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Responses to Questions in relation to Branch-to-Branch Arrangements

from Monetary Authority of Singapore

We refer to your follow-up request for Asia Securities Industry & Financial Markets Association (“ASIFMA”)
to provide responses to certain queries regarding branch to branch arrangements, following the meeting
between the Monetary Authority of Singapore (the “MAS”) and ASIFMA of 9 May 2019.

Thank you for the opportunity to respond. We set out our responses to your queries (reproduced in bold)
below, as consolidated from various ASIFMA members (the “members”).

1.
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1.2

1.3

1.4

To help us better understand the current industry landscape to facilitate our review,
could ASIFMA share with us the current practices for branch to branch arrangements?

The current practices in the market for licensing and regulatory requirements in relation to branch to
branch arrangements are mixed and an inconsistent approach is taken. As there is no formal
statutory exemption, financial institutions have generally engaged MAS on a bilateral basis to seek
clarity on the regulatory treatment of foreign branches.

In the past, some financial institutions have written to MAS for approval to be exempted from
applicable licensing requirements. This is similar to the approach taken with the exemption from
holding a capital markets services licence (“CMSL”) that is available for foreign related corporations
under section 82(2) of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”) read
with paragraph 9 of the Third Schedule to the SFA, and paragraph 11 of the First Schedule to the
Financial Advisers Act, Chapter 110 of Singapore (the “FAA”) (the “Paragraph 9/11 Exemption”).
In such cases, an application to MAS is made on a case-by-case basis.

The current industry understanding is that financial institutions that have a Singapore branch that is
licensed under the SFA or exempt from licensing under section 99(1) of the SFA (for instance, where
the Singapore branch is a licensed bank or an approved merchant bank) will not be required to seek
a formal licensing exemption or written approval from MAS where foreign branches conduct regulated
activities (or are involved in the provision of services that are regulated activities) to persons in
Singapore. It is generally understood that MAS views the foreign branches (including the head office)
as part of the same legal entity as the Singapore branch, and that different branches therefore do
not need to apply for separate licences. In fact, there is no framework for branches to do so. We also
understand that MAS will not generally grant a formal licensing exemption.

Members further understand that MAS adopts a “light-touch” approach towards compliance and
conduct of business requirements for foreign branches. However, due to the lack of a formal regime
and the ad hoc nature of financial institutions’ engagement with MAS, we have found that different
members have received different feedback as to the extent to which compliance and conduct of
business requirements apply. For instance:
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141  Some members understand that MAS expects foreign representatives to be registered.
Some members have applied for foreign representative licences for small teams based in
their respective head offices outside Singapore, which are carrying out relevant regulated
activities. Such arrangements are due to commercial reasons, one of which being that the
volume of activity in Singapore is too small for a dedicated local team to feasibly operate. As
such, some members have also moved their teams outside Singapore in order to centralise
their activities regionally and take advantage of economies of scale. Foreign representatives
have been appointed to continue business operations and facilitate transactions.

142  Some members have provided investment products to clients through their foreign branches
on a reverse enquiry basis. Where such products are not made available by the Singapore
entity, a Singapore investor who is interested in such products may approach the foreign
branch on the investor’s own initiative and specifically request to be on-boarded with the
foreign branch. The financial institutions understand that these are reverse solicitations on
the basis that they had not solicited for these Singapore clients. As section 339(2) of the SFA
essentially provides a form of carve-out for activities that do not have a substantial or
reasonably foreseeable effect in Singapore, local compliance requirements accordingly do
not apply to the foreign branch and personnel when such dealings are entirely from offshore
and are in compliance with section 339(2). However, this is fairly restrictive.

Some members have also structured their activities to rely on licensing exemptions, such as the
exemption for dealing in bonds with accredited investors or expert investors under paragraph 2(1)(e)
of the Securities and Futures (Licensing and Conduct of Business) Regulations (now extended to
dealing with institutional investors) (the “Bond Dealing Exemption”). However, this has severely
limited the scope of activities which foreign branches of those members are able to undertake. In
particular, we have received feedback that members have branch-to-branch arrangements in place
for dealing in over-the-counter (“OTC”) derivatives. This setup was feasible prior to the amendments
to the SFA in October 2018, which extended the ambit of the SFA to include OTC derivatives. As
there is no equivalent exemption to the Bond Dealing Exemption, members now face difficulties in
managing the branch-to-branch arrangements for OTC derivatives.

In respect of how branch to branch arrangements are used in practice, members have provided
feedback that they generally utilise global capital markets business models including “follow the sun”
and “global booking” models, where workflows are conducted in various jurisdictions and different
time zones on a daily basis in order to provide “round-the-clock” services and access to open markets
outside Singapore. We elaborate further on such practices and why branch to branch arrangements
are necessary in our response to Question 2 below.

We understand that members have previously provided feedback on their business models through
MAS’ engagement with financial institutions (through various meetings, queries and submissions via
the Comprehensive Risk Assessment Framework and Techniques (“CRAFT”)). However, we would
be happy to provide further information on the business models if it is helpful.
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What are the specific challenges surrounding branch to branch arrangement that
your members are facing?

The absence of a formal regulatory framework results in insufficient clarity with respect to the scope,
standard and applicability of compliance requirements. The separate bilateral engagement between
MAS and different financial institutions results in an inconsistent understanding of regulatory
expectations where applicable compliance requirements are concerned. In particular, there is a lack
of clarity surrounding the extent to which requirements under the SFA and its subsidiary legislation,
notices and guidelines would apply to a branch to branch arrangement.

We have received feedback that specific challenges arise in the following areas:
2.2.1  registration of foreign representatives;

2.2.2  itisincreasingly necessary to use branch to branch arrangements as it is no longer possible
to simply conduct business out of one branch, which means that the number of branch to
branch arrangements is increasing; and

2.2.3  the lack of clarity gives rise to regulatory uncertainty and increases compliance cost, making
it difficult for financial institutions to conduct business.

We have addressed each of these issues in more detail below.

Regqistration of foreign representatives

As discussed at paragraph 1.4.1, there is a lack of clarity surrounding the need and process for
registration of foreign representatives. Some members have understood (based on past discussions
with MAS) that registration is required, but have found that the registration of foreign representatives
is also a challenging and difficult process. Our members have provided feedback that financial
institutions often receive a lot of queries from MAS when attempting to register foreign
representatives, resulting in delays. Some members have provided feedback that their applications
have been rejected.

On the other hand, foreign representatives do not need to be registered under the Paragraph 9/11
Exemption, which results in differential treatment. Our members respectfully submit that regulatory
treatment should not be dependent on legal form as, from a policy perspective, there is no reason to
require representatives of branches to be subject to a higher standard of regulation than
representatives of related corporations, particularly since branches are part of the same legal entity.

Furthermore, registration requirements would place an undue burden on financial institutions for the
following reasons.

2.6.1  Due to the increasingly globalised business models undertaken by financial institutions (see
paragraphs 1.6 and 2.7 to 2.11), registration requirements may apply to a large number of
foreign representatives. It is not practicable for financial institutions to make arrangements
for all such foreign representatives to come to Singapore to take the requisite examinations.
It will also be difficult for the Singapore compliance team to maintain oversight of all foreign
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representatives, who may be based in various jurisdictions, and ensure that they are kept
updated of any local regulatory changes that may impact their activities.

Several members have also expressed a concern that licensing foreign representatives gives
the impression that these representatives are acting on behalf of the Singapore branch (as
the Representative Notification Framework (“RNF”) provides that a notified representative
needs to act on behalf of the Singapore entity). This may not always be the case — foreign
representatives would often act on behalf of the branch to which they are attached. Requiring
representatives to be notified under the RNF therefore may result in confusion to clients who
might then expect these representatives to be representatives of the Singapore branch.

Members would therefore respectfully submit that representatives that are already
authorised or licensed in their respective jurisdictions should not be required to be registered
under the RNF, and would be grateful for the MAS’ confirmation that it has no objections to
this approach. This would be in line with the position under Paragraph 9/11 Exemptions.
Such representatives would also be subject to regulation, and members submit that a further
notification under the RNF does not provide additional protection to investors, while
increasing the compliance burden significantly on members.

Globalised Business Models

As described under paragraph 1.6 above, global business models are increasingly common with
increasing globalisation of clients and increased demand for 24-hour access to markets in different
jurisdictions. Using global business models does not merely provide financial institutions with a
strategic advantage - it is a necessity for financial institutions in order to provide services at all to
clients in Singapore. We provide examples below to show that it is not feasible to provide services
solely out of the Singapore branch and set out specific challenges that our members face.

Certain products may only be accessible through foreign branches. Singapore clients may want direct
access to overseas markets through these foreign branches, which are able to provide advice and
pricing quotes directly.

28.1

2.8.2

Some members operate on a Hub and Spoke model, where the traders and management
are located in Hub countries in order to centralise risks and product management functions.
The Hubs are typically Sydney, Singapore, Hong Kong, London and New York. Trades and
open risks are passed between the Hubs in the Eastern and Western hemisphere to ensure
that risks are effectively managed around the clock. Such transactions are all managed out
of the respective Hubs, including transactions relating to commaodities, principal foreign
exchange (“FX”), credit, FX and interest rate options and other types of investment product
transactions, although not all Hubs will trade all of the products listed. The Spoke component
of the model is where books or customers are managed locally for local markets trading in
all Asia-Pacific countries that the member has a commercial presence.

In particular, the global nature of the OTC derivatives market requires financial institutions to
adopt a “follow the sun” approach and/or a “global booking” model, which necessitates
branch to branch arrangements across various jurisdictions. Financial institutions will pass
orders to foreign branches in order to deal with trades taking place outside trading hours in
Singapore and to handle access to different markets. For example, Singapore-based
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customers may need to execute transactions outside of the Singapore time zone. They may
need to execute an FX transaction which is fixed off the benchmark of the WMR fix at 4pm
London time. The customers may leave the order with the Singapore-based sales team
during Asia hours and the order will then be passed to the London team for execution.
Alternatively, the customer may contact the London office directly in order to place the order.
Therefore, it is simply not feasible for the Singapore branch to service clients around the
clock and across all markets.

There may also be certain jurisdiction-specific regulatory restrictions (such as currency
restrictions) which mandate that certain activities can only be conducted by persons based
in the jurisdiction. For example, in relation to onshore securities transactions and related
local currency hedges, certain countries in Asia require foreign investors to register for an
investor ID, as well as open a local securities and custodian account, in order to trade in the
local currency securities markets. When clients in Singapore are interested in trading local
currency securities in these countries, the Singapore entity would typically refer these clients
to its foreign entities. Examples include:

0] China, where foreign investors can access the onshore China bond market via the
Chinese Interbank Bond Market (“CIBM”) or the Bond Connect. Both routes require
foreign investors to trade via designated members of the China Foreign Exchange
Trade System (“CEFTS”) or onshore Bond Connect market makers, and have
custodian or foreign currency accounts with designated banks in China or Hong
Kong. Please see the following links for more information:

https://securities.bnpparibas.com/insights/china-interbank-bond-market.html;
http://www.chinabondconnect.com/en/index.htm

(i) Korea and Taiwan, where foreign investors are required to register with the local
authorities, appoint a local securities firm to execute the transactions, and open
custodian and local currency accounts with onshore banks to settle the transactions.
Please see the following links for more information:

https://asianbondsonline.adb.org/korea/buying/corporate/how_to.php?step=3;
http://www.twse.com.tw/en/page/investor/foreign/03b.html

Furthermore, where products involve foreign markets, the Singapore entity would have to
rely on the foreign branch to provide market commentaries and product-related
information/advice to the Singapore clients, given that they have more insight and expertise
in the foreign markets.

As such, the financial institution’s electronic channels may automatically route user access
to available or open markets hosted by their foreign branch’s network during certain time
zones and for certain product types. Some members provide customers the ability to execute
derivative products via electronic trading platforms. Clients are able to transact via third-party
multibank platforms such as the 360T trading networks. The banks stream live pricing via its
Streaming Pricing and Execution Engine which is fed into the multibank portals. Such
platforms may be physically located outside of Singapore and the pricing for currency pairs
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are sourced both onshore in Singapore and offshore regulatory centres of excellence (e.g.
Hong Kong for HKD/CNH pricing). There is no sales intervention in such execution models.

Our members have provided feedback that many clients adopt a global relationship model with the
banks they transact with.

29.1

2.9.2

2.9.3

Most of our members service large multinational corporations with a variety of needs and
have direct relationships with the members’ foreign offices around the world. While these
clients have a separately incorporated local entity in Singapore, there may be key decision-
makers in their head offices located outside Singapore who have the authority to act on
behalf of the local entity. These key decision-makers may prefer to transact with the foreign
branches of the bank that operate in their time zone or language, or they might want to do
specific transactions that are only available in a particular country. For example, one member
services Japanese and Indonesian incorporated clients from its respective branches in those
countries. The Singapore-based branches of these clients may request that the member’s
sales teams based in Japan and Indonesia continue to service them instead of dealing with
a salesperson based in Singapore. Therefore, the member’s Indonesia and Japan sales
teams are the parties selling derivatives to the Singapore branches of these clients. Another
example is that a large property company (Singapore-based customer) may prefer speaking
directly to the member’s sales staff in Australia when looking to execute a transaction linked
to a project within Australia.

Even where such decision-makers are in Singapore, they may be obliged by their global
practices to transact only with the bank’s foreign entities so that the client’s global team may
oversee the arrangement. This is particularly so for OTC derivatives contracts which could
be used for hedging strategies.

In such models, the bank’s foreign representatives may occasionally meet with clients in
Singapore as part of an annual portfolio review or customer due diligence. Financial
institutions will face resource challenges if every meeting has to be accompanied by a
Singapore licensed representative, even though the key relationship is managed by the client
with the bank’s foreign representative.

To optimise the use of resources, financial institutions may rely on offshore hubs with subject matter
experts (“SMEs”) to provide more sophisticated products that require a certain level of expertise but
are not frequently transacted.

2.10.1

2.10.2

Given their expertise, the foreign SMEs would be the party offering or advising on such
products to clients. However, the frequency of interactions between the SME and Singapore
clients is limited given their focus on particular product ranges, and the key relationship is
still maintained by the Singapore representatives. In particular, for regulated products that
are traded on electronic platforms, interactions with the foreign SMEs are ad hoc and most
transactions are placed electronically by the clients.

Similarly, financial institutions will face resource challenges if every meeting has to be
accompanied by a Singapore appointed representative, even though the key relationship is
managed by the client with the bank’s foreign representative. In addition, the foreign SME



2.11

2.12

2.13

- /
asifmaz

Growing Asias Markets

will not be able to share his expertise on the product that the Singapore representative is
unfamiliar with, which defeats the purpose of leveraging expertise by the SME.

Members have also provided feedback that when engaging in intra-group outsourcing, they face
difficulties with respect to outsourcing compliance requirements. Due to the limited capacity of the
Singapore office, certain functions have been outsourced to the bank’s parent company abroad. As
such intra-group arrangements are caught under the MAS Outsourcing Guidelines (published on 27
July 2016 and revised in October 2018), the financial institutions are required to, amongst many other
obligations, assess the service provider, its parent company and related companies within a group
on a regular basis. Consequently, activities carried out by the financial institution to serve Singapore
clients may be subject to the governance of two or more jurisdictions, which may result in the financial
institution being subject to repetitive compliance requirements.

2.11.1  For example, one member has outsourced certain functions (e.g. securities trading,
settlement, client on-boarding) to its parent company and related company, which are both
licensed in Hong Kong. Singapore clients open trading accounts in Hong Kong and all
securities transactions take place in Hong Kong. The Singapore entity solicits clients and
maintains client relationships in Singapore but is not acting as an agent on behalf of the Hong
Kong entity. As a result of such arrangements, the compliance departments in Singapore
and Hong Kong are doing repetitive work in terms of Know-Your-Customer (“KYC”)
measures, anti-money laundering review, transaction monitoring, and other requirements,
despite the fact that there are no transactions taking place in Singapore.

2.11.2 Repetitive work could be reduced if such intra-group outsourcing arrangements are treated
differently from third party outsourcing, given that the related company is a licensed entity in
Hong Kong.

Accordingly, if branch to branch arrangements cannot be accommodated or the compliance cost
associated with such arrangements is too heavy, financial institutions may not be able to effectively
provide services to Singapore clients at all. Our members therefore hope that MAS’ regulatory
approach would ideally be light touch for all regulated activities and products, where there is no need
to seek approval for foreign branch to branch arrangements, no requirement to register foreign
representatives, and no additional compliance requirements save that the foreign branch is regulated
to an equivalent standard to conduct the same scope activities. In particular, our members also
respectfully request that MAS consider providing a licensing exemption for dealing in OTC derivative
contracts with accredited investors, which is similar to the Bond Dealing Exemption.

Lack of Clarity

The lack of clarity on the issues discussed gives rise to regulatory uncertainty and increases
compliance cost, making it difficult for financial institutions to conduct business. Financial institutions
have to expend resources and time engaging legal counsel and engaging with MAS. For example,
as discussed in paragraph 2.4, our members have provided feedback that a significant amount of
time and resources is spent attempting to get foreign representatives licensed under the RNF.
Problems arising from regulatory uncertainty are exacerbated by the increasing use of branch to
branch exemptions and the expanded scope of regulated activities under the SFA.



2.14

3.1

3.2

3.3

3.4

3.5

4.1

4.2

' Z
esimas

This has been a persisting issue for some time and our members would be most grateful for greater
clarification from MAS concerning these issues, including clarification on corporate governance
requirements with respect to our members’ branch to branch arrangements.

How are your members currently handling these challenges?

Generally, our members have been trying to engage with the MAS bilaterally. With respect to the
notification of foreign representatives, some members have tried to register their representatives.
However, as discussed above at paragraphs 2.6, the “follow the sun” booking model and
globalisation of markets are causing the requirements to be increasingly burdensome. Ultimately, for
a financial institution that wishes to effectively offer services to persons in Singapore, it is necessary
for financial institutions to pass orders to other offices.

In addition, as discussed in paragraphs 2.4 and 2.6, the registration process is long and the foreign
representatives would have to make arrangements to travel to Singapore to take the requisite
examinations. The Singapore compliance team will seek to notify and inform the overseas business
and compliance teams of the relevant requirements but it remains possible that the Singapore team
is not updated on a timely manner of any changes in the global team.

As discussed above at paragraphs 1.4.2, the key mode of handling these challenges is by
considering the client relationships as reverse solicitations. While our members seek to document
reverse enquiries, not all corporate and/or institutional clients recognise the need for this and they
might not be agreeable to provide the request in writing. Reverse solicitation thus remains an
untested reliance in Singapore. Any foreign representatives travelling to Singapore to meet with
Singapore clients would also have to be chaperoned by a Singapore appointed representative, even
if it is based on reverse solicitation.

As discussed above at paragraph 1.5, OTC derivative contracts (that were not securities-based) were
previously unregulated. However, following the Amendments, this is no longer the case and members
do not currently have a solution for the challenges that have arisen.

In summary, members are of the view that there is no effective way of handling the challenges set
out in question 2, in the absence of further clarity from MAS.

What would be the preferred outcome your members would like to see?

In summary, our members hope that MAS’ regulatory approach would ideally be light touch, where
there is no need to seek approval for foreign branch to branch arrangements, no requirement to
register foreign representatives, and no additional compliance requirements save that the foreign
branch is regulated to an equivalent standard to conduct the same scope activities. We would also
like to take the opportunity to seek greater clarification from MAS on corporate governance
requirements with respect to our members’ branch to branch arrangements.

We respectfully request that:

421  Foreign branches and head office should not be required to notify MAS before commencing
any arrangement with the Singapore branch.
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422  Provided that a foreign branch (including the head office) is licensed or regulated to conduct
the regulated activity in its jurisdictions of establishment, such foreign branch should not be
required to comply with requirements under the SFA or FAA. Such foreign branches would
already be subject to supervision and oversight, and would have procedures and processes
in place to comply with the requirements of that jurisdiction. It is not feasible to monitor
(especially on an ongoing basis) the differences between those requirements and the
requirements of Singapore, and to maintain a separate set of policies and procedures to
comply with Singapore requirements. This problem is exacerbated by the large number of
different branches that are involved.

42.3  In particular, it is submitted that representatives of foreign branches or head offices should
not be subject to the RNF or be required to take the CMFAS examinations, provided that the
financial institution undertakes appropriate due diligence to ensure the fitness and
proprietary of the representatives. Our members suggest that the clientele of foreign
branches can be restricted to accredited and institutional investors. This would be in line with
the approach proposed by MAS in the Consultation Paper dated 25 September 2017 on
Changes to the Notification Requirement in Relation to Representatives Serving Only Non-
Retail Customers.

4.2.4  Similarly, foreign branches should be deemed compliant with Singapore regulatory
requirements if the country in which the branch is regulated has regulations that are
comparable to the Singapore regulatory standards.

425  Regulatory requirements and conditions applicable to the Paragraph 9/11 Exemption should
not apply. For example, it is sufficient for foreign branches to ensure that the foreign
representatives acting on behalf of the Singapore entity is duly regulated in their home
jurisdictions, and there is no need for certification from external auditors. The number of
branches that may be involved makes audit requirements particularly onerous.

4.2.6 Intra-group outsourcing arrangements should be exempted from outsourcing compliance
requirements, if the branch to which the functions are outsourced to is a licensed entity in a
jurisdiction with well-established rules on capital markets that are on par with Singapore, and
minimal transactional activity is conducted in Singapore.

Our members also request that MAS consider providing a licensing exemption for dealing in OTC
derivative contracts with accredited investors, which is similar to the Bond Dealing Exemption.

Finally, our members hope that MAS will prioritise this matter and provide the clarifications requested
so that our members may have sufficient time to make the necessary arrangements before the end
of the two-year transition period (in October 2020). While MAS has indicated that arrangements with
head office or foreign branches may continue until MAS clarifies on the general regulatory position
in relation to such arrangements, this has only been expressed as “MAS Clarifications” shared by
the Association of Banks in Singapore (“ABS”). Our members will need to implement substantial
changes to ensure full compliance in the event that the proposals made in this letter are not accepted
by MAS. It is premature for our members to put in place changes to their processes, policies,
procedures and systems while the regulatory position has not been finalised yet. Our members may
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face an immediate breach upon the expiry of the transition period if the clarifications requested are
not provided with sufficient time remaining to make such changes.

Should you have any queries on the above, please do not hesitate to contact Patrick Pang
(ppang@asifma.org) and Channette Chan (cchan@asifma.org).

14 June 2019
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