
Financial Transparency: The New Normal   
 

 
A US-inspired transparency revolution is driving change in the financial world. As more and more governments around 
the globe embrace the exchange of information on an automatic basis, financial institutions (FIs) are required to hand 
over information about their customers, bringing down long-standing walls of banking secrecy.  
 
Effective from 2014, the US FATCA legislation (Foreign Account Tax Compliance Act) is aimed at getting overseas “US 
persons” to pay their fair tax dues. This requires foreign FIs such as local banks, insurance companies, funds and trusts 
to report clients who are “US persons” to the Internal Revenue Service (IRS). FIs which don’t comply can potentially 
face stiff penalties.  
 
Whilst implementing changes to comply with FATCA, FIs face a new wave of legislation - as early as 2016. Proposed 
by the Organisation for Economic Co-operation and Development (OECD), the Common Reporting Standards (CRS) 
– commonly coined as “Global FATCA” – will thrust FIs into a central role in relaying financial account details of 
taxpayers to the tax authority in the jurisdiction where the FI is located. This information is intended to be then shared 
automatically on an annual basis with the tax authority of the participating countries where the tax payers are resident.  
 
The US FATCA model, which took more than three years to roll out, has paved the way for swift design of the CRS 
with key details mapped out in a year, clearing various concepts and barriers, including the idea of FIs helping 
governments to gather and report information. The fast-tracking of the CRS is also due to the focus within the 
international community to increase transparency of tax information across borders.  
 
With over 90 countries having committed to CRS implementation, FIs will need to leverage on their FATCA 
implementation experience, where possible, to meet relevant milestones and ensure they are CRS-ready on time.  
 
Overview of CRS 
 

The CRS is a global “FATCA-like” automatic information exchange regime aimed at preventing offshore tax evasion 
and maintaining the integrity of tax systems. Fifty-nine countries (as at June 2015) have pledged to implement the CRS 
in 2016, with new account opening procedures in place by 1 January 2016 and the first exchange to be conducted in 
2017. The UK, Luxembourg, France, Germany, India, Ireland, and the Netherlands are amongst these “early adopters”.  
 
The CRS builds on the FATCA regime and is broadly based on the FATCA Model I Intergovernmental Agreement 
(IGA). This helps to promote a standardised approach among FIs in identifying and reporting information about 
taxpayers that will be exchanged.  
 
This impacts depository accounts, custodial accounts, cash value insurance contracts, annuity contracts and certain 
equity or debt interest in an FI where customer details (such as name, address, taxpayer identification number, date of 
birth as well as account number, account balance, monies paid or credited to the account each year) must be reported.  
 
Potential challenges 
 

In comparison with FATCA, the data required for CRS is different and the volume of reporting is significantly higher. 
For one, CRS involves the reporting of tax residents in over 90 jurisdictions, not just the US like under FATCA.  
 
Under CRS, there is also no de minimis rule, which means all accounts have to be classified and reported unlike in 
FATCA.  
 
Further, the CRS rules and commentary provide for some discretion to local competent authorities. This means a single 
solution across the 90 over jurisdictions is unlikely. For FIs, this increases the risk of inconsistency and mistakes, which 
could increase implementation and compliance costs and affect the timeliness of implementation.  A delicate balance 
needs to be struck between the competing demands of external milestones, internal implementation lead times, overall 
customer experience, business operations and potential legal hurdles in different jurisdictions. 
 
To comply with the CRS, FIs need to follow prescribed due diligence procedures. Unfortunately, the current lack of 
detailed guidelines on the due diligence procedures may be a double-edged sword as countries consider whether they 
should adopt a narrow or wider approach in CRS implementation. A narrow approach that involves collecting and 
reporting information only for accounts that are reportable accounts at the point when due diligence is performed is 
efficient in the immediate term, but creates monitoring and defers efforts of compliance. On the other hand, a wider 
approach would involve collecting information on all customers, including residents of jurisdictions which do not have 
an exchange of information instrument in place. This requires more up-front effort, but eases the demands and costs 



of monitoring and future compliance. The merits of a narrow or wide approach continue to be debated globally, with no 
consensus yet in sight. Regardless, given the scale and volume, the expectation is that CRS compliance is not possible 
without automation.  
 
As part of due diligence, once CRS is implemented, reporting FIs are expected to obtain their clients’ self-certification 
on their tax residency. The question being asked by FIs is when will this take place and do existing laws enable FIs to 
collect such information? 
 
Determining the tax residency of clients (both individuals and entities) is not straightforward. Different jurisdictions have 
their own local laws (and a different set of factors) to determine tax residency. And while FIs are not obligated to 
determine the client’s tax residency and clients should seek advice from their own tax advisor on their tax residency, 
the challenge faced is operationalising the “reason to know” test, as well the limits to it in line with the OECD guidance. 
The OECD guidance provides helpful examples on the “reason to know” test and its limits, which FIs need to know in 
order to exercise a duty of care.  
 
As a practical measure in enhancing customer experience, FIs will need to start having conversations with their 
customers to educate them on this potential regulation in collecting their information. Client education can be done 
through marketing activities or as part of the Know Your Client (KYC) or Anti-Money Laundering (AML) processes to 
prevent any “surprises”.  
 
The similarities that CRS shares with FATCA enable FIs to leverage, to some extent, on existing FATCA capabilities 
to support delivery. FIs owe it to themselves to consider aspects of CRS implementation programmes that can be re-
used and recycled from FATCA implementation and also understand where new approaches and solutions will need 
to be called for. This will help to manage client experience (by reducing the number of times the client has to be 
contacted to verify information), minimise disruptions to business and achieve “business as usual” status as soon as 
possible, reduce organisation and management fatigue, ensure the integrity, consistency and completeness of data, 
and facilitate policy positions and interpretations. FIs must nevertheless accept that additional processes will need to 
be built into operational changes, due to differences between FATCA and CRS. In light of this, FIs have to realise and 
be prepared that there is very little time to get ready for CRS.  
 
What about trusts?  
 

Most local trusts have limited FATCA exposures due to their localised business reach. Under FATCA, the beneficiaries 
(US persons) were few and easily identifiable. It was therefore possible to implement and monitor FATCA manually 
within a short lead time. 
 
For such local trusts, CRS is likely to present a whole new set of compliance obligations. Trustees will have to look into 
the structures they service to determine the classification of each entity, update on-boarding procedures, train the 
business development team and educate the stakeholders about the rules. Country specific discretion in defining 
certain terms that are relevant in determining when certain information needs to be reported and by whom, presents 
one of the many challenges in implementation of CRS in the trust world. 
 
Where does Singapore stand? 

 
Singapore, along with Hong Kong, Australia, New Zealand, Canada and Switzerland, is part of the group of countries 
which will implement the CRS from 2017 and target to begin exchanging information the following year.  
 
Singapore aims to implement the automatic exchange of information (AEOI) in 2017, provided key conditions are met. 
This includes the AEOI being adopted in all key financial centres in Europe and Asia to avoid regulatory arbitrage. 
Another condition for Singapore’s AEOI implementation is the existence of a robust framework of law to protect taxpayer 
confidentiality and ensure proper usage of information. Lastly, there must also be reciprocity with any future AEOI 
partners in terms of information exchanged.  
 
In comparison with the FIs in the “early adopter” jurisdictions, Singapore-based FIs have an extra year to get themselves 
ready for CRS. However, it is important to note that Asian countries like India and most of the key European financial 
centres are among the “early adopters” and FIs with substantial presence in these countries may have to formulate 
their policies sooner rather than later. These include FIs with global or regional headquarters in Singapore that are 
supporting the region.  
 
Hong Kong has issued a consultation paper on the AEOI. Singapore is expected to issue a similar consultation paper 
soon. 
 



Conclusion  

 
CRS is part of larger global movement on transparency to facilitate the flow of tax-related information so that 
governments can collect their “fair share of taxes”. With CRS coming into effect soon, FIs need to start assessing their 
readiness to meet CRS obligations. As a helpful starting point, FIs should start thinking about the following:  
 

 Are there areas which are likely to be a major disruption to business? If so, is there an avenue for a dialogue with 
the local authorities soon? 
 

 Does the current business process support automation of processes? If not, who are the IT service providers in 
the market who offer solutions suited to the specific business needs? 

 

 Should the processes be conducted in-house or outsourced? What is the impact of each approach on costs and 
risks? 

 

 Who within the organisation should champion CRS and lead the implementation efforts? 
 

 
As the last bastions of banking secrecy are being removed, FIs will need to adopt and embrace a new global order – 
one where transparency, openness and accountability reign.  
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