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Foreword

Firstly,the team at Aurexiawould like to take this opportunity to wish you a HappyChineseNew
Yearof the Ox May you find greathappinessandprosperity

2021 hasbegunwith a number of forward-looking regulatoryupdatesasthe COVIBL9 pandemic
continuesto slowdown the financialindustry Businesseadersseea complexand rapidly changing
regulatoryenvironmentasa keyrisk factor to their organization At the sametime, they understand
the role of responsiblgguidelinego addresscomplexproblemsof our day.

Startingwith the transition from SIBORind SORo SORAnN Singaporewhere SIBORind SORhave
both servedaskeyinterestrate benchmarksn SGDOfor decadesThisshift to SORAs an opportunity
for Singaporefinancialmarketsto enhancethe overall functionality and efficiencyof SGDinterest
rate markets

Moving on to a focus on Environmental,Socialand Corporate governance(ESG)the Monetary
Authority of Singapore (MAS) published last December, guidelines on Environmental Risk
Management(ERM)for assetmanagerdo follow ESGrends amongfinancialregulatoraroundthe
world.

Finally,with the increasingheadlinesof cryptocurrencyaroundthe world, AML/CFTregulationsfor
virtual assetshave beentightened through the FinancialAction TaskForce(FATFat a globalscale
Singaporehasreleasedin January2021 new guidelinesfor virtual assetsserviceprovidersto align
with FATHramework Hong Kongis also consideringto implement new principlesto follow the
currenttrend.

It is our greatpleasureto presentthis latest publicationof | dzNB EslaPa@ificRegulatoryWatch
newsletter If you have any comments, suggestionsor would like further details on any of the
featuresincludedin this Y 2 y (ieHitid&, pleasedo not hesitateto contactus.

\iv
Dominique HERROU Sithi SIRIMANOTHAM
CEQ; Senior Partner Partner APAC

www.aurexia.com @ . 2
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In Singapore SIBORand SORhave served as the
key interest rate benchmarksin SingaporeDollar
(SGDJinancialmarketsfor decadesgachmeeting
the needsof different user groups However,due
to the rising global efforts on interest rate
benchmarkreform, AssociationBankof Singapore
(ABS)nd the Singapore~oreignExchangeévarket
Committee (SFEMChave initiated the reform and
they have assessedhat it will be beneficialin the
long run for SGDfinancial markets to shift to a
SORAcentred SGDinterest rate market This will
avoid market segmentation facilitate transparency
within comparisonof loan pricing, and promote

the development of an efficient SGD financial

Aurexia

Institute

H
Transitioning from SIBOR & SOR to SORA

markets Changesunderway in the SGDinterest

rate benchmarklandscapewill therefore impactall

financialmarket participantsin Singapore- in your

capacitiesas lenders, borrowers, investors, and

savers Interest rate benchmarks reflect the cost of

borrowing in underlying markets and are widely

usedby:

1) Banks, to price loans to individuals and
businesses

2) Financial market participants, in pricing
financial products suchas bonds, floating rate
notesandinterestrate swaps

3) Corporates,as a discount rate for financial

reportingof its assets

Comparison of interest rate benchmarks in Singapore

@ Tobediscontinued
SOR

@ NewlRBenchmark (SwapOffer Rate)

Phased out and

. Yes (SOR will not be sustainable
transition to

when USD LIBOR ceases)

(Singapore Interbank Offered Rate)(SingaporeOvernightRateAverage

Yes (as seamless transition into
abSg

SIBOR SORA

L2ff SR

oéyc‘

SORA? possible)
T'me!'T‘e 0 Expected to cease after end of SIBOR to be discontinued in three
transition to 2021 to four years (~2024)
SORA y
Effective rate of borrowing SGD | Rate at which a panel bank could .
i . . . Volumeweighted average rate of
Definition synthetically, by borrowing USD | borrow SGD in the unsecured .
: . transactions reported by brokers
and swapping for SGD interbank market
Usage (Non Commercial loans, wholesale Loan products, banking produc.ts N
. - for smaller corporates and retail Loan products, derivatives..
exhaustive) ft21yaX

Odza G 2 YS N& X

Administrator

Association bank of Singapore
(ABS)

Association bank of Singapore (AB

S)

MAS (Monetary association of
Singapore)

Tenor
(m = months)

Overnight, 1m, 3m, 6m

1m, 3m, 6m, 12m

Purely transaction based

Toensurea smoothtransitionto SORAthe MAShasset up an industry-led SteeringCommitteefor SOR
Transitionto SORA(SCSTS) The SCSTS comprisingsenior representativesfrom key banks, relevant
industry associationsand MAS, provides strategic direction on industry proposalsto develop new

productsand marketsbasedon SORAwvhile supportingthis transitionprocess

. .
Www.aurexia.com @ 3] 4
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Transition1l: SORo SORA

The Associationof Banksin Singapore(ABS)and
the Steering Committee for SOR Transition to
SORA(SCSTSannouncedthe cessationtimeline
of new SORproductsfrom end-April 2021 Thisis
a significant step in { A y 3| Lti2nbifSm
overnight These WA y (i
YAt Sa (il®igré EDacember 2021 further

reference rates
emphasizethat buy-side corporates and asset
managers,as well as sellside banks,needto act
now. This change is broadly in line with
announcementsin other jurisdictions on their

transitionto overnightreferencerates

e

Transition2: SIBORo SORA @

The Association of Banks in Singapore (ABS),
SingaporeForeign ExchangeMarket Committee
(SFEMC)nd the Steering Committee for SOR
Transitionto SORA(SCSTS)proposed a phased
transition of SIBORo SORAThepriority is to first

Saxis oh the more urgent SOR0-SORAransition

and development of new SORAmarket, Given
significantoverlap in the areasof work for the

SIBORo-SORAtransition and the on-going SOR
to-SORAtransition, MAS has also expandedthe

terms of reference of the SCSTSto include the

SIBORo-SORAransition.

Combined timeline of SOR & SIBOR phased transition to SORA

TRANSITION- SOR

SORTransitiontimeline

TRANSITIORIC SIBOR

DSIBsto offer SORA

products(Q1 2021
TRANSITION- SOR
All banks to offer
SORAproducts Cease
all new issuance of
SOR based cash
products(Q2 2021

after

2022

TRANSITION- SOR
Banks to reduce
outstanding

derivative contracts TRANSITION- SOR

by 10%of May 2020 Banks to reduce
reported  position outstanding derivative
(Q42020 contracts by 80% of
May 2020 reported

. position (Q3 2021

TRANSITIOR- SIBOR
Discontinuation of the
12M SIBORQ4 2020

TRANSITIORI- SIBOR
Announcetimeline to ceaseusage
of SIBORin new contracts (Q2
202

. .
Www.aurexia.com @ 3]

Discontinuation of the
6M SIBOR(3 months

discontinuation)

@ SIBORTransitiontimeline

6M SOR
(@
|——————————————— SORA
| *Transition of Iegacy 1-month and 3- month Adoption
SIBORontractswill take placeonly after the key | Completed

SORo0-SORAinitiatives have been substantially
| completed

2022

2023 2024

4
2

[
TRANSITIORIC SIBOR*
Explore transition
approaches of 1M/3M
SIBOR contracts (Q2
2022

TRANSITIOR- SIBOR
Discontinuation of the
1M/3M SIBOR
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Transitioninglegacycontractsfrom SOR& SIBORo SORAS a complexexercisewhere the execution

needsto be well-sequencedand tightly coordinated Monetary associationof Singapore(MAS)has

provideda brief summaryof three key pillarsthat canhelp to supporta smoothtransition. Theythree

key pillars are: Preparingearly at the individualfirm-level, Coordinatingwell at the industry-level and

Communicatinglearlyandeffectivelyat the customerlevel

<0

J

o-n
Individual firm level

At the individual firm-level,
both banks and corporates
must be ready as MAS will be
stepping up
engagementto ensure banks

supervisory
are well prepared for the
transition. This preparation
includestaskssuchas

A Identifyingriskexposures
A Puttingin placeappropriate

contractualfallbacks

A Ensuringystemseadiness
A Understandingthe features

of new SORAoroducts

iii

Industry level

At the industry-level, the focus
must be on achievinga smooth
andwell coordinatedtransition.
The key challenge,is how to
encouragemarket participants
to shift from a SORbvased
market which is still deep and
to the nascent but
SORA Dbased

liquid,
developing
market. a ! {v@w s that early
readiness is an essential
ingredient in achieving a

smoothtransition

Customer level

At the customerlevel, there is
a need to build a bridge of
effective

clear and

communication between
banks and end-customers
MAS expectsbanksto engage
customersin a clear,timely and
This

transparent manner

includes raising customer
awarenessand providing clear
explanations on the shift to
SORAIn the SGDinterest rate

market.
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SIBORand SORhave servedascornerstonesin { A y 3 | fidankid rixdiketsfor decades Singaporeis
now at the juncture of havingto replacethem. It is thus, of vital importancethat regulator (MAS)and
stakeholdersvork togetherto ensurea smoothand successfutransition giventhe expectedbenefits of
achieving greater market efficiency in a single interest rate benchmarkregime This shift is an
opportunity for Singaporefinancialmarketsto enhancethe overall functionality and efficiencyof SGD
interestrate markets a ! {efibrts aloneare not enoughto achievea successfutransition from SORo
SORATNhe financialindustry and its stakeholdershave a critical role to play, giventhat they are the

ultimate end-users

Wb e = isIe YNV NN kS yV¢=5le]lli  How do stakeholders ensure a smodttansition?

FOR FINANCIAL INSTITUITIONS

For banks,comparedto managingboth SIBOR

CUCESIOLONIENIERISIOLVE W MITIIRERNN  Banksmust haverobust trackingof exposureso

WESSIISISUSEEHEESCICE WO REWINEREERE SO Rinked derivatives and loan remediation

RIS CINEL SREURRCICUR I status, as well as exposuremitigation plans to
greater pricing efficiencies As financial meetend-April 2021timelines

institutions get ready for SORAadoption, this

has synergieswith their transition efforts to

trade andrisk-managepositionsdenominatedin

QU SETVaRIIEYVESRIGIGIRCICISINIEIAN 7o meet the end April 2021 timeline for no new
shiftingto risk-free interestrate benchmarks SORIoans, banks and corporates will need to
work throughoperational treasuryand system
FOR BORROWERS

enhancementsto support new products on
: ; SORA

compounded SORAwill provide more stable

rates, compared to singleday SORreadings,

whichis exposedo idiosyncratiomarketfactors,

For borrowers, the averaging effect from

" For end-customers,to work with banks on a
such as quarter- or yearend volatility. By

_ . ik ) suitable pathway to reduce SOR exposures
concentrating activities in a single SORA

: Participate actively in various outreach events
centered interest rate benchmark, market

» : organizedby SCSTSand avail yourselveso the
efficiencywill be enhanced

publicresourceson transitingto SORA

i .
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Accordingto Ravi Menon, Managing Director at
Monetary Authority of Singaporeg a ! i§working
on a comprehensiveJongterm strategyto make
sustainable finance a defining feature of
Singapore'srole as an international financial
center, just as wealth managementand FinTech
have becomes In this context, the Singaporean
regulator disclosedthe finalized Guidelines on
EnvironmentalRiskManagement(ERM)for asset
managers,on 8 December 2020 In publishing
these  Environmental Risk Management
Guidelines,the MAS follows the trends among

financialregulatoraroundthe world.

the Environmental Risk
the

The objectives of
Management Guidelines published by
Singaporeanregulator are to improve financial
institutions capability to adapt to environmental
risk andreinforcethe role of the financialindustry
in supporting change to an ecologically

sustainableeconomy,

. .
WWw.aurexia.com @ n
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The gquidelines for asset managers on
Environmental Risk Management applies to
holders of a capital markets serviceslicense for
Fund Management a [ Ca Ané real estate
investment trust, & w9 Latick rEgistered fund
management companies,d w C a in geEpect of
investmentsof the funds/mandatesthat they are
managing where they have discretionary
authority. Environmental Risk Management
Guidelinesdo not applyto assetmanagerghat do
not have discretionary authority over the
investments of the funds/mandates Monetary
Authority of Singapore mentioned that the
environmental risk management guidelines are
not limited to only funds/mandatesthat have an
environmental focus and are also applicable to

funds/mandateswith passivestrategies

Assetmanagershave eighteen months to assess

and implement the Environmental Risk

Managemeniractices
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MAS declared a transition period of 18 months
from 8 December2020 for asset managersto
assess and implement the ESG guidelines
However, asset managersshould not delay the
Risk
Management(ERM)practicesasthe MASexpects

implementation  of Environmental
them to implement it as soon as possible The
timeline diagram (Timeline of key ERM events
leadingto implementation),highlightsthe notable
events and key deadlinesthat asset managers
must meet to align with the expectationsof the
regulator In order to implement the new
guidelines, it is crucial for asset management
companiesto understandthe environmentalrisk

which composes of both physical risk and

transitionrisk

Aurexia
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Timeline of ERM events leading to implementation

&

25 Jun 2020

MAS issued Consultations Papers on
Proposed Guidelines on Environmental
Risk Management (ERM) for asset

managers

MAS published the finalized

Environmental Risk Management
Guidelinesto be implemented by asset

managersin 18 months

Q2 2021

MASexpectsthe relevantassetmanagers
to start the implementation process of
Guidelinesas quickly as possibleand will
relevant asset

start engaging main

manageron their progressfrom Q2 2021

Deadline for asset management
companies to implement Environmental

RiskManagementpractices

9 Jun 2022
Firstdisclosuredo be madein websites

of assetmanagementompanies

Next annual report/sustainable report

Disclosuresto be done in the next
annual report / sustainability report
after 8" of June2022
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The Environmental, Social, and Governance include pollution, climate change and loss of

Guidelinesissued by the MAS are focused on
environmentalrisk Theenvironmentalrisk results
from the potential negativeimpact of changesin
the environment on economic activities and

human welfare. Environmentalissuesof concern

¢S Physical risk

ooooo

The physicalrisk is related to climate change
More intense or frequent extreme weather
events such as hurricanes, droughts or

flooding but also longterm climate change

biodiversity For asset management (AM)

companies it is important to take into

consideration environmental risk as it may
financially impact funds and mandates through

physicalandtransitionriskchannels
,"\\ .. .
\‘(i. Transition risk
SNa [ 3

The transactionrisks arise from the transition
into anenvironmentallysuitableeconomy
in new

A Technology risks investment

technologies required, costs of process

may adverselyaffect the valueof O 2 Y LJI Y A S & dDangeto adaptto newtechnologies

assetsand therefore the profitability of the
companies

For example, a flood may physically impact
assets of company factories by damaging
pipes,
equipments etcX Investmentsin companieshat

buildings, storage of materials,
consumea lot of water suchastextile industrythat
facedroughts X canbe impaired Thisclimate
related risk really needsto be consideredas
climate changeis expectedto grow over the

comingyearsanddecades

. .
WWw.aurexia.com @ n

A Market risks changes in supply and

demand for certain commodities and
products, sustainabilityof certain business
models

A Policy and legal risks compliance costs
limitation of investmentsin assetswith a
highcarboncontent

A Reputationalrisks reputation damagedue
to investmentsmadein companieshavinga

negativeimpacton the environmentsuchas

fossilfuel producersor polluters
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In order to enhancethe ability of assetmanagers guidelinesin five pillars Governanceand strategy,

to adapt to physical risk and transition risk,

Monetary association of

,BE@ Governance and strategy

A Board of Directorsand senior managementto
play keyrolesin identifying environmentalrisks
and opportunitiesand assessinghe impact on
strategies businesgplansandproducts

A Clear responsibilities of Board and senior
management

A Implement a risk managementframework to
define, addressand control the risksassociated
with managedO f A Ssgdisa Q

A The assetmanagerto set a clear allocation of
responsibilities  for management  of

environmental risk accordinglyto the three

linesof defencemodel

Z.:.E.:.E Research and portfolio construction

A Asset managers to integrate relevant
environmental risk considerations in their
researchand portfolio constructionprocessesf
they haveassessethemto be material

A Asset managers to apply risk criteria to
determine sectors with higher environmental
risk

A Asset managers to be aware of internal
aggregate limits that their clients have
established for specific sectors or types of

activities,suchasfossilfuel sector

. -
www.aurexia.com @ 1]

Singapore issued

Researchand portfolio construction,Portfolio and

risk managementStewardshiandDisclosure

@% Portfolio and risk management

A Ongoing monitoring of potential and actual
impact of environmentalrisk on portfolio and
individualinvestments

A Scenarioanalysiscapabilitiesto be developed
to assessesilienceof portfolio to losses

A Provide equipment to staffs to evaluate,
manage and monitor environmentalrisk in a

rigorous,timely andefficientmanner

@ Stewardship

A Positive influence on investee companies
behaviour via engagement,proxy voting and
sectorcollaboration

A Subjectsto commit with investee companies
include raising of environment problems to
increasetheir awarenes®f environmentalrisks

andopportunities

Disclosure

A Clear and meaningful disclosure of the
approachto handleenvironmentalrisk

A Disclosure in accordance with international
reporting frameworks, like recommendations
by the TCFD,Task Force on Climaterelated
FinanciaDisclosures

A Regulareviewof disclosure

11
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As the impact of the COVIBL9 pandemic
continues, money laundering risks are likely to

grow over the comingmonths Vulnerabilitiessuch
asO dza U 2 ch&dginancialbehaviorshasled
to arise in remote transactionsthat hasimpacted
financial A Yy & (i A (ahility Xo2dgtécanomalies
However, there are other increasingnoticeable
vulnerabilitiesthat are alsolinked to an increased
financial volatility and this includes the use of

virtual assets

What virtual assetsmean?

They refer to any digital representation of value
that canbe digitallytraded, transferredor usedfor

payment and have brought on benefits such as
makingpaymentseasier,faster,andcheaper

Why virtual assetsare vulnerable?

Part of the risksrelated to virtual assetslinks to

the limited understanding of the underlying
technology - distributed ledgertechnology(DLT)

and there are still lots of anonymity surrounding
the sourcesand usesof virtual funds The use of

this peerto-peer or network authentication for

virtual asset transactions meant that it could
bypassinstitutional intermediaries,who serve as
key gatekeepersn globalKYC/AMltegulation The

ability to transactacrossborders rapidly not only

. -
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allowscriminalsto acquire,move,and store assets
digitally often outside the regulated financial
system, but also to obfuscate the origin or
destination of the funds and make it harder for
reporting entities to identify suspiciousactivityin a
Thus,

timely manner the onboarding of

counterparties to virtual asset transactions is

difficult to integrate into financial A y' a G A G dzi

existing KYC/AML processes around customer
identification and monitoring As of today, there
are no geographiclimitations for transactingin
virtual assetsexist either, making it difficult to
pinpoint which jurisdiction or regulatory regime
appliesto a particulartransaction

Howto preventvirtual assetsvulnerabilities?
The Financial Action Task Force (FATF)who is
recognizedas the global anti-money laundering
(AML) and counterterrorist financing (CFT)
standardthus issueda new report in September
2020 on how to detect suspicioustransactions
related to VAs With this new report, the FATF
hopes to guide financial institutions and non-
financial serviceswhich have to deal with VAs

assetsto analyze suspicioustransaction reports

andmonitor compliancewith AML& CFTcontrols
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