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


	· With effect from 1 January 2002, each domestic banking group is required to maintain minimum capital funds of RM2 billion, while the amount for foreign-owned commercial banks is RM300 million.  The minimum capital funds requirement was previously enforced on an individual institution basis: RM20 million for commercial banks, RM5 million for finance companies and RM10 million for merchant banks).

Foreign-owned banking institutions are allowed to offer transactional internet banking from 1 January 2002.
· Foreign-owned insurers are allowed to offer online purchase or renewal of life and general insurance products with effect from April 2001.
· The statutory minimum paid-up capital requirement for direct insurers was raised from RM50 million to RM100 million with effect from 30 September 2001.
	Banking Sector:

· 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.

· 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 banking group basis.  Large loans (15% of a banking institution’s capital funds) of each banking institution is limited to 50% of its loan portfolio.  These limits are in line with international standards.

· Banking institutions are required to comply with the minimum risk-weighted capital ratio requirements 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).
Insurance Sector:
· The insurance sector in Malaysia is regulated 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 safeguard the interests of policyholders and ensure 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.
· The minimum surplus of assets over liabilities in Malaysia required to be maintained  by  a  foreign incorporated professional reinsurer is lower than the corresponding minimum paid-up capital to be maintained by a domestically incorporated professional reinsurer.  This is by virtue of the fact that a foreign incorporated professional reinsurer has the capital support of its head office.

· Branching is permitted for direct insurance companies with aggregate foreign shareholding of less than 50%.  However, foreign-owned direct insurance companies are permitted to maintain their existing network of branches.
	

	Licensing and 

Qualification Requirements of Service Providers


	
	Banking Sector:

· The licensing and operations of banking  institutions  in  Malaysia are Governed by BAFIA, while Islamic banks are governed by the Islamic Banking Act (1983).

· The Government of Malaysia has not issued any new banking licenses since the 1970s.
Insurance Sector:

· A company wishing to carry on insurance business must obtain a license issued under the Insurance Act 1996.  An application for a license is made to BNM which will review the application and make a recommendation to the Minister of Finance on whether a license should be granted and the licensing conditions, if any, to be applied.  Applicants   (other   than     applicants wishing to carry on only professional reinsurance business) must be public companies incorporated in Malaysia.

· Currently, no new licenses are being issued for the conduct of direct insurance business pending the consolidation of existing insurers in the industry.  However, interested parties may acquire shares in existing insurers.

· Six new licenses for life reinsurance business will be offered up to 30 June 2005.  One of the six licenses offered has been issued so far.

· To issue seven new licenses for non-life  reinsurance   business  within ten years ending 30 June 2005.  All seven licenses have been issued.
	

	Foreign Entry


	
	· The conditions regarding foreign entry into the banking and insurance sectors are as reflected in Malaysia’s schedule of specific commitments (SOC) for the financial services sector under the General Agreement on Trade in Services.

Banking Sector:

· Foreign banking institutions are free to acquire stakes in the domestic banking institutions subject to the aggregate foreign shareholding limit of 30% within each banking institution.

Insurance Sector:

· Aggregate foreign shareholding not exceeding 51% is permitted for:

-
Branches of foreign insurance companies that incorporate locally; and

-
Existing foreign shareholders of locally-incorporated insurance companies which were the original owners of these companies, provided that aggregate foreign shareholding in such companies does not exceed 51%.

· New entry is limited to equity participation by foreign insurance companies  in   locally      incorporated Insurance companies and the aggregate foreign shareholding in such companies shall not exceed 30%.
	

	Discriminatory Treatment/

MFN


	
	· Malaysia’s commitments as scheduled in the SOC under the GATS 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.
	


