ANNEX – ANNUAL SECTORAL REPORT

Chapter 3: Services


	Chapter 3 (g): Financial Services

	Section
	Improvements Implemented Since Last IAP (2005)
	Current Entry Requirements
	Further Improvements Planned

	Operational Requirements


	· Locally-incorporated foreign banks were allowed to establish up to four additional branches based on a pre-determined ratio of 1(market centres): 2 (semi-urban): 1(non-urban) within one year from 1 January 2006, subject to specified conditions. 

· Under the Malaysia International Islamic Financial Centre (MIFC) initiatives, among others, the following have been allowed:
· Labuan offshore Islamic banks and Islamic divisions of offshore banks establishing operational offices anywhere in Malaysia, to conduct non-ringgit business, with no limitation on staffing, while maintaining their presence in Labuan; and 

· Local and foreign banking institutions in Malaysia (both Islamic and conventional)  to set up separate international currency business units (ICBU) and enjoy full income tax exemption under the Income Tax Act 1967 for the period of 10 years beginning from the assessment year of 2007.
· Under the MIFC initiatives, takaful operators have been permitted to undertake the following: 

· Labuan offshore takaful operators to establish operational offices anywhere in Malaysia, to conduct non-ringgit business, with no staffing limitations while maintaining their presence in Labuan; and 

· Takaful operators offering takaful business in international currencies under an existing licence to set up international currency business units (ICBU) and enjoy full income tax exemption under the Income Tax Act 1967 for the period of 10 years beginning from the assessment year of 2007.

	Banking Sector:

i) Conventional Banking 

· All licensed banking institutions are governed by the Banking and Financial Institutions Act 1989 (BAFIA) and guidelines as issued by Bank Negara Malaysia (BNM).

· Prudential standards in Malaysia conform to best international practices. There is no distinction in applying prudential standards between domestically-owned and foreign-owned banking institutions.

· Each domestic banking group is required to maintain minimum capital funds of RM2 billion, while the amount for foreign-owned commercial banks each is RM300 million.

· The maximum permissible shareholding in a licensed institution is 10% for individuals and 20% for corporations, as prescribed under section 46 of BAFIA.

The single customer credit limit is set at 25% of a banking institution’s capital funds, and is also to be observed on consolidated basis. Large loans (15% of a banking institution’s capital funds) of each banking institution is limited to 50% of its loan portfolio. 

· Banking institutions are required to comply with the minimum risk-weighted capital ratio requirement of 8%, both on an individual and consolidated basis, in line with international standards.

· Foreign banking institutions are not allowed to open new branches (including off-premises ATMs).

· Banking institutions are allowed to offer transactional internet banking.

ii) Islamic Banking 

· All Islamic banks are governed by the Islamic Banking Act 1983 (IBA) and guidelines as issued by BNM.

· As in the conventional banking sector, prudential standards conform to best international practices. There is no distinction in applying prudential standards between domestically-owned and foreign-owned banking institutions.
· The minimum capital funds for each Islamic bank is RM300 million. 

· The single customer credit limit and minimum risk-weighted capital ratio requirement are same as those applied in the conventional banking sector.

Insurance Sector: 

i) Conventional Insurance 
· The insurance sector in Malaysia is governed by the Insurance Act 1996 (Act) and the Insurance Regulations 1996.  The Act empowers BNM to issue guidelines and circulars to the industry on various aspects of insurance activities as necessary to ensure sound prudential practices and the orderly development of the market.

· Prudential requirements are applied to all insurers irrespective of ownership nationality and country of origin. 

· The minimum paid-up capital for locally incorporated insurers, or surplus of assets over liabilities in Malaysia for foreign incorporated insurers licensed in Malaysia, is as follows:

· Locally/foreign incorporated direct insurer: RM100 million;

· Locally incorporated professional life reinsurer: RM50 million;

· Locally incorporated professional general reinsurer: RM100 million; and

· Foreign incorporated professional reinsurer (life or general): RM20 million.

· Foreign-owned insurers with foreign shareholding not exceeding 51% are allowed to open not more than two branch offices in one year.

· Foreign-owned insurers are allowed to offer online purchase or renewal of life and general insurance products.  
     Voluntary cession (VC) levels is capped at 4% for motor, personal accident and hospital and surgical classes  and 5% for other classes of general business 
ii) Takaful (a protection plan based on Shahriah, that is, Islamic   principles) 
· The takaful sector in Malaysia is regulated by the Takaful Act 1984, guidelines and circulars issued by BNM to the takaful industry.

· Applicants for takaful licences must be financially sound financial institutions, preferably with experience in Islamic banking, takaful or insurance business.

· Takaful operators must be locally incorporated, each with a minimum paid-up capital of RM100 million.

· A retakaful operator is allowed to be registered either as :-

i. locally incorporated entity with a minimum paid-up capital of RM100 million; or

ii. branch with a minimum net working fund of RM20 million

· Foreign equity interest in a takaful operator is permitted up to 49%.

· A takaful operator is allowed to conduct both general and family takaful business.

· A surplus of assets over liabilities of not less than RM5 million and a deposit with the Accountant General value of not less than RM300,000 must be maintained at all times for each class of business transacted by the takaful operator.

· The Malaysian Takaful Association is the mandatory association for takaful operators.

· The Takaful Act 1984 requires takaful operators to establish a Shariah Committee to advise on the operations of its takaful business to ensure that it does not involve in any element which is not approved by Shariah.

· Branching is permitted subject to satisfactory financial performance.
	

	Licensing and 

Qualification Requirements of Service Providers


	· As part of the MIFC initiatives, Malaysia has allowed the issuance of new conditional licences to qualified foreign and Malaysian financial institutions to conduct the full range of Islamic banking in international currencies and they can enjoy full income tax exemption under the Income Tax Act 1967 for the period of 10 years beginning from the assessment year of 2007. 
· These entities may be locally-incorporated or established as branches and are required to have a minimum paid up capital or net working fund of RM10 million. 

· The entities can undertake wide-ranging business encompassing Islamic commercial banking, investment banking and leasing services in international currency
· Under the MIFC initiative, Malaysia has allowed the issuance of new licences to qualified foreign and Malaysian insurance companies to conduct the full range of takaful business in international currencies and they can enjoy full income tax exemption for the period of 10 years. These takaful business entities may be locally-incorporated or established as branches and are required to have a minimum paid up capital or net working fund of RM10 million.

· Two licensed retakaful operators have registered under the Takaful Act 1984, to conduct general and family retakaful business.

· Four new takaful licences have been issued to qualified consortiums of local and foreign financial institutions in 2006/07. 


	Banking Sector:

i) Conventional Banking 

· The licensing and operations of banking institutions in Malaysia are governed by BAFIA.

· The Government of Malaysia has not issued any new conventional commercial banking licences since the 1970s.
ii) Islamic Banking 

· The licensing and operations of Islamic banks in Malaysia are governed by the IBA. The maximum three Islamic banking licenses earlier announced for take up in 2003 have been issued to qualified foreign players
Insurance Sector: 

i) Conventional Insurance 
· A company wishing to carry on insurance business must obtain a licence issued under the Insurance Act 1996.  

· Currently, no new licences are being issued for the conduct of direct insurance business in view of the ongoing consolidation of the industry. However, interested parties may, with approval of the Minister of Finance, acquire shares in existing insurers.

· Notwithstanding that the 30 June 2005 deadline specified in Malaysia’s WTO commitment has passed, applications to carry on professional reinsurance business in Malaysia will continue to be considered based on the availability of remaining reinsurance licences offered under Malaysia’s commitments under the WTO, as follows: 
(i) six new licences for life reinsurance.  One of the six licences offered has been issued so far; and

(ii) seven new licences for non-life reinsurance business. All seven licences were issued between 1995 and 2000. However, following the voluntary closure by several reinsurers of their operations in Malaysia, five licenses are available for general reinsurance.

ii) Takaful 

· A company wishing to carry on takaful business must obtain a licence under the Takaful Act 1984. An application for a licence is made to BNM which will review the application and make a recommendation to the Minister of Finance on whether a licence should be granted and the licensing criteria, if any, to be applied.


	

	Foreign Entry


	· Up to 49% foreign equity is allowed in all domestically-owned Islamic banks, including in Islamic banking subsidiaries established by the conventional domestic banking groups.

· Foreign shareholding limit for new shareholders in locally-incorporated direct insurance companies has been increased to 49% from 30%.  Preference will be accorded to the entry of foreign financial service providers that are globally recognized as specialists in the delivery of value-added products and services catering to specific market segments that are currently underserved.  


	Banking Sector:

i) Conventional Banking 

· Foreign equity participation is allowed up to 30% of the shareholding in the domestic conventional banking institutions and up to 49% foreign equity in investment banks. 
· Commercial banks are allowed to provide factoring services as part of their commercial banking business or through a separate entity, which can be in the form of a fully or partially-owned subsidiary or a joint venture with any other parties, including foreign parties.
ii) Islamic Banking 
· Foreign banking institutions are free to acquire stakes in the domestic Islamic banking institutions subject to the aggregate foreign shareholding limit of 30% within each banking institution.

Insurance Sector: 

i) Conventional insurance 

· Original foreign shareholders of locally incorporated insurers are permitted to hold aggregate equity interest not exceeding 51%.

· New foreign shareholders are allowed to acquire equity interest in existing licensed domestic insurers, with aggregate foreign shareholding not exceeding 30%.

ii) Takaful 

· Foreign equity interest in a takaful operator is permitted up to 49%. 

· There is no limit in foreign equity interest in a retakaful operator.


	

	Discriminatory Treatment/

MFN


	
	· Malaysia's commitments as scheduled in the Schedule of Specific Commitments (SOC) under the General Agreement on Trade in Services are applied on an MFN-basis, and Malaysia does not maintain any MFN-exemption in the financial services sector. 

· Generally, national treatment is given to foreign-owned banking institutions and insurance companies operating in Malaysia.  Only a number of national treatment limitations are applied and they are reflected in Malaysia's SOC.
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