ANNEX – ANNUAL SECTORAL REPORT

Chapter 3: Services


Chapter 3 (g) : Financial Services

Section
Improvements Implemented Since Last IAP
Current Entry Requirements
Further Improvements Planned

Operational Requirements


Banking 

The Monetary Authority of Singapore (MAS) announced on 19 March 2002 further liberalisation of its policy of non-internationalisation of the S$. 

Currently, only two guidelines remain: (a) restrict the lending of S$ to non-resident financial institutions for speculative purposes, and (b) require non-resident entities to swap or convert S$ proceeds from loans, equity listing or bond issuance where the S$ proceeds are used to fund activities outside Singapore.

(MAS Notice 757)

The MAS announced on 27 March 2002 that banks incorporated in Singapore shall not appoint the same audit firm for more than 5 consecutive financial years.  

(MAS Notice 615) 

MAS has developed best practice guidelines and standards for ‘Technology Risk Management’ in internet banking.  In consultation with the financial sector and the technology industry, the guidelines are designed to direct financial institutions to:

(i) establish a sound and robus technology risk management process;

(ii) strengthen system availability, security and recovery capability; and

(iii) deploy strong cryptography to protect customer data transactions.  

(MAS Internet Banking Technology Risk Management Guidelines, September 2002)
The Singapore Parliament passed the Bills of Exchange (Amendment) Act 2002 on 23 July 2002.  Operational with effect from 20 September 2002, the Act amends the Bills of Exchange Act for the purpose of establishing a Cheque Truncation System (CTS).  Specifically, the amendments allow for cheque presentment by electronic means and recognise the rights of a holder of an Image Return Document (IRD).  The amendments also allow MAS to make regulations relating to cheque truncation with the approval of the Minister.
On 17 September 2002, the MAS issued the Bills of Exchange (Cheque Truncation) Regulations 2002, which came into force on 20 September 2002.  The regulations define what comprises an IRD, which is a document that banks will issue instead of returning the original cheque when a cheque is dishonoured, and the electronic payment information of a cheque.
Bonds

Issuers may make multiple offers under a debenture issuance programme, provided the issuer register with MAS a base prospectus that is applicable for the entire programme.

Hedge Funds

MAS announced on 19 Sept 2002 that it will be issuing new guidelines for retail hedge funds by the end of this year.  The revised guidelines will enhance disclosure in hedge fund prospectuses and marketing materials and foster the development of the hedge fund industry in Singapore.  

(http://www.mas.gov.sg/display.cfm?CFID=7162533&CFTOKEN=77188046&id=DB379E8B-8CA8-43B9-A2136BDAF3463578)

Securities and Futures
Introduction of the Securities and Futures Act 2001 (SFA) and Financial Advisers Act 2001 (FAA)

The SFA and FAA were passed by Parliament in October 2001 following a public consultation in March 2001.  The SFA is being implemented in 3 phase: 

· 1st phase, which is related to the Takeover provisions and supervisory/enforcement powers of MAS officers, came into effect on 1 Jan 2002;

· 2nd phase, which covered mainly offers of investments, came into effect on 1 Jul 2001.  

· The remaining parts of the SFA, which principally relate to markets, clearing houses, licensing and business conduct of intermediaries, and market misconduct, will be introduced in the 3rd phase on 1 Oct 2002.  The FAA will come into force at the same time.  

The SFA sets out the regulatory framework for the capital markets in a single piece of legislation.  The impetus for the SFA is the introduction of structural policy reforms which would require a substantial rewriting of existing legislation.  The aims of these reforms can be broadly described as follows:

· To redraft and update legislation to keep abreast of the many developments that have taken place in the capital markets;  

· To create a flexible regulatory framework for intermediaries, and to reduce compliance cost; 

· To provide a comprehensive rulebook on capital markets activities;

· To facilitate the development of a disclosure-based regime; 

· To enhance the regulatory framework for clearing and settlement activities, and to provide an exception to laws of insolvency for clearing and settlement activities;

· To provide an enhanced market enforcement regime, which is crucial for a disclosure-based regime; and

· To streamline the appeal processes.

The FAA consolidates and streamlines the different regulatory regimes governing the provision of financial advisory services for investment products, including the sale of unit trusts and life insurance, into a single piece of legislation. It provides an integrated regulatory framework for financial advisory activities and ensures consistency in regulatory requirements across all institutions providing financial advice.   
(http://www.mas.gov.sg/display.cfm?id=5F524F64-D6AE-4FD0-8737E98BDCFE9CCE)

Insurance

MAS opened up completely the direct life and general insurance market to competition 2 years ago.  MAS is working with the industry to achieve international best practices and standards by 2005.  The following new initiatives have been proposed:

· Formally introduced and enforced later this year a corporate governance framework for the insurance industry, guidelines for internal governance for local boards of directors, and guidelines for the roles and responsibilities of Principal Officers of insurance companies;

· Develop risk profiles for each Singapore-based insurer;

· Introduce a risk-based capital framework for life and non-life insurance by end-2003; and

· Raise professional standards of the industry. 

Guidelines setting out the basic principles that shall govern the oversight of the asset management process of life insurance funds were issued in October 2001. These guidelines place the responsibility for the investments of an insurer on its Board of Directors.

(MAS Notice 317).  

Guidelines on the investment of Singapore insurance fund assets were also revised, lifting some restrictions on the insurer's use of synthetic Singapore dollar assets and derivatives 

(MAS Notice 104).  

With effect from 8 Jan 2002, insurers are allowed to appoint overseas custodians without seeking prior approval from the MAS.  

(MAS Notice 105)

All general insurers are also required to appoint an actuary approved by the MAS to conduct an annual investigation into their insurance policy liabilities

(MAS Notice 209 & 210)

When the Financial Advisers Act becomes effective on 1 Oct 2002, the Insurance Intermediaries Act 1999 will consequently be repealed and regulations relating to insurance intermediaries will be migrated to Section 20 of the Insurance (Amendment) Act 2001. 

The Insurance (Protection and Indemnity Clubs) Regulations 2002, Insurance (Lloyd's Scheme) Regulations 2002 and the Insurance (Lloyd's Asia Scheme) Regulations 2002 were also issued, which outline the regulatory frameworks for these insurers.


For information on the MAS Act, regulatory requirements of banking, insurance, securities, futures and fund management, please refer to the MAS website (http://www.mas.gov.sg)

For any queries, please contact the External Department of MAS.




Licensing and 

Qualification Requirements of Service Providers


Banking 

In line with MAS' 5-year programme to liberalise the domestic banking sector (announced on 17 May 1999), MAS awarded another two banks Qualifying Full Bank privileges in December 2001.  All 6 QFBs are also granted additional privileges in branching and establishing offsite ATMs.  Furthermore, from 1 July 2002, QFBs are able to provide Electronic Funds Transfer at Point of Sale servies, Central Provident Fund (CPF) Investment Scheme and Supplementary Retirement Scheme (SRS) accounts.

(http://www.mas.gov.sg/display.cfm?CFID=2526&CFTOKEN=6948812&id=5223857C-2342-43EB-8FB032981F86237B)

MAS has also upgraded 15 Offshore Banks to Wholesale Banks since Oct 2001.


Banking 

Institutions applying for banking licences are assessed on a combination of the following general criteria:

-   its international standing and reputation, management expertise and integrity and ownership structure;

-   Relative size and track record;

-   financial strength ( good credit  and support rating, compliance with BIS capital adequacy standard);

-   3-year business plan; and

-   adequate consolidated supervision by its home supervisory authority which must be satisfied with its financial soundness and approved the establishment in Singapore.

Institutions must meet the minimum capital requirements as follows:

Commercial banks 

-   for locally-incorporated banks, the minimum capital requirement is S$1.5 billion.  For banking subsidiaries whose Singapore parent banks have already met the S$1.5billion capital requirements, the minimum paid-up capital is S$100million.  In addition, locally-incorporated banks  and their banking subsidiaries need to maintain 12% capital adequacy ratio, comprising 8% Tier 1 and 4% Upper Tier 2 capital on a solo and consolidated basis; and

-   for foreign banks, the minimum capital requirement for a subsidiary is S$1.5 billion.  A branch  should hold net head office funds of not less than S$10million in Singapore in respect of its business here, of which not less than S$5 million are in the form of assets approved by MAS.

Merchant banks

-   locally incorporated subsidiary requires an issued, paid-up and called capital of not less than S$3million.  A branch is required to hold net head office funds of not less than S$3million in respect of its domestic banking unit. 

Finance Companies

-   Minimum capital requirement is S$50 million; and

-   Entry requirements are broadly similar to that for banks; viz reputation, track record and financial strength, management expertise and integrity, ownership structure, business plan etc.

Insurance

Admission Criteria for awarding direct insurance are:

-   the domestic and international ranking;

-   the present and past credit ratings;

-   track record and reputation, with regard to compliance with regulations and the strength of internal control systems; and

-   commitment to contribute to Singapore's development as a regional insurance hub and international financial centre.

Admission Criteria for new brokers are:

-   world ranking ( for general insurance brokers);

-   reputation, Financial standing and track record;

-   Business plans and projections; and

-   commitment and ability to contribute towards developing Singapore as an international insurance centre.

Admission Criteria for reinsurers are:

-   world ranking;

-   credit rating; and

-   track record.

Admission Criteria for captives includes:

-   parent company must be financially sound and reputable.




Foreign Entry


Banking 

Please see the cell above which includes foreign entry. 

Securities

Under the the SFA, foreign funds may now be offered directly to the public instead of only through feeder funds.

(http://www.mas.gov.sg/display.cfm?id=B80562FE-4002-46D9-B733AF9F7D47D42A)


Banking

Please see cell above which covers both local and foreign applicants for entry into the industry.

Insurance

No special requirements for foreign entry. Full national treatment.

Securities

Since, July 2000, the Singapore Exchange has admitted new members that were able to meet its membership requirements and had the reputation and financial strength to contribute to developing Singapore markets.  


Banking

MAS will progressively award Wholesale Bank privileges to the remaining Offshore Banks, as well as to reputable new foreign bank entrants into the Singapore market.  MAS will also consider further steps to liberalise the retail banking sector, including extending QFBs privileges to more foreign banks, in a phased manner.  



Discriminatory Treatment/

MFN






