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Foreword
In many ways, the financial services industry is on more solid footing than it has been for quite
some time. While the economic outlook for 2015 seems encouraging, institutions are expecting
to face challenges in varied aspects from regulatory reforms to technological developments.
At the dawn of 2015, many will wish that they have the power to make predictions and plan
ahead of time: to get you started, we have identified several topics and focus areas that are of
importance to the industry in preparation for the new year.
In this issue, we present the 2015 outlook for banking and capital markets along with focus
areas for review. Later on, we take a look at the significance of governance, risk management
and compliance practices to an institution’s success. Next, we discuss the evolving landscape of
Financial Crime Compliance and suggest improvement opportunities for implementation. Also
in this issue, we address the key developments in the Basel framework and articulate trends,
challenges and implications for 2015 and beyond. Finally, we analyse the BEPS Action Plan 13
and its effect on the Financial Services Industry.
As the industry continues to evolve, Deloitte’s Financial Services Industry Group is committed
to providing insights on the issues most important to global financial institutions. The aim of
Deloitte Southeast Asia’s FSI practice is to help guide clients through challenging times and
provide the insights that are required for success with these elements.
Please read on; we hope you will find our latest FSIReview informative.

Ho Kok Yong
Partner and Southeast Asia Leader
Financial Services Industry
Tel: +65 6216 3260
Email: kho@deloitte.com

Boosting profitability amidst new challenges
2015 Banking Outlook

The U.S. banking industry is entering a new phase in
its post-crisis journey, with a much sharper focus on
boosting proﬁtability. Although proﬁts have surpassed
historic records, return on equity (ROE) is still below
pre-crisis levels (Figure 1) and has yet to reach double
digits. This level of consistent growth is likely to be a
multiyear process, but 2015 could be a turning point in
achieving this goal, in spite of the new challenges banks
will face.
As the U.S. economy gets stronger, with real GDP
growth expected to increase from 1.9 percent in 2014
to 2.3 percent in 2015,1 this will likely drive greater loan
originations, particularly in commercial and industrial
(C&I) lending.
Extending retail mobile solutions to business customers
may help banks differentiate their offerings. Competition
from nontraditional players will increase as they seek
growth of their own. Fee-based businesses, such as wealth
management, will be used to support revenue growth.

However, lending growth alone won’t boost proﬁtability.
Improved balance sheet management will be necessary,
and yet become more complex in 2015. New liquidity
requirements may force banks to hold additional
low-yielding assets. To minimise margin pressure, banks
will seek low-cost funding at a time when rising interest
rates may draw deposits out of the bank or into higher
interest accounts.
Further, new leverage standards may create additional
capital burdens for some assets. These forces, together
with increased lending competition, could put additional
pressure on margins in 2015, despite rising interest rates.
Efforts to improve proﬁtability will increase M&A activity
in 2015. Both deal volume and deal size may increase
as regional banks become more active. Large banks
will continue to divest noncore businesses, while banks
near the regulatory thresholds ($10 billion and $50
billion) could look for bigger deals to justify the higher
compliance costs.

Figure 1: Earnings metrics
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Daniel Bachman, “U.S. Economic Forecast: Volume 2 Issue 3,” Deloitte University Press, September 18, 2014. This forecast is for the baseline
scenario.
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Going into 2015, we are likely to see one of the most
transformative periods for the payments industry.
Improvements in the security and user experience could
drive growth in contactless payments, marking the
beginning of a shared ownership of the payments sector
between banks and technology ﬁrms. This may lead to a
reduction in revenue to banks, as they prepare for EMV
(Europay, Mastercard, and Visa) migration.
The pursuit of growth and proﬁtability will have to
be carried out against the backdrop of regulators’
heightened expectations regarding risk management.
Integrating risk and compliance into the ethical fabric
of the organisation will take on increased importance.
Further, the Comprehensive Capital Analysis and Review
(CCAR) process will require additional attention as the
scope of this compliance exercise expands beyond
capital adequacy.

capabilities in 2015. There is a strong need for new
approaches in this area. Institutions are attempting
to integrate data across functions, such as ﬁnance,
compliance and risk, and business lines, with better data
governance. Chief data ofﬁcers (CDOs) will play a crucial
role in this transformation.
Lastly, bolstering cybersecurity will remain a top concern,
with the more sophisticated institutions expanding
their toolkits to include new ideas and skillsets from the
defence and counter-intelligence communities. Given
the considerable risks in this area, boards will take on a
more proactive role in cybersecurity strategy.
All together, these trends will keep proﬁtability front
and centre for 2015. Banks will leverage their new
strategic positions and stronger economic growth, yet
new pressures and increased competition may restrain
proﬁtability growth over the coming year.

Banks may not improve on any of the above initiatives
without proactively advancing their data and analytics

Figure 2: Seven focus areas for 2015
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“Banks will need to manage their balance sheets against
multiple – and sometimes conflicting – regulatory metrics
simultaneously. This includes, for example, their capital
requirements, two liquidity ratios and a leverage ratio, on top
of their bail-in-able and stress testing requirements. In the
short-term, the challenge of this task is further compounded
by the fact that some of these metrics have not yet been
finalised.”
Ho Kok Yong, Financial Services Industry Leader, Deloitte Southeast Asia
Below is a summary of the seven key focus areas for 2015:
Balance sheet efficiency
Amidst a deluge of regulatory and market forces,
achieving balance sheet efficiencies in 2015 will be both
critical and challenging for banks. To retain deposits,
banks may want to consider:
• Ramping up their customer relationship programs
• Increasing cross-selling efforts
• Investing in product lines that attract stable deposits
• Assessing the portfolio with a critical eye
M&A
Although strategic options will vary considerably by size
and balance sheet position of each bank, the M&A market
will continue to improve in 2015. Banks should consider:
• Viewing M&A targets with a focus on factors like
efficiencies, growth prospects, funding profile,
technology, and compliance
• Engaging with regulators
• Ensuring appropriate risk controls, systems, and
processes in the $10 - $50 billion range are in place
Growth
Growth will be a universal priority in 2015, yet strategies
will vary by bank size and business line. Banks may want
to think about:
• Investing in customer analytics
• Leveraging digital technologies to elevate the customer
experience in both business and retail banking

• Determining whether or not prudent underwriting
standards are overlooked
• Learning from nonbank technology firms and establish
an exclusive partnership to create innovation and a
competitive edge
Payments transformation
This year will be an evolutionary year as growth in
contactless payments contributes to banks’ role in the
payments network while cutting further into interchange
revenue and brand recognition. Banks may want to:
• Seek innovative ways to leverage customer spending
data for specialised promotions and services
• Look for new ways to be top of wallet and
differentiate the customer experience
Compliance and risk management
Meeting regulatory expectations will require
management to extend its focus from improving
specific processes to fully integrating risk management,
compliance, and ethics into banks’ culture. To do so
banks may want to:
• Reinforce a strong “tone at the top”
• Encourage boards to challenge senior management’s
activities
• Empower chief risk officers to pursue collaboration
with business lines
• Incorporate risk management and compliance
responsibilities into performance management
programmes and employee training

5

Data management
As the data and analytics function within banks evolves,
institutions should be shifting toward a proactive stance
to ward off further regulatory pressure. Banks should
consider:
• Creating a central regulatory management office to
help drive greater efficiencies
• Relying on chief data officers to establish tighter
connections with front-office functions and derive
greater value from data assets

Cybersecurity
To improve cybersecurity in 2015, banks will be forced
to devote greater resources to enhancing the security,
vigilance, and resilience of their cybersecurity model and
should consider:
• Adopting new methods, such as war gaming,
attracting specialised talent, and increasing
collaboration with other members of the ecosystem
• Beefing up their intelligence apparatus to detect new
threats in a timely manner
• Expanding the role of the CISO to include clear and
prompt communications with the board

“With the recent high-profile cyber-attacks on
some of the largest industry players in Southeast
Asia, banks in the region will need to devote
greater resources to enhancing their cyber security
model. Organisations should look into adopting
new methods such as war gaming, attracting
specialised talent, and increasing collaboration
with other members of the ecosystem, as well as
beefing up the intelligence apparatus to detect
new threats.”
Thio Tse Gan, Cyber Security Leader, Deloitte Southeast Asia

This article was produced by the Deloitte Centre
for Financial Services, New York. For full versions of
our point-of-view, please visit our Financial Services
Industry pages at www2.deloitte.com/sg.
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Preparing for takeoff
2015 Capital Markets Outlook

Capital markets ﬁrms are getting ready to move on
after yet another year of intense change. Signs suggest
acceleration may be near. According to Deloitte’s
baseline projections, the U.S. economy will step into
higher gear next year and bring along with it the
long-foreseen rise in interest rates (Figure 3).
A steady recovery similar to our baseline forecast will
likely prove positive for near-term capital markets
revenue. The resurgence in M&A — fuelling investment
banking results in 2014 — may continue on the back
of strong economic indicators. Likewise, traders,
exchanges, and other market intermediaries could
beneﬁt from renewed volatility accompanying monetary
policy shifts.
While the shorter-run prospects may be brighter due to
a revival in volatility, in the longer term, the sustainability
of FICC trading, a key driver of capital markets results,

remains in question for all but the largest ﬁrms, given
higher capital requirements and lower margins.
Even as ﬁrms see modest revenue growth, they will
have to keep close tabs on continuing regulatory
efforts to increase transparency and encourage a level
playing ﬁeld. More transparency may lead to increased
pricing pressure, making streamlining operations and
efﬁciently integrating compliance requirements into
revamped operating models a priority.
After years of trimming noncore business lines
and geographic markets, ﬁrms’ efforts to prepare
themselves for growth will take a hard look at client
proﬁtability. Better data, improved segmentation, and
realignment of sales incentives can help ensure current
relationships are economically valuable — especially in
capital-heavy business lines.

Figure 3: GDP growth and interest rate projections
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This effort will highlight a broader trend among capital
markets ﬁrms. Technology, always a powerful
differentiator, continues to gain increased competitive
relevance. With this potential in mind, institutions will
continue to redesign their technology and data
management architecture by fully embracing
modernisation and simpliﬁcation of aging or siloed
systems.
The same principles should be applied to risk management
and compliance infrastructure. Modernisation and integration
could bring signiﬁcant gains, both in terms of efﬁciency and
preparedness for increasingly severe cyber risks.

But all these investments will prove ineffective without a
strong culture of risk-minded, ethical behavior. Ongoing
litigation in a number of areas reinforces this issue, with
ﬁrms possibly facing additional settlement costs and
reputational risk.
Driving all these priorities, of course, is the constant
and careful attention to balance sheets required by
rising funding costs, more restrictive capital regulation,
and new liquidity measures. These hurdles can only be
overcome by a continued and rigorous assessment of
the economic viability of each business line in the overall
product portfolio. This evaluation will be a key step in
capital markets ﬁrms’ preparation for takeoff.

Figure 4: Six focus areas for 2015
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Below is a summary of the six key focus areas for 2015:
Revenue streams
In a shifting environment dominated by tighter capital
and liquidity constraints and the prospect of changing
monetary policy, capital markets firms must be nimble.
Firms may want to consider:
• Developing versatile operating models that allow them
to quickly scale in growth areas
• Building a pipeline for talent to seize expertise-driven
opportunities
• Finding new areas for growth by looking to ease
clients’ pain points
Balance sheet efficiency
Firms should identify areas where they can retain a
competitive advantage as they weigh tough balance
sheet choices, including:
• Meshing asset profitability assessments with internal
CCAR exercises to provide greater clarity and
consistency with regulators and shareholders
• Constructing playbooks that define optimal balance
sheet structures to boost preparedness and improve
response times
Regulation and transparency
Capital markets firms will be finalising strategies and
programmes to respond to new regulations. Equity
markets and swap dealers may want to consider:
• Identifying gaps in existing infrastructure,
consolidating reporting systems, and assessing existing
customer data to prepare for Consolidated Audit Trail
specifications
• Adjusting business and operating models to drive ROI
Technology and data
Firms should be redesigning their technology
architecture by embracing modernisation, simplification,
and automation, and consider:
• Adopting new approaches to data governance and
deploying data analytics techniques to drive business
value
• Focusing on smooth integration of legacy systems
• Developing a new breed of technology leadership that
accelerates technological change by being in tune
with the business agenda

Risk management and risk culture
Top priorities in risk management will be aggregation of
risk across the trade lifecycle, investment in analytics, and
strengthening an ethical, risk-minded culture. As firms pursue
these objectives, they may want to consider:
• Investing with an eye toward critical issues such as cyber risk
and risk data
• Integrating risk management and ethical goals into
compensation

“The new benchmark of a mature
governance programme will be the
organisation’s ability to weave riskintelligent behaviour into the fabric of
the bank’s culture. Impacting culture
requires first and foremost a strong
‘tone at the top’”.
Giam Ei Leen, Risk & Regulatory Advisory Leader, Deloitte Southeast Asia
Client value optimisation
After years of trimming noncore business lines and
geographic markets, firms’ efforts to prepare themselves
for growth will take a hard look at client profitability
including:
• Implementing better data, improved segmentation,
and realignment of sales incentives to ensure current
relationships are economically valuable
• Integrating regulatory demands to refine client data
and analytics
• Reexamining client profitability to guide the level of
customisation offered in product solutions and service
delivery models
This article was produced by the Deloitte Centre
of Financial Services, New York. For full versions of
our point-of-view, please visit our Financial Services
Industry pages at www2.deloitte.com/sg.
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Financial Crime Compliance
What do we see for the year ahead?
This article was contributed by Radish Singh (radishsingh@deloitte.com), Executive Director, Forensics,
Deloitte Southeast Asia.

The financial services sector, unfortunately, is the
most vulnerable and seems to be the first line of
“attack” when it comes to attempts of or
accessibility for money laundering.
The financial crime compliance or compliance with
anti-money laundering/countering the financing of
terrorism (CFT/AML) and sanctions requirement has
become one of the top priorities for financial institutions
(FI). The Financial Crime Compliance (FCC) compliance
framework today looks completely different to what
it was ten or even five years ago. Needless to say, the
regulatory burden and cost of compliance on FIs are
also significant today. The cost consideration, however,
cannot outweigh the regulatory compliance needs.
Financial crime compliance has become an issue of
credibility for regulators and nations, particularly the
developed nations or those with developed regulatory
regimes. Every nation and regulator falling within this
category strives to be on the right side of the international
network in combating AML/CFT. However, despite
international attempts to establish standards for fighting
money laundering and terrorism financing, several
countries and jurisdictions – particularly some emerging
and other markets – have yet to implement anti-money
laundering in its true spirit, resulting in regulatory arbitrage
between the developed and developing markets.
The changing landscape
Other than the astronomical fines being imposed on FIs
as we have seen over the last few years, particularly by
the US regulators, the industry has also witnessed fines
on anti-money laundering officers (AMLOs) for AML
related weaknesses. Furthermore, in Singapore, several
measures such as tax crime as an AML predicate offence
compliance and extensive amendments to local AML
guidelines by the Money Authority of Singapore (MAS)
have been seen.
What used to be risk based approach seems to be
moving (globally) to a “heightened risk based approach”
to compliance with AML/CFT/Sanctions requirements. It
becomes quite a challenge for the AMLO, who would
be expected to master and have oversight over financial
crime related controls and ensure appropriate monitoring
of the same. We also know that the practical reality is that
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financial crime compliance cuts across the three lines of
defence and many activities fall under the front office,
operations etc. It is not always easy to have full oversight
on the entire flow and process architecture that exists in
pockets and with different functional owners.
Over and above, the new buzzword now is also effectiveness of the financial crime compliance and operations
framework. Indeed this is something that the regulators will
test – given the change in the mutual evaluation methodology by the Financial Action Task Force (FATF). Spain is
among the pioneers to be reviewed and one could try to
deduce by what is meant by “effectiveness”. Effectiveness
was assessed for each section reviewed, though the
methodology for making the effectiveness assessment is
still unclear, although it certainly is a qualitative assessment
of the firm’s financial crime compliance framework.
Compliance with sanctions has gained much
momentum over the years, and clearly still remains a
focus area for many regulators. The confusion or lack
of clarity in interpreting and implementing the statutory
requirements of sanctions and in some cases, sectoral
sanctions, is not any easy path to tread.
With all these regulatory pressures, some of the key
industry trends and improvement opportunities as we
have noted in financial crime compliance are as follows:
• Greater focus to resource its financial crime compliance
teams with specialist resources
• AML risk is being managed across the organisation at
each line of defence
-- Operating model is enhanced with financial crime
compliance focus on advisory and risk assessment
role. To ensure robustness and efficacy, the
customer due diligence/ know your customer (CDD/
KYC) function is being separated from the business
and compliance. Client on-boarding and KYC
renewal processes is being streamlined to better
manage the risk and establish a single client view;

-- AML ‘in business’ staff are quite common now
and specialised resources with AML/CFT/Sanctions
expertise being placed in internal audit; and
-- AML risk management specialists work with
product teams to understand inherent AML risks
posed by products from the onset.
• Attempts to make transaction surveillance more vigilant
-- Prudent threshold setting so that things do not slip
through the cracks based on risk profile and tolerance
(as opposed to “how many hits in a given time span”)
-- Specialists resources for surveillance and to dispense
with hits use of appropriate technology
-- A move to risk aware culture as opposed to process
compliance culture and concluding alerts in a timely
manner exercising a risk aware judgment
• Regular (automated) screening of customer database,
with some regulators expected to screen every 24
hours
• Trade finance compliance which has evolved in
terms of the type of resources employed, the extent
of review of the documentation, trade routes and
vessels, screening of parties, assessing the legitimacy
of goods (from dual use risk and under / over pricing)
and sanctions
• Single client view where the risk classification of
the client is made based on established risk matrix
with feedback loops of the clients transactions and
screening related hits for a better risk view of the client

Looking forward
For the year ahead and beyond, we see more investment in the AML and financial crime compliance across
business lines within larger financial institutions. This will
involve harmonising global standards across their foot
print markets.
The issue we see in addition to coping with the
changing landscape and regulatory demands is the
widening regulatory arbitrage between local/regional
outfits and such global players which regulators must
address. Some of the following considerations from
regulators will also benefit the industry in aiding their
compliance efforts:
Improving regulatory clarity - detail, interpretation
vs. expectations, liaison with home and host
regulators, enhanced transparency on actions and
views of home regulators, and cross-industry and
jurisdiction cooperation is needed
Uniformity or industry practice on KYC, risk
thresholds for sanctions and transactions monitoring
are some common asks
Considering the cost of compliance and the efforts
made to comply with the requirements in its true
spirit, major/intentional regulatory breaches vs.
technical breaches

• De-risking and ring-fencing of risks which have become
“fashionable” but the recent clarification by FATF that
the intention is to really apply a risk based approach
to this seems to make compliance murky. Having
said that, efforts from policy, procedure and process
perspective have been seen to undertake the needful
when there are risk issues that the FI must consider.
Reporting or filing an STR where the risk shifts from the
bank to another institution due to de-risking and ringfencing is also a key area of consideration.
• Separating operations from advisory role is a key.
The constraint on BAU and effectiveness of the
controls framework if staffs are inundated with both
operations and advisory needs to be continually
assessed and streamlined.

11

The future state of risk transformation
Key takeaways for 2015
This article was contributed by Hansel Quek (hquek@deloitte.com), Director, Enterprise Risk Services,
Deloitte Southeast Asia.

Today, the need for stronger governance, risk
management, and compliance practices has
become even more significant to a financial
institution’s success.
Coupled with various challenges on the rise such as
strategic, regulatory, financial and operational, these
challenges would have an impact on multiple risk
functions. At the same time, institutions are trying to
achieve positive values from their investment outlay
towards strengthening risk management and are
expecting improved business performance.

• Understand the importance of embedding effective
risk management into the everyday business and
operations lifecycle to enhance the institution’s ability
to achieve strategic objectives

As the need to better manage and respond to the
current risk landscape increases, financial institutions
begin to feel the need to implement an aggregated
risk approach – one that integrates essential components across the institutions. The long established risk
practices, processes and methods are no longer
sufficiently comprehensive to meet an institution’s
overall business performance objectives. In light of
these establishments, risk transformation is making
waves in the aspects of integrated governance, risk and
compliance models that rhyme with boards and senior
management as a relevant approach to managing
today’s risk environment more effectively while
achieving improved business performance.

• Understand the importance of executing a
collaborative approach to drive value and achieve
measurable and sustainable business performance
relative to integrating governance, risk management
and compliance objectives

With the advent of risk transformation attributable to
various key reasons such as the regulatory push and
financial reform, changing risk landscape, as well as
global demand and strengthening of financial literacy,
there is an increasing need for an institution to:
• Understand the value that can be achieved by
integrating risk practices and the potential benefit
that can be derived by reducing the burden on the
business, lowering costs, eliminating redundancies,
and creating greater efficiency with respect to
managing risk
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• Employ a holistic systematic approach to implement
risk transformation

Creating alignment and coordination to drive
efficiency
In the present landscape, a constant revolution of
business and compliance initiatives is the modus
operandi. Hence, it is also not surprising that several
functions within an institution may be responsible for
one or more aspects of the institution’s risk profile
and internal control practices, thus resulting in risk
management, compliance and internal audit activities
remaining fragmented. These functions frequently
perform various activities and use different approaches
that may spur uncertainty, replication of effort and
potential gaps in managing the required risk exposure.
With risk transformation taking place, coordination
based on an integrated performance assessment across
a range of functions and risk areas may largely be
dependent on how the coordination in risk and control
efforts are taking place.

Risk transformation work streams
The key to effectively embedding and sustaining
principles of integrated enterprise risk management is
to undertake the transformation initiative in practical
steps that can be leveraged across the breadth of the
institution. The following outlines a high-level series
of activities that typically formulate a risk management
transformation initiative.
Consistent risk assessment process and enablers
• Define a consistent clarity on risk semantic
• Establish consistent risk tolerance levels within the risk
bearing capacity
• Establish structured, comprehensive and forecasted
risk assessment approach
• Establish consistent risk data aggregation and intraday
monitoring
• Establish an effective and consistent risk culture
Deploy an integrated risk assessment process that is
embedded into existing processes
• Effective risk analytics and risk deliberation in the
management cycle
• Strategic risk assessment in alignment to strategic
direction – “top-down”
• Business level risk assessment – “bottom-up”
• Risk assessment co-ordination for business line and
support functions
Alignment and coordination of the risk and control
functions
• Enhance reflective risk reporting to risk and control
functions for aggregation
• Formulate a baseline to determine path for alignment
and coordination
• Sequence specific opportunities to drive alignment and
coordination

As institutions strive to improve their risk management
efforts and related risk functions, aspirations toward
the alignment and coordination of their risk and control
activities as depicted by how risk transformation is
taking place should be planned ahead.
The following areas may also be considered based on
the current state of risk management practices:
• Integrated risk governance framework
• Strategic risk plan in alignment with business direction
• Risk appetite and risk appetite statement
• Alignment of risk limit structure with risk appetite
• Capital management and capital compliance
• Material risk exposures and its inter-relationships
• Comprehensive capital analysis and review
• Risk aggregation and effective reporting capabilities
As these changes are taking place to reflect the external
environment, so are the transformation of business
direction and risk approaches. Despite the maturity level
of the risk management practices in the industry, there is
still considerable opportunity for improvement given the
changes in the global risk landscape. More sophisticated
approaches should also be explored, particularly for
risk data collection and analysis in an effort to promote
foresight risk management. Institutions need to
constantly challenge their approach to risk management
to prevent the derailing of various stakeholders’
confidence, particularly the regulators, shareholders
and customers. This is especially true now, when risk
functions are being asked to do more with the same, or
limited additional, resources. More than ever, institutions
need to rethink their approach to risk management in
order to balance risk, cost and value.

An improved future state of risk management
With the impact from the ever-growing regulatory
requirements, both large and mid-sized institutions should
take a closer look at their current practices to determine
the alignment with various standards and requirements,
as well as assess themselves against their peers.
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The butterfly effect
Basel III framework
This article was contributed by Frederic Bertholon-Lampiris (flampiris@deloitte.com), Director,
Risk and Regulatory Advisory, Deloitte Southeast Asia.

The main objective of the Basel framework is to
promote a safer and more resilient financial system
through the definition and application of enhanced
solvency requirements.
They say that when a butterfly flaps its wings, it has the
potential to create a hurricane elsewhere. Known as the
butterfly effect, this idea theorises how a small change in
a complex system can have large effects elsewhere. There
is perhaps no better illustration of this than the potential
impacts that the recent regulatory evolutions may have
on the financial services industry going forward.
Over the past several months, a number of
developments in the Basel framework have been
observed both globally and locally in Singapore. On a
global level, the Basel Committee on Banking Supervision
(BCBS) is exploring further revisions to its supervisory
framework while, closer to home, the Monetary
Authority of Singapore (MAS) issued its consultation
paper, “Proposed amendments to MAS Notice 1111 on
risk based capital adequacy requirements for merchant
banks”, in October 20142.
As the changes cascade down from the global, regional
and even local authorities, the industry finds itself
in a constant state of flux, with the slightest change
in regulation having the potential to cause a drastic
overhaul of current business processes. In this context of
perpetual regulatory motion, it has become increasingly
challenging – and yet imperative – for the financial
services industry to gain a proper understanding of the
latest developments and their subsequent repercussions
on the broader regulatory landscape.
An impending hurricane?
At the dawn of 2015, the financial services industry
will have completed half of the Basel III journey, which
started in December 2010 with the first text from the
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BCBS on the new framework and its main components.
The implementation will be completed in January 2019
with the full introduction of all key measures for capital
and liquidity requirements.
This journey, which some may find necessary and even
vital for the protection and sustainability of our financial
and economic system, is also undoubtedly challenging
for the banks, not only from an operational and
compliance perspective, but also in terms of their ability
to integrate all the significant evolutions while preserving
their capacity to generate positive returns.
As regulations continue to impose pressures on
profitability and return on equity targets, the most
important challenge for regulators is to maintain the
necessary leeway for the banks to continue to invest in
the economy, finance long-term projects and lend to
corporates and individuals to feed innovation. After all,
there cannot be any growth without any risk. In that
respect, the task of the regulators is not easy, as they
have to find the optimal and delicate balance between
safety and growth.
If there is anything the industry has learnt in the
aftermath of the crisis, it is that it only takes a few
critical calibrations to forever alter the face of the
financial services industry as we know it. While financial
institutions will only feel the full-blown impacts of the
Basel a few years from now, many – if not all – have
already begun their preparations. The question now is to
know whether the flapping of the wings of a butterfly in
the Basel city in 2010, will eventually beget a worldwide
hurricane by 2019.

MAS consultation on proposed MAS 1111 on Risk-Based Capital adequacy requirements for Merchant Banks, P025 - 2014

The Basel framework has been made more complex
and demanding following the global crisis that started
in 2008. Since then, the perpetual addition of various
different elements to the framework has made it
somewhat esoteric to most. Figure 5 attempts to

shed light on some of the main requirements and other
related changes.
For the full version of our point-of-view, please
visit our Financial Services Industry pages at
www2.deloitte.com/sg.

Figure 5: A consolidated Basel framework to review and articulate trends, challenges and implications for
2015 and beyond

Risk governance

ST

Non risk-based capital

Capital

=

Liquidity

CVA

ST

Eligible capital
Credit + Market + Operational RWAs

FRTB

IRRBB

Leverage ratio

=

High Quality Liquid Assets

Capital Measure
Exposure Measure

BI

Short-term liquidity (30 days)

LCR

=

Longer-term liquidity (1 year)

NSFR

=

Available Stable Funding
Required Stable Funding

Risk data aggregation and risk reporting

Systemic risk / D-SIB regime

ICAAP framework (Pillar 2)

Risk-based capital (Pillar 1)

CAR

ST

ST

Glossary
BI: Business Indicator
CVA: Credit Valuation Adjustment
DSIB: Domestic Systemically Important Bank
FRTB: Fundamental Review of the Trading Book
ICAAP: Internal Capital Adequacy Assessment Process

IRRBB: Interest Rate Risk in the Banking Book
LCR: Liquidity Coverage Ratio
NSFR: Net Stable Funding Ratio
RWA: Risk-weighted asset
ST: Stress testing
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Implications for the Financial Services Industry
BEPS Action 13
This article was contributed by Michael Velten (mvelten@deloitte.com), Partner, Tax, Deloitte Southeast Asia.

The Organisation for Economic Cooperation and
Development (OECD) completed and released the
Guidance on Transfer Pricing Documentation and
Country-by-Country Reporting, which reflects G20
consensus and political momentum surrounding the
Base Erosion and Profit Shifting (BEPS) Project. It also
includes the BEPS Action Plan item 13, which prioritises
a re-examination of transfer pricing documentation.
The new guidance will transform Chapter 5 of the OECD’s
Transfer Pricing Guidelines for Multinational Enterprises
and Tax Administrations from broad recommendations to
prescriptive standards for documentation and reporting.
However, no specific effective date for these has been
recommended.

The local file will be centred on traditional functional and
economic analysis demonstrating the appropriateness of
arrangements and pricing. However, the new guidelines
are more prescriptive and require additional disclosure as
compared to the documentation rules in many countries.

This article outlines the general implications for multinational enterprises (MNEs) with a focus on the financial
services sector.

Uncertainty
The major uncertainties surrounding the new guidance
relate to implementation, harmonisation, and materiality.

Specific guidance
The OECD has adopted the following documentation
approach: (1) a country-by-country (CbC) report; (2) a
master file; and (3) a local file.

There are two key dimensions to implementation issues.
One dimension involves the coordination and dissemination of CbC reports and master files. It is generally
preferred by OECD and G20 countries like Japan and the
United States, which have significant presence of MNEs
headquarters, that these two tiers of documentation be
provided to headquarters tax administrations. The headquarters would then be responsible for ensuring confidentiality and proper dissemination of the documents
to other countries’ tax administrations. Conversely,
non-OECD countries like China and India prefer that
the local tax authority has direct access to information.
Further OECD guidance on this and other options are
expected in February 2015.

CbC reporting is a new concept in global tax practices.
The CbC template requires disclosure of the value of
the following items for each country for entities consolidated in the MNE’s financial statements:
• Revenues (itemised into unrelated-party and
related-party revenues)
• Profit (loss) before tax
• Cash income tax paid
• Accrued income tax
• Capital
• Accumulated earnings
• Number of employees
• Tangible assets
The template also requires each separate company
in each country in the group be listed, along with its
activity code and effective place of management.
The master file is intended to provide a high-level view
of a company’s business operations and information
on its global transfer pricing policies, and significantly
exceeds the current transfer pricing documentation
required. For instance, MNEs must disclose:
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• Profit drivers and functions contributing to value creation
• The supply chain for the five largest products and
services and other products or services exceeding 5%
of an MNE’s turnover
• Transfer pricing policies for intragroup services
• Intangibles-related transactions
• Sources of unrelated-party funding
• Intragroup financing entities
• Intragroup financing policies

The second dimension involves considering the priority
countries place on changing their local transfer pricing
regimes and the means to do so, such as through
bilateral tax treaties and regulatory or administrative rule
changes (that can be handled outside of legislative or
parliamentary procedures). Many commentators suggest
that 2016 is the earliest time for such implementation,
with anecdotal evidence that tax authorities are already
requesting information contained in the CbC report and
master file. MNEs are also uncertain whether they will
need to prepare the three-tier documentation to meet
the foreign jurisdiction requirements before their home
country imposes new requirements.

The OECD emphasised a key aim in Action item 13
of providing MNEs with a more consistent and
harmonised documentation framework across
countries. However, the revised Chapter 5 sends
mixed signals about harmonisation.
In tax examinations, local authorities are likely to request
information over and above what the OECD requires in
the templates. Therefore, the view that OECD transfer
pricing documentation guidance creates a “one size fits all”
template must be tempered with the reality that differences in country-specific requirements will remain.
Another objective of Action item 13 is the balancing
of taxpayer burden against tax administrations’ need
for information. However, the new guidelines lack
concrete advice geared towards reducing the materiality
thresholds MNEs face. Instead, it recommends that local
authorities include materiality thresholds that take into
account the size and nature of the local economy, the
importance of the MNE group in that economy, and the
size and nature of local operating entities, in addition to
the overall size and nature of the MNE group.
Implications for Financial Services MNEs
Potentially significant challenges with revenue
reporting for CbC
The OECD template requires an MNE’s revenues in a
particular jurisdiction be split between related and unrelated-party revenues, which may be difficult for financial
sector MNEs. For instance, in a global trading transaction,
the entity credited with third-party revenues is frequently
the entity into which the transaction was booked.
The decision about which entity should book a transaction
is frequently determined by client preference rather than
by reference to what functions an entity performed or risks
assumed in a transaction.

in a commercial and institutional financial services setting,
the correlation between value creation and employee
numbers is low compared to manufacturing. Similarly,
tangible assets other than cash are not a good indicator
of value creation in financial services. Therefore, it is
important for financial services MNEs to avoid generic
descriptions of their supply chains and value drivers, and
to contextualise the company’s value drivers fully in the
local files to reduce possible misinterpretations of data by
tax administrators.
Increased focus on treasury and intercompany finance
Financial services MNEs must work in a highly coordinated
manner to determine approaches for harmonising policies
globally and to determine ex-post transfer pricing tests for
real time pricing.
Increased focus on intangibles
Many institutional financial services businesses involve
technology cost sharing and/or intragroup services,
licenses, brands, client relations and these should be
examined carefully for policy and local file positioning.
Failure to do could risk tax administrators defining
intangibles’ value contribution themselves.
Need to examine regulatory driven policy exceptions
In the financial services industry, regulatory constraints
can sometimes drive exceptions to global transfer
pricing policies. When these exceptions arise, the value
of bilateral advance pricing agreements (APAs) should
be considered as means of mitigating tax risk and
providing a level of credibility in dealing with regulators.

Misinterpretation by tax authorities of CbC data
The type of data that CbC reporting captures can be
misleading in relation to financial services. For instance,
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Position in Singapore
There have been significant transfer pricing
developments in Singapore. The Inland Revenue
Authority of Singapore (IRAS) issued a paper on
Transfer Pricing Documentation in September 2014
for public consultation. The paper listed all the
required information which should ideally be covered
in a Singapore transfer pricing documentation report.
Consistent with the Masterfile and Local file concept
introduced by the OECD, the consultation paper
proposed to document detailed information at the
group level followed by information and analysis of
the local entity in Singapore. At the group level, the
documentation is expected to include an overview of
the group’s global business, organisation structure,
the nature of the global business operations and
overall transfer pricing policies. At the local level, the
documentation should provide sufficient details of
the taxpayer’s business and the transactions with its
related parties apart from the economic analysis.
For the first time since 2006 when transfer pricing
was introduced in Singapore, the IRAS proposed to
make transfer pricing documentation a mandatory and
contemporaneous affair in this consultation paper.
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When the proposed documentation becomes law,
transfer pricing documentation will no longer be
recommendatory in nature and should be taken into
account by the due date of filing the return of income.
Notably, the consultation paper did not make mention
of CbC reporting. The IRAS has separately clarified
that it has no intention of adopting the CbC reporting
template in the near future. Until further notice,
taxpayers in Singapore are not compelled to adopt or
follow CbC reporting practices.
Conclusion
The new Chapter 5 of the OECD’s transfer pricing
guidelines will drive significant change in transfer
pricing practices generally, with aspects of the financial
services industry requiring particular attention. MNEs
should carefully consider and address industry-specific
transfer pricing management points and not just
consider the new three-tier documentation a simple
compliance exercise.
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By 2020, 4 more ASEAN states will be
developed countries.
If they achieve their visions, Malaysia, Indonesia, the Philippines and Vietnam will have reached ‘Developed
Nation’ status by 2020, leveling the playing field with their neighbors and potentially changing the dynamics of
the region’s economic and geopolitical landscape.
These four countries put together are expected to make up a whopping 520 million population in 2020: and
with the rising income levels that come with developed nation status, demand for sophisticated financial services
products and offerings will also increase.
For financial institutions, the launch of the ASEAN Economic Community (AEC) from 31 December 2015 brings
both opportunities and challenges: the winners will be those who start preparing now.
Are you ready for the AEC? Find out at http://www.deloitte.com/sg/aec.
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