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Introducing Funds 
Transfer Pricing in 
Banking
Does Funds Transfer Pricing (FTP) assess a 
bank’s profit? How does FTP actually work? 

To determine whether a bank is profitable is not a simple 
task. Having a wide range of products, services, or 
activities, the simple question of profitability becomes 
a complex puzzle requiring a much-needed solution. 
This causes investors to ask if “I still haven’t found what 
I’m looking for”. Funds Transfer Pricing (FTP) is one of 
the methods that seeks to answer such a conundrum 
in a consistent and fair manner. However, FTP itself can 
be challenging to implement as it requires not just the 
proper methodology in place, but also support from the 
business units and technology tools. This discussion will 
be structured into three segments in order to assist with 
our understanding of FTP. The first is an overview of FTP. 
Secondly we discuss the methodology required, and 
thirdly we deal with common challenges/ misconceptions 
related to FTP.
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using the average rates in the respective pools, e.g. Avg 
3M Assets vs Avg 3M Liabilities. There are two issues 
with this approach: the first is that it does not reflect the 
actual risk-free funding rates charged by and charged 
to the bank. The second drawback is the role of deposit 
taking is reduced to only being a “cost driver”. In other 
words, it assumes that Bank is self-contained within itself. 
It assumes there is no wider banking system in place that 
may provide liquidity/ interbank transactions.

This is where the Matched Maturity Method steps 
in. Instead of using maturity pools, rates/ prices are 
assigned to each transaction separately based on 
maturity on a Yield Curve. Rates are charged on each 
individual transaction. The Yield Curve itself is considered 
as the mediator between the Asset and Liabilities, as the 
gauge for risk-free rates for the bank. This Yield Curve 
can utilize any prevailing available risk-free rates regime 
available in a currency (e.g. JIBOR or SOFR). This method 
provides several benefits to the bank:

• The rate can tell actual cost of funds of each tenor and 
currency.

• Since interest rate risk has been embedded into the 
FTP rate, business units can focus more on credit 
spread in product pricing.

• Improvement in pricing decisions. FTP rate has already 
reflected the opportunity cost and return at the 
product/customer/account level. 

• It can be used to drive business strategy effectively in a 
flexible manner.

• Improves transparency to identify less profitable 
products or impact of promotion products on Net 
Interest Margin (NIM).

What is FTP?
Funds Transfer Pricing in essence is a process to 
determine whether a bank is making money or will “bite 
the dust”. One of the first common misconceptions of 
FTP is that banks do not implement FTP for the purposes 
of profitability assessment. This is not true, because even 
the most basic banks use a methodology to measure Net 
Interest Margin. However, in the most basic methodology, 
interest income and interest expense are simplified into 
only two single pools. In FTP methodology this method is 
“amended” to become what is referred to as the “Single 
Pool FTP Method”. 

The issue with the Single Pool FTP Method is 
oversimplification. In banks assets or liabilities are not 
concentrated in a single time horizon (e.g. only in 1 
Month, 3 Months, or 6 Months), or in other words, a 
single cost of funds. Assets and liabilities profiles span 
all possible time horizons from one day to tens of years. 
In the Single Pool Method, a 1-Year loan is blended with 
a 1-Month loan, which muddies the calculation of the 
charged interest rate and/ or cost of funds (in case of 
deposits). One real-life example of the drawback of this 
method is the possibility that a 1-Year Liability is charged 
a higher rate than a 1-Year Loan, resulting in a negative 
Net Interest Margin like a Supermassive Black Hole. 

FTP then is more commonly seen as the implementation 
of two more advanced methodologies: Multiple Pool 
and Matched Maturity Method. In Multiple Pool, (interest 
rate sensitive) assets and liabilities are divided into 
several pools based on their maturities/ repricing terms. 
This method provides a more accurate approach to 
determining interest rates for both assets and liabilities. 
However, this method usually calculates interest rates 
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What Do You Need?
A matched-maturity method requires a Yield Curve 
to start the process. This can be initiated by using the 
prevailing currency risk-free rate (e.g. JIBOR, SOFR, etc.). 
However, this risk-free rate is limited and is only available 
up to 1 Year. Therefore, a bank can extend this further 
by utilizing either a Swap Curve or a Government Bond 
Curve to cover the bank’s portfolio for maturities of more 
than 1 year. This is called the Base Curve.

After the Base Curve is constructed, a bank needs to 
add its specific Liquidity Premium and a Bid-Ask Spread. 
Liquidity Premium is the liquidity cost/ opportunity cost 
incurred by the bank, due to regulatory or internal risk 
management guidelines. A Bid-Ask Spread is the spread 
from the rates available in the market to separate the 
Assets from the Liabilities curves. 

The next step is to utilize a Behavioral Analysis to 
correctly categorize the bank’s products into respective 
tenors. This is especially important for products that 
don’t have any definite maturity/ tenor e.g. Current 
Accounts or Savings Account or where contractual 
maturity may be different with the actual maturity (e.g. 
loan prepayment). To estimate the correct profile, a 
bank may look into historical data to find patterns or 
utilize statistical models, but most important of all is to 
have discussions with the business unit to understand 
product behavior. 

The key component in Matched Maturity is the allocation 
of Transfer Mechanism based on the maturity of each 
transaction. Different products may have different 
characteristics. Therefore, a suitable transfer pricing 
method should be determined depending on different 
features of the product. Transfer pricing calculation 
methodologies can be group into two categories:

Cash-flow based methods: These methods are used 
to price instruments that amortize over time (e.g. 
Loans). They generate transfer rates based on cash flow 
characteristics of the instruments. Therefore, cash flow 
data is required to be able to apply these methods. 

Non-cash-flow based methods: There is no definite cash-
flow in the products. Hence, to price them, a bank should 
utilize methods that do not consider cash flow data (e.g. 
Credit Card).  For example, they should be applied to 
products that are in the form of product balance or do 
not produce any cash flow during the transaction period.

The final step for the calculation required in the Matched 
Maturity method is the Rate Adjustments. As much as 
banks strive to achieve fairness in developing FTP Rates, 
occasionally there can be a specific product/ direction 
from management that requires an adjustment to rates. 
This should be avoided as much as possible as it may 
endanger the fairness concept (or the saying “Everybody 
Else Is Doing It, So Why Can’t We?”), and trigger an 
unending cycle of adjustments. But if the occasion 
arises, it is possible to perform final rate adjustments. In 
practice this means raising or lowering the final FTP rate 
calculation for a specific product/segment.

Common Challenges/ Why Is It Misunderstood
With all the benefits of Matched Maturity FTP, there are 
challenges or misconceptions in the industry regarding 
its implementation. The first challenge is the idea that 
most banks or businesses in Indonesia or perhaps in 
Southeast Asia operate on a relationship basis. Any 
attempt to standardize the practice into a consistent 
manner will be opposed by the business team. In some 
ways this may be true. Some banks do have special 
rates for loans or deposits that sometimes go beyond 
established rates. However, the point of FTP relates to 
the issue of having a consistent and fair transfer method 
in a bank. It does not have to directly translate into 
pricing mechanics or performance management. We 
suggest that if a bank wants to implement FTP, the bank 
should implement not directly into pricing mechanics 
or performance management, but initially to simply 
understand how the bank operates in terms of pricing. 
Afterwards it can be extended to cover other functions 
which are in accordance with the way the bank operates.

Secondly, the idea of fairness is difficult to measure and 
implement across the board. What is fair for the Credit 
Division may not be fair for the Funding Division, and 
vice versa. The issue of fairness itself is tricky because 
it is more often not about fairness but about whether 
a division in a bank can earn a higher margin than any 
other. In real life, the ALM/ Treasury team in charge of the 
FTP calculation will be in a difficult position to provide 
the rate charges. Our suggestion is for the bank to 
establish a strong FTP Team that looks not at a particular 
division, but for the benefit of the bank as a whole. Any 
methodology and/ or revision to such methodology 
must be approved by the Board of Directors and should 
be well documented. Another suggestion is to revisit 
the FTP methodology periodically to ensure the yield 
curve, behavioral analysis, and business concerns are 
addressed.
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Third, the use of Excel spreadsheets need not apply. 
FTP requires complex calculations that represent the 
process all of a bank’s transactions individually. For a 
simple bank, FTP can still be implemented by means 
of spreadsheet calculations, although this may be 
risky due to errors. However, for a bank with millions 
of customers, a system should be in place to measure 
and calculate all transactions. Our suggestion is to start 
smaller with the Multiple Pool method to ease the bank 
into the concept of FTP. This may not require a complex 
system to calculate. Once a bank has adapted to the idea 
and is prepared to go further, the bank may consider 
implementing a system to calculate all transactions. 
Again, this may depend on whether the bank wants to 
integrate FTP calculations with all of the bank’s financial 
accounting or simply use it managerial and strategic 
purposes.  
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Deloitte Indonesia 
Publications
Are you interested in our Deloitte 
Indonesia Publications?
As an effort to keep you updated with the latest issues and trends in 
Indonesia, we have three Publications on Indonesia’s Business and Industry 
Updates as follows. You may find other issues on our website. 

If you have any queries, please contact us at  
iddttl@deloitte.com

As part of Indonesia’s commitment to providing renewable energy to replace the use 
of fossil energy, the Government of Indonesia has initiated a B30 biodiesel program 
and plans to continue the program with increased levels of biodiesel fuels. Find out 
more about how ready the Government of Indonesia and the renewable energy 
ecosystem including transportation businesses in Indonesia are to welcome the 
biofuel program, and what the future of energy in this country looks like in our latest 
publication. Please contact us if you are interested in receiving a copy of this report: 
Powered by Biofuel, Advancing Indonesia’s Biofuel Agenda.

During the pandemic, the Government of Indonesia has worked very hard to 
strengthen the healthcare system and social safety net, implemented tax cuts and 
incentives, launched a vaccination program, and provided various stimulus packages, 
resulting in a huge budget deficit. It is likely that the government will soon look to 
its sources of revenue, which may include strict oversight and enforcement of tax 
compliance, particularly regarding cross-border transfer pricing arrangements. 
You may find the discussion in the article: Transfer Pricing and the COVID-19 
Phenomenon: An Indonesian Perspective.
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Contact us
To learn more about how your organisation can  
become secure, vigilant, and resilient, please contact:

Claudia Lauw Lie Hoeng
Deloitte Indonesia Country Leader
e: clauw@deloitte.com

Rosita Uli Sinaga
Assurance Leader and Financial Services 
Industry Leader
e: rsinaga@deloitte.com

Elisabeth Imelda
Audit Leader 
Imelda & Rekan
e: eimelda@deloitte.com

Iwan Atmawidjaja
Consulting Leader
PT. Deloitte Consulting
e: iatmawidjaja@deloitte.com

Roy Tedja
Deloitte Private Desk
e: roytedja@deloitte.com

Edy Wirawan
Financial Advisory Leader and Government & Public 
Services Industry Leader 
PT. Deloitte Konsultan Indonesia
e: ewirawan@deloitte.com 

Cornel B. Juniarto
Senior Partner of Hermawan Juniarto & Partners
e: cbjuniarto@hjplaw-deloitte.com

Brian Johannes Indradjaja
Risk Advisory Leader and Technology, 
Media & Telecom Industry Leader
PT. Deloitte Konsultan Indonesia
e: bindradjaja@deloitte.com

Melisa Himawan
Tax Leader
Deloitte Touche Solutions 
e: mehimawan@deloitte.com

John Lauwrenz
Tax Deputy Leader
Deloitte Touche Solutions
e: jlauwrenz@deloitte.com

Roy David Kiantiong
Tax Deputy Leader
Deloitte Touche Solutions
e: rkiantiong@deloitte.com

Maria Christi Pratiwi
Consumer Industry Leader
e: mchristi@deloitte.com

Cindy Sukiman
Energy, Resources & Industrials Leader 
e: csukiman@deloitte.com

Steve Aditya
Life Science & Health Care Industry Leader 
e: staditya@deloitte.com

Dennis Yu Ying Li
Chinese Services Desk
e: yuyli@deloitte.com

Tenly Widjaja
Japanese Services Desk
e: twidjaja@deloitte.com

Bang Chi Young
Korean Services Desk
e: bangchiyoung@deloitte.com

Mark Woodley
US & European Services Desk
e: marwoodley@deloitte.com
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