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We recently had the pleasure of welcoming Jeremy Anderson, KPMG’s 
Global Head of Financial Services, to our Kirchberg office. During his visit 
we took the opportunity to meet with some of the Luxembourg banking 
industry’s decision-makers, and also to reflect on the current state of the 
banking industry here and worldwide. Jeremy, the rest of our KPMG team, 
and the bankers we met with all shared similar views of where we have 
come from as an industry and which challenges are approaching.

Indeed, in 2010 we knew that regulation was the big landscape-changing 
event to prepare for. While regulatory pressure will certainly remain on 
the agenda in 2016, with plenty of legislation to get and remain in gear for, 
the industry has matured in this area and knows better how to address 
regulatory challenges efficiently.

Looking down the road, what has now become clear is that the battle for 
customers is of utmost importance. Acquiring new customers means 
reinventing both service offerings and the means of interaction with clients. 
Thus, alongside continuing regulatory compliance challenges, the second 
topic on the strategic agenda should be digital agility and innovation. 
Luxembourg has already shown that it is energised when it comes to 
innovation, and KPMG is interested in connecting the dots to make your 
digital transformation a reality.

This edition of our Banking Briefing features the following sections:
• Blockchain: threat or opportunity for the financial industry?
•  UCITS 5: enhancing your client offerings via new depositary duties  

and related services
•  IFRS 9: the importance of rebuilding trust through your financial 

performance and disclosure
•  WHT reclaim for private customers: a tailored solution to help you 

process withholding tax reclaims for individuals
•  PSD2: why it’s a good idea to keep an eye on this upcoming regulation

We hope you will enjoy our third edition of the Banking Briefing, and we 
look forward to celebrating summer with you during our KPMG Plage event 
in June!

Introduction
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Blockchain: threat or 
opportunity for the 
financial industry?
First things first… what is a blockchain? 

A blockchain, or distributed ledger, is a huge, 
decentralised ledger for digital currencies (Bitcoin  
being the most famous but not the only one) that 
records and stores every digital interaction between 
different parties.

A blockchain can only be updated after validation  
from a majority of the participants in the network and, 
once registered, the information can never be erased  
or modified. 

What are the threats to the financial industry?

Is the traditional financial industry able to move  
fast enough to get on the train?

Is this technology and approach compatible with 
banks’ needs and constraints in terms of regulation, 
guarantee of security, and reliability?

Are blockchains just another digital trend which  
will vanish in a few months/years?

As with every disruptive technology, blockchain raises 
some questions in terms of access and internal digital 
capabilities, but also regarding regulations and security.
One risk would be investing in in-house technology  
only to find out later that banks can embed a small 
structure that is more specialised, more reactive,  
and much more mature on the topic. This would result 
in another risk, which would be for banks to outsource 
the project and thereby to become spectators of  
their own transformation, missing the opportunity  
and the chance to build their knowledge.

This technology is still in an early stage in the context  
of banks and the wider financial sector. Nevertheless,  
in our opinion it would be a mistake to ignore the  
huge possibilities offered by this technology for the 
financial industry.

What are the opportunities for the financial 
industry?

It is important for the financial industry to focus on  
the technology itself and not on the digital currencies, 
as they are only one of many applications possible  
with the system.



A wants to send  
money to B. 

Those in the network 
approve the transaction  

as valid. 

The transaction is  
represented online  

as a "block".

The block then can be added 
to the chain, which provides 
an indelible and transparent 

record of transactions.

The block is broadcast to 
every party in the network.

The money moves  
from A to B.

How a blockchain works

Source: The Financial Times - Technology: Banks seek the key to blockchain
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The following are a few benefits related to blockchain 
technology:

   Speed – Operations performed via blockchain are 
executed much faster than those performed by 
traditional methods.

   Fewer intermediaries – With a dramatic reduction  
in intermediaries, everything is faster and cheaper.

   Security – As operations are distributed across  
a network of thousands of computers, hacking  
is almost impossible.

   Transparency – Every single operation is traceable 
and visible to all participants.

   Reliability / continuity of the service – As the 
technology is based not on a single system but on  
a network, the service continues to function normally 
even if one system is down.

These aspects certainly appear to make blockchain a 
great opportunity for banks and financial institutions  
to operate using technology that is much faster and 
less costly than what they currently have, i.e. systems 
built years or even decades ago which are not fit for  
a fast-paced digital era or a digitally-inclined clientele 
and market.

There is already a wide range of possible applications of 
blockchain technology in the banking industry. To name 
just a few from a long list: automation of processes, 
validation and registration of any kind of asset or 
document, anti-money laundering, data storage and 
sharing, trade surveillance, regulatory reporting, and 
many more.

Blockchain has the potential to make processes much 
more efficient, facilitate regulatory control, and reduce 
intermediaries. It represents a great opportunity for the 
financial industry.

Where do we stand today?

The Distributed Ledger Group (commonly “DLG”) is 
an initiative that coordinates efforts in the research and 
development of more than 40 banks around the world. 
It has shown that the market is moving incredibly 
rapidly on the topic of blockchain.

Eleven top investment banks have developed a proof of 
concept regarding blockchain technology, doing mock 
trades with each other. R3 CEO David Rutter calls it 
“a major step forward for the application of distributed 
ledger technology across the entire industry.”1 
The 11 banks involved in the POC were Barclays, BMO 
Financial Group, Credit Suisse, Commonwealth Bank  
of Australia, HSBC, Natixis, Royal Bank of Scotland,  
TD Bank, UBS, UniCredit, and Wells Fargo.

Other big players have also advanced on the topic.  
For example, NASDAQ, the second largest stock 
exchange in the US, is currently trialling blockchain 
technology.

The distributed ledger could be a threat or an 
opportunity for the financial sector, depending  
on how banks adapt their current strategy to this 
disruptive model.

How can KPMG help?

We can help clients who are interested in blockchain 
technologies assess their environment and capabilities 
by evaluating their maturity in this area. We can help 
elucidate what opportunities there may be specific to 
their business.

KPMG can also, via the KPMG Hub for 
Entrepreneurship (“the Khube"), connect you to FinTech 
companies and start-ups that fit your specific needs  
and that can help you leverage your business with  
a collaborative approach. Whether you choose to 
develop an in-house solution or invest in a specialist, 
KPMG can help you navigate this journey in an efficient 
and secured way.

Blockchain offers a huge range of business possibilities. 
However, it is important to be conscious of your own 
limits and to make sure you are supported by the right 
technical and business partners. Once you are then you 
will be ready for the jump.

Vincent Koller
E: vincent.koller@kpmg.lu

Alexandre Rochegude
E: alexandre.rochegude@kpmg.lu

1 quoted on uk.businessinsider.com
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UCITS 5
A few months ago, after talking to banking 
representatives about UCITS 5 and its potential 
challenges for the depositary business, most 
businesspeople were probably thinking that 
implementing new UCITS requirements would be  
a small piece of work after having gone through  
the AIFMD.

However, we would like to emphasise our 
recommendation not to take the implementation 
process lightly.

First of all, the rules defined in terms of depositary 
duties differ from those applicable to AIFs: the liability 
regime is stricter, with no possibility to discharge 
liability at all. The depositary will be responsible for 
collecting a legal opinion confirming the equivalence  
of an insolvency regime when the safekeeping of 
assets is delegated outside the EU.

Cash-flow-monitoring tools developed in the context  
of AIF volumes may not be suitable or sustainable in 
the context of UCITS. Have you tested the resilience  
of your methodology and systems?

In addition to those concrete operating challenges, 
UCITS 5 introduces new corporate governance rules 
to guarantee that the management company and 
its depositary bank not only appear independent but 
effectively are. For example, independent directors 
are to be appointed, no dual responsibility is to be 
endorsed by individuals sitting on either side, detailed 
mitigating actions must be taken when conflicts of 
interest are identified, and other changes.

The last point we would like to stress relates to  
the process to be implemented when appointing  
a depositary bank. Key selection criteria such as  
pricing, skills and experience fulfilling UCITS 
requirements, and quality of service should be  
defined by the management company. Once selected, 
the depositary will have to report on those criteria, 
making them the Key Performance Indicators to be 
measured by the management company.

This selection process may vary from a documented 
and supported decision for one company, to a full scope 
due diligence review supported by a standardised 
Request for Proposals process for another. So far,  
we have been watching to see which best practices 
will emerge, and when they do we will be pleased  
to share these pragmatic solutions with you.

UCITS 5: roles and responsibilities

Management 
company

Sub- 
custodian

Depositary 
bank AdministratorBrokers

Information

Supervision

Reconciliation

Due diligence

Anne-Sophie Minaldo
E: anne-sophie.minaldo@kpmg.lu
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IFRS 9 – an 
underestimated 
wave of change
It is now less than two years before the initial 
application date for IFRS 9, a standard on financial 
instruments issued by the IASB in July 2014.  
Even though the EU endorsement is not expected 
before the second half of this year, all signs point 
to 2018 as the year of initial application for statutory 
accounts. In its Circular 15/621, the CSSF also mentions 
that the new standard is expected to come into force 
for all financial institutions for periods beginning on 
or after January 1, 2018, even though not all credit 
institutions are fully aware what stems from the  
new requirements. Regardless, all credit institutions  
in Luxembourg will need to be compliant for  
their FINREP reporting from 2018 onwards.

What awaits us on the horizon?

The new standard on financial instruments may be  
a real game changer for some credit institutions as it 
could potentially spur significant movements within 
the balance sheets and profits/losses of a bank. It may 
change fundamental principles: from rule-based to 
business-model-driven requirements, and from incurred 
to expected loss models (considering the lifetime of the 
exposures).

The three pillars of IFRS9—i.e. classification and 
measurement, impairment of financial assets,  
and hedge accounting—impact virtually every key 
aspect of a bank and might prove overwhelming if  
not managed.

Projected IFRS 9 impact accross key elements  
of bank's operations

Classification  
and measurement

Impairment  
of financial assets

Hedge  
accounting

Reporting

Business

Systems/ 
processes

People  
and change

Level of impact  
that IFRS 9 will have:

 = high 
 = medium
 = low
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Preparing for the incoming wave

It is not only finance and accounting, but also risk 
management, MIS, product control, back office 
operations, and IT that will be put under significant 
strain by the new requirements.

Due to the far-reaching implications across all banking 
functions, we recommend that banks create a single, 
comprehensive IFRS 9 plan that assures that sufficient 
resources and focus are given to the relevant teams 
within the organisation.

Road to change
Depending on the complexity of the mix of products, 
and the operations involved, the preparation and 
implementation phases for an IFRS 9 plan might well 
exceed 12 or even 18 months. The largest institutions 
globally and within the EU have mainly completed their 
gap analysis and impact assessment and are currently 
in the implementation phase of their IFRS 9 projects. 
Lack of sufficient implementation efforts might result in 
unfavourable results in the area of loan loss provisions 
or interest income (for example) and might significantly 
decrease a bank’s bottom line.

Even though the new regulation seems distant,  
the preparation for IFRS 9 should be on the agendas  
of all credit institutions.

Services offered
KPMG can leverage on its structured and 
comprehensive approach, global experience, and 
proprietary IT solutions to assist you in the myriad of 
challenges brought by IFRS 9. KPMG offers services 
from gap analysis all the way to full implementation.

Florence Rouault
E: florence.rouault@kpmg.lu

Sven Muehlenbrock
E: sven.muehlenbrock@kpmg.lu

Miroslaw Piskorz
E: miroslaw.piskorz@kpmg.lu
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Withholding tax (WHT) 
for private banking 
customers
If you are an avid reader of the economics section of 
your newspaper, you must feel like you cannot escape 
the word “transparency” lately. Several initiatives at the 
European and international levels have made headlines, 
and will have a steadily increasing impact on the scope 
of banking and finance.

Luxembourg has become compliant with the Foreign 
Account Tax Compliance Act (FATCA) and the 
implementation of EU directives on the Automatic 
Exchange of Information, which create new challenges 
but also new opportunities that are rising from the 
ashes of the past.

Thanks to these new directives and guidelines,  
financial institutions in the OECD area now have a  
fully tax-transparent customer base. This new context  
in the Luxembourg banking industry is responsible  
for the emergence of new business models coupled 
with a scope of new services, notable among which  
are “WHT reclaims”, which generate revenue not only  
for clients but also for the banks in charge of the 
reclaim process. Since different countries have set 
their own domestic withholding tax rates, these rates 
can vary from one country to another. Accordingly, 
clients that invest in stock or bond markets are subject 
to different withholding taxes, and might be unfairly 
exposed to double taxation by the source country 
and the investor country.

Fortunately, bilateral agreements between countries 
preventing double taxation have been signed. 
These double taxation treaties allow private banking 
customers, be they individuals, corporates, or 
institutional clients that would like to optimise their 
income generation value, recover at least part of the 
withheld taxes. This in turn improves the performance 
of their portfolios, and creates an important competitive 
advantage—even though the reclaim procedures can  
be very complicated.

These new developments in tax matters raise important 
challenges and adaption requirements for financial 
institutions that want to keep up with their competitors.

Challenges and problems

Executing the reclaim process requires  
a high degree of specialised knowledge

Execution of the reclaim process is very costly

Reclaim rules and legislation  
are changed and updated regularly

Regular monitoring requires  
high personnel costs (time limitation)

Data procurement can be burdensome
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Successfully recovering a part of your withheld taxes 
now means adapting to these new challenges and 
problems. You will have to master a few key skills like 
collecting data efficiently and completely, performing 
analyses and assessments, completing the claim 
application, monitoring and allocating payment, and 
staying up-to-date on all the claim procedures.

It is noteworthy to mention that without any WHT 
reclaim individual and corporate clients will almost 
certainly face double taxation.

Therefore, private banks need to have solutions to  
the upcoming issues and tailor their tax reclaim 
services to their customers and their own needs, 
even though it is a cumbersome and time-consuming 

process. One plausible solution, in cases of insufficient 
know-how regarding WHT reclaim procedures, would 
be a complete outsourcing of the process and the 
associated risks.

As treating claims manually is no longer really feasible, 
KPMG has entered into a strategic and exclusive 
partnership with Halvotec Information Services GmbH. 
Halvotec has created a unique and automated IT 
software called RaQuest, which allows a fast and 
simple WHT reclaim process for private persons.  
The software has successfully produced thousands  
of withholding tax reclaims over the last eight years. 
Feel free to connect with your regular KPMG contact 
person for further information.

Private client

Other  
stakeholders

Halvotec

Local tax 
practices

Local tax 
authorities

Notary

Local paying  
agent

Sub-custodian  
bank

Passport and  
legalisation office
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Gerard Laures
E: gerard.laures@kpmg.lu

Frank Stoltz
E: frank.stoltz@kpmg.lu

Client
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Payment Services 
Directive 2  
(in a nutshell)
Why a new directive now?

   The payment market in Europe is growing and 
changing, with technology and innovation bringing 
new actors into the scene. Hence, the way users 
experience the act of payment is changing and  
this calls for new legal guidance.

   Digital and mobile media offer new perspectives  
on how the payment process lifecycle is accelerating, 
giving authorities an accurate view in which to create 
new legislation.

   There is a need for further clarification of the specific 
cases and exemptions that existed under the first 
PSD, and this directive introduces a common payment 
regulatory framework which does so.

What will the post-PSD2 world look like?

   There will be new competitive edges to be had  
in a realm of more transparency, more efficiency, 
higher security, and lower execution costs.  
Payment Service Users (PSUs) are likely to benefit 
from these changes.

What does PSD2 actually do?

   PSD2 creates a new set of regulated service 
providers, clarifying the roles of the intermediaries 
acting in the payment value chain.

When does it come into force?

13 January 2018

And its main impacts?

   KPMG believes that PSD2 will have numerous 
impacts on regulatory compliance, IT, operational 
organisation and marketing. 

   Widening the scope of the original PSD, PSD2 will 
impact payment transactions with third countries 
when only one of the Payment Service Providers 
(PSPs) is located within the EU/EEA (a “one-leg 
transaction”). Hence, PSD2 will cover payment 
transactions to/from non-EEA countries in any 
currency.

   The EBA is in the process of clarifying the different 
interactions, with its final RTS expected to be 
published in the summer of 2016. In the meantime, 
KPMG has already identified the “one-leg transaction 
in any currency” as a major change driver that will 
impact banking activities. 

   With an eye on the implementation timeline,  
KPMG would highly recommend initiating a gap 
analysis exercise, reviewing the payment back office 
operations per instrument type and linking them to 
the client’s marketing and T&Cs. This assessment is 
required to get a clear vision of the “as-is” situation, 
in order to identify the gaps to be covered by future 
payment transformation projects.
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Payment  
processing

Payments scheme

PSD2 scope (as an example)

Contracting
service/good

Two-leg 
transaction

One-leg 
transaction*

*i.e., one PSP is 
located outside 

the EU/EEA

Transfer

PSU (Payee)PSU (Payer)

Ordering

SEK

DKK

DKK

USD

USD

GBP

GBP

JPY
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Lilian Citernerschi
E: lilian.citernerschi@kpmg.lu

Vincent Koller
E: vincent.koller@kpmg.lu
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