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Financial institutions adapt to
tax transparency
Tax transparency initiatives such as the CRS, AEOI and FATCA, and the upcoming mandatory disclosure rules, are having
a profound impact on the operations and IT infrastructure of financial institutions (Fis) worldwide. Ronald Frey, chief
product officer of the _RegTech product unit within BearingPoint, discusses how these are creating trends towards data
alignment and centralisation, and are changing the role of Fis and wealth managers in cross-border tax reporting.
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he history of global tax transparency schemes is indeed long,
but tax transparency has finally become a global reality.
With the introduction of the common reporting standard
(CRS), tax transparency is now impacting Fis in a much broader
and global scope than it has in the past under the US qualified
intermediary (QI) reporting rules introduced in 2002, and the
Foreign Account Tax Compliance Act (FATCA) that entered into
effect in 2014 (see Diagram 1).
From the financial institutions' perspective, the QI rules only
apply to clients investing in US securities, while FATCA only
affects Fis dealing with US clients. The CRS, however, is much
wider. Added to this is the voluntary disclosures and tax amnesty
schemes offered by numerous countries and the increasing
amount of previously untaxed offshore wealth being declared
and taxed.
With all this data exchange, Fis are having to adapt quickly to meet
the demands of their clients and the authorities.
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In the domain of tax reporting under QI, FATCA and CRS, there
is a growing trend towards centralisation of data management and
the localisation of reporting to the tax authorities.
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Operating models

The ultimate question is whether As will
keep their reponing in-house or outsource
it to a specialised service provider.
Globally operating Fis have started to implement so-called data
hubs. Fis that have already consolidated their operating IT plat
forms will be in a better position to establish such hubs. Most larg
er global Fis have built their proprietary IT platforms and can now
start to centralise the static and transactional data of their clients.
In line with this data centralisation, there is a trend ofFis align
ing their operations. Previously, most Fis processed QI, FATCA
and CRS data and subsequent reports in different organisational
units, but they are realising the cost savings of harmonising these
different processes within a single reporting unit. In fact, Fis that
have already centralised their tax relevant data and implemented a
single reporting engine, are now able to process all reporting with
in a single team.

Diagram 1: Jurisdictions with restrictions on access to bank information for EOI purposes
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Source: OECD -Tax Transparency 2018- Report on progress
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