There was a suggestion at the time, that this might be the basis for a 'Joint Venture'. We needed to discuss this, since it may be more valid to model a JV as a kind of Organization in its own right (like a partnership). It was suggested that a JV is a lot like a partnership, which would seem to answer this question. 

Consensus: 
· The use of Entity Group should be treated with caution - it is far more abstract than many of the terms used elsewhere, and it would be easy to find this being used as a catch-all for terms that require more formal semantics. 

Resolved as follows: 

· Find out what was the rationale for adding this i.e. what purpose was it intended to serve. 

· If there is not a use case for this, it may remain in the model but not be included the scope of FIBO-BE.

· Joint Venture is to be modeled something like Partnership. 

· MB to carry out further research on the precise semantics of JVs since this term may be used quite loosely but we want to come up with a formal set of semantics which is clear and complete even if something that people might refer to as Joint Venture may be broader than what we define. 

· Something which is a group of entities but which acts with some self-actualization, is a type of Organization (either formal or informal) and not a type of Group. A group is something with no properties other than being a collection or set of Autonomous Entities. 
Funds and Trusts
We only had time to look at the basic concepts at this point. This will be discussed next week. By way of introduction, the following points were made. 

· Types of thing which are commonly referred to as "Fund"

· Use of "Functional Business Entity (relative thing)

· Types of "Fund Legal Form" and the current state of the (very old) draft

Action: MB to circulate the Funds/CIV and Trusts simplified diagrams. 

Types of Thing called "Fund" in the wild
The word "Fund" may be used, often interchangeably, to refer to two or three different things. In order to create a semantic model of funds, we needed to define these concepts as distinct concepts and label them accordingly. These are:
· "Fund" in the sense of buying or selling a unit in a fund

· This is a kind of instrument, i.e. a kind of contract

· "Fund" in the sense of the actual pool of assets which a fund is

· This is the real thing that is the fund itself, and most of the facts and relationships about funds are about this, e.g. the portfolios, parties and so on.

· "Fund" as a kind of legal entity

· This is the legal form of the fund and may take one of several different forms

We worked through these issues with EFAMA a couple of years ago, and came up with a draft model which still needs to be realigned with a subsequent version of the EFAMA Data Dictionary, and then needs presentation and review with fund experts including those from other (non European) jurisdictions for completeness. The Fund draft model also includes the terms from the ISO TC68/SC4 Working Group 11 FIBIM work (which was itself substantively based on EFAMA). 

At this point we are not proposing to try and complete the Funds/CIV model as part of FIBO Business Entities. The Funds model would either be part of the Securities material or, as proposed in OMG roadmaps, it would be issued as a separate RFC. 
Consensus: We do need to complete coverage of the kinds of business entity that we need for funds, in the initial FIBO-BE release, as agreed last week. This is a significant increase in scope, but is needed by the industry in the same time scale as the rest of FIBO-BE i.e. it would not be much use without this. 

Figure 6 shows an extract from the existing Funds/CIV model, including relationships to the possible legal forms, the principal parties that are party to the Fund in some way (there are others), and the three things that may sometimes be referred to under the word "Fund" as above. 
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Figure 6: Fund base terms and legal forms
Modeling Note: in this diagram, the icon shown as "one of" represents a logic union of the things referred to, with the legal form being only one of the things in that union. 

Note also that the way in which we model business entities has changed considerably since this model was created, so the area around "Fund Legal Form" is expected to change considerably. This is our agenda for next week. 
Use of "Functional Business Entity"

Note that Funds SPV has now been defined as a kind of "Relative Business Entity". 
Aside: by way of illustrating the use of Relative Business Entity, Mike gave the example of 'business' versus 'non profit', whereby a business can be a business while being identified as any one of Legal Entity, Natural Person (for sole trader) and so on. Similarly, it was suggested that when registering a charity, at least in England, the organization exists as an organization of some sort of another independently of then registering to acquire the status of being a non profit. 
It turns out this is not the case: when an existing organization registers as a non profit in England and Wales, it has to change its Memorandum and Articles, so in effect the non profit becomes a sub-class of a specific legal form. So this is after all not a good example of Functional Business Entity, and needs to be moved. Similarly in the US, there are specific registered forms for non profit limited companies. 

Special Purpose Vehicles

These are modeled as a kind of "Functional Business Entity", which means that the facts about what kind of physical entity something is, are independent of its role and definition as a Special Purpose Vehicle. 

Consensus: This is absolutely how it is. Strong agreement. 
Fund Legal Form

The current model (shown in the figure) is a very old draft. Since then we have segregated SPV into the "Functional" partition. This was not the case when this part of the model was built, so there will need to be changes. 

Contract Based Legal Form

There are some types of funds which have their legal being through some contract. This is under-specified at present. Since building the CIV model, we have further built out the nature of "Formal Organization" in the Business Entities ontologies, such that a Formal Organization is any organization which has some contract among its principals (called an "Organization Covering Agreement"). 
This fits perfectly with what we now need to define kinds of fund which have their being through the legal form of "Contract" shown here. So these would be defined as something completely analogous with Partnership. 
Unlike Partnership, there may or may not be specific matters dealt with in the contract which defines the form of the Fund, and these may or may not vary with jurisdiction - in the same way that Trusts for example have specific roles defined in them and specific responsibilities covered in the kind of covering agreement which covers a Trust (this is called a Deed). 

For next week's agenda on funds, this is something to investigate. We should probably cover Trusts first as there will be similarities and differences between Trust and the Contract form of funds. Figure 7 shows the basics of the Trust model as it stands. 
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Figure 7: Trusts working model

Detailed Diagram Notes
The previous section covers the discussion points and decisions made. For completeness this section gives the verbatim notes we took during the session, as "Diagram Notes". These are arranged more or less in the order we discussed them. 

Diagrams

Diagrams on which we took notes this week:

· Organizations Overview

· Organization and their Parts

· Formal Organization Fundamentals

· Legal Person and Legal Entity Review
· Relative Business Entities Taxonomy

Notes
Diagram: Organizations Overview

Note from last week on Joint Ventures. Discussed this week alongside "Entity Group", in terms of how to model JVs. 

Last Week Note:

Add things like Joint Ventures i.e. a Compound Entity.
Diagram: Organization and their Parts

Last Week Note
Also need to notion of "Group" of entities
Entities Group
Entities Group:

Question the value of defining something which is this generic. People may be tempted to put things like Joint Venture here where they don't belong. 

The issue: this can end up becoming a cheat. Also confuses the levels of abstraction in the model. for instance Entities Group is at a higher level of abstraction than Liable Entity. 

Can also become very non specific. For instance a group of persons - people end up using it to handle things which ought to be more formal such as a marriage, or where someone works. We need to be able to respect those differences, and be able to capture the behaviors and qualities of those things. 

Red note

DO NOT USE THIS!
Diagram: Formal Organization Fundamentals

Entity Group - what is the problem?
We need to define what is the problem that we were trying to solve with "Group" (entity Group).

Also there may be other ontologies out there which have Entities Group.

Joint Venture
Terms like JV, Partnership, Trust are themselves often used quite loosely, so the criteria which people define something may vary. We will put in the formal facts, narrowing down the usage to a clearly defined type of thing. 

Possible properties: 

Is liable

Is contractually capable

has principals

New Class: Joint Venture

(no notes in class)
Question on JV
Question 1 on JV:

What is the range of kinds of entity that may be partners in a JV?

to be researched for the precise legal definition.

Diagram: Legal Person and Legal Entity Review

Changes were made on this diagram during the review. These precede some of the notes in the preceding diagram notes, on liability and "Tenants in Common".
Accrual of Liability - is this the right language?
Is it correct to say that they don't 'accrue' liability or that the liability is 'passed through' but it would still be accurate to say that they still 'accrue'.

If so, we could almost eliminate the sub classes and just have liable entity but this itself may have another relationship where it passes the liability on to another entity (or to itself). 

Common class for Pass-through Entities?
Open question: whether to have a common superclass for entities which pass liability through. 

Liability comes to the threshold of somewhere, before either sticking there or being passed through to e.g. the partners.
Tenants in Common Example
Tenants in common: 

Joint and several liability. 

We may need to segregate joint and several liability. NO. there is no separation of these concepts. 

What is different with 'Tenants in common'?

If someone causes something for which you are not liable, e.g. a different tenant in a condo for instance. 

The agreements between parties: when they are sued by someone, those seeking recourse are going to try and involve more than one party. Will bring in who they can. Pass through... legal approach would try and defeat that. 

Difference:

T in Common: have to specify exactly what % someone owns. 

JT: Property is jointly and severally owned
Organization Covering Agreement and Tenants in Common Example
Is this defined in the Organization Covering Agreement?

In Tenants in Common, the percentage of ownership becomes the percentage of liability?
The vehicle for this: the legal agreement between the parties, to define the tenancy in this case. Similar for a mortgage where you define a percentage interest. 

BUT:

This really and only applies to the OWNERSHIP of things, and is not really descriptive of the liability. 

Renamed "Legal Person" to "Liable Entity"
No change to notes or definition.

Later discussion in Formal Organization Fundamentals: Liabilities and Pass Through

Tenants in Common

Things like Tenants in Common:

This does not create an organization, it is simply between parties. 

Liability Treatment

Does this cover any changes in liability. 

Partnership is by definition an agreement to jointly and severally share liability. 
Scope

Yellow flag:

Some of the questions may be out of the scope of this model. 

Owned Assets

When we discuss Organization - owned asset: is this covered by the Organization Covering Agreement?

Diagram: Relative Business Entities Taxonomy

Non Profit

Removed parent link to "Functional Business Entity".
Special Purpose Vehicle
An SPV is defined by its function and may take on one of several legal forms. So this is correct as modeled. 
