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


	Capital Markets Sector:

In July 2000, legislative changes were effected thus creating a fully rationalised and efficient regulatory regime for capital raising for Malaysia. These changes established the Securities Commission as the single regulator of all fund raising activities by making is the approving and registering authority for prospectuses in respect of all securities other than securities issued by unlisted recreational clubs.  At the same time, a new regulatory framework for the issuance of private debt securities also came into force with the release of various guidelines and regulations governing their issuance.

	Capital Markets Sector:

The operations of the primary, secondary securities and futures market are governed by:

·
Acts of Parliament and regulations issued under these acts [Securities Commission Act 1993, Securities Industry Act 1983, Securities Industry (Central Depositories) Act 1993, Futures Industry Act 1993];

·
Rules of the exchanges, the central depository, and the clearing house (KLSE rules, MESDAQ rules, KLOFFE rules, MCD rules, MDCH rules and SCANS rules); and

·
Guidelines and Practice Notes issued by the Securities Commission (such as Guidelines on Offering of Private Debt Securities, Guidelines on the Establishment of Foreign Fund Management Companies Guidelines on Unit Trust Funds and Prospectus Guidelines).

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 minimum capital funds requirement is enforced on an institutional basis (RM20 million for commercial banks, RM5 million for finance companies and RM10 million for merchant banks).

·
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 requirement of 8%, both on an individual and consolidated basis, in line with international standards.

Insurance Sector:

·
The 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 insurer: RM50 million.


*
Locally incorporated professional life reinsurer: 


RM50 million.


*
Locally incorporated professional general reinsurer: 

RM100 million.


*
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.


	Banking Sector:

·
With effect from 1 January 2002, each banking group will be required to maintain minimum capital funds of RM2 billion, while the amount for foreign owned commercial banks is RM300 million.

Insurance Sector:

·
To be increased to RM100 million with effect from 30 June 2001.



	Licensing and 

Qualification Requirements of Service Providers


	
	Capital Markets Sector:·


Stockbroking & Futures Broking Companies: Stockbrokers are required to be licensed as a dealers under Section 12 of the Securities Industry Act 1983 (SIA) and futures brokers are required to be licensed under Section 16 of the Futures Industry Act 1993 (FIA).  

·
Stockbrokers licensed under SIA: The application for a dealers licence must fulfil all financial and other requirements under any legislation, regulations or guidelines applicable to the dealer or in respect of any of its activities.  The following categories of persons need to be licensed as Dealer’s Representatives - executive director dealings and any person who is in the employment of, or acting for or by arrangement with a dealer, not being an exempt dealer, a licensed fund manager or an exempt fund manager, and performs for that dealer any of the functions of a dealer.

·
Futures Brokers licensed under FIA: Futures brokers licensed under the FIA are required to comply with various requirements set out in legislation, regulations, guidelines and relevant rules of the exchanges. The following categories of persons in a futures broking company need to be licensed as Futures Broker’s representatives – executive director and any person who is in the employment of or acts for a futures broker or by arrangement with a futures broker, performs any of the functions of a futures broker in connection with a futures broking business carried on by the futures broker.

·
Fund Managers and Futures Fund Managers: Fund managers are required to be licensed under section 15A of the SIA and futures fund managers are required to be licensed under section 16A under FIA.  

·
Fund Managers licensed under SIA: Fund Managers and Fund Managers Representatives seeking licence under the SIA must satisfy various criteria set out in relevant legislation, regulations and guidelines.  Any person who is in the employment of, or acting for or by arrangement with, a fund manager, not being a person described in subsection (2) of S15A, SIA and performs for that fund management any of the functions of a fund manager, other than work ordinarily performed by accountants, clerks or cahiers need to be licensed as fund manager’s representatives. 

·
Futures Fund Managers licensed under FIA: Futures Fund Managers must be licensed under S16A of the FI and must fulfil all financial and other requirements under any legislation, regulation or guidelines application to them or in respect of their activities.  Any person who is in the employment of a futures fund management company and performs any of the functions of a futures fund manager other than work ordinarily performed by accountants, clerks or cashiers, need to be licensed as futures fund manager’s representatives.

·
Foreign fund management companies, with majority foreign equity participation, must comply with the Guidelines on the Establishment of Foreign Fund Management Companies. 

·
Employment of non-Malaysian nationals in the securities and futures industry must comply with the Guidelines for the Employment of Non-Malaysian Nationals in the Securities and Futures Industries.

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 licences since the 1970s.

Insurance Sector:

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


	

	Foreign Entry


	
	Capital Markets Sector:

·
Stockbroking Companies: Malaysia currently allows up to 49% foreign ownership in domestic stockbroking companies. 

·
Fund Managers: Entry as a foreign fund management company (FFMC) is limited to the establishment of a company incorporated locally with more that 50% foreign shareholding in the company and requires the approval of the Securities Commission.  Sourcing of local funds worth at least RM10million is limited to FFMCs where the aggregate foreign shareholding is not more than 70% and the company is managing or has undertaken to manage funds sourced from outside Malaysia to the amount of at least USD100million.  Sourcing of local funds is limited to institutional funds and collective  investment  schemes other than  unit  trusts.  Only  ten  FFMCs  which  have  a maximum of  70%  foreign  shareholding  may  manage  the  funds  of  a  local  unit  trust subject to the approval of the Securities Commission.

Banking Sector:

·
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 Services (GATS).

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

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%.

·
Six new licences for life reinsurance business will be issued up to 30 June 2005.

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


	In 2002, it is proposed for foreign fund management companies to manage locally-sourced institutional funds, subject to the eligibility requirements of those institutional funds.  

	Discriminatory Treatment/

MFN


	·
The maximum total credit facilities that could be obtained by non-resident controlled companies from foreign-owned banking institutions in Malaysia was increased from 40% to 50% in December 2000-


	·
Malaysia's commitments as scheduled in the SOC under the GATS are applied on the MFN-basis, and Malaysia does not maintain any MFN-exemption in the financial services sector.

·
The national treatment limitations in the banking and insurance sectors (as listed below) are as reflected in Malaysia's SOC.

Banking Sector:

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

·
Foreign-owned banking institutions in Malaysia are allowed to extend credit facilities up to a maximum of 50% of the total credit facilities obtained by non-resident controlled companies from the banking institutions.

·
Foreign-owned banking institutions are allowed to appoint two expatriates for senior management positions, and a maximum of five expatriates for specialist positions (for areas relating to trade financing, corporate finance, treasury management and information technology).

Insurance Sector:

·
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.  

·
Direct insurers are allowed to appoint up to three expatriate specialists in areas relating to the underwriting of specialized classes of general business, information technology and actuarial  functions. 

·
In addition, one expatriate senior manager is allowed for branches of foreign insurance companies and locally-incorporated insurance companies with an aggregate foreign shareholding of 50% or more. 

·
Professional reinsurers established as a branch or joint venture in Malaysia are allowed to appoint up to two senior managers and three specialists.


	


