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MALAYSIA

COMPLIANCE RATINGS

Monetary transparency 2006 2005 2004 2003
Clarity of roles soee cece eoce eee
Open decision process soce sece cece eoo
Availability of information soee eece cece coee
Accountability coee coce oo cee
Score 4.00 4.00 3.75 3.25

OUTLOOK & COMMENTARY

Malaysia continues to work towards full monetary policy transparency. The Bank Negara
Malaysia (BNM) has continued to assert its independence through its statements and actions,
and its autonomy has been stressed by ministers as well as BNM officials.

Furthermore, in 2006 the BNM increased its efforts to engage with the public and its
stakeholders. It now releases the calendar of Monetary Policy Committee (MPC) meetings in
advance and a statement on monetary policy is issued on the same day as the MPC meeting.
This comes on top of the Laman Informasi Nasihat dan Khidmat (LINK), a single point of
contact for the public on BNM issues launched in 2005, and the Credit Counselling and Debt
Management Agency, which was launched this year.
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EXECUTIVE SUMMARY

4.00 Compliance in progress

Bank Negara Malaysia (BNM) continued to asseriritlependence in 2006, and its monetary policy parency

has increased. After the prime minister announcddecember 2005 that the BNM was free to make peddent

decisions regarding interest rates, in Februarys26@ BNM raised rates when the second ministdiahce had

earlier declared it unnecessary. In addition tistuthis year, the BNM took the decision to rekeéise schedule of
meetings for the Monetary Policy Committee (MPClre®ecember for the following year. TMonetary Policy

Statemenis now also published on the day of each MPC mgeti

During 2006, the BNM has also repeatedly statedritemtions behind the exchange rate policy, tdligit the fact
that there is no target or band. This comes fatigvthe 2005 change in the exchange rate frametwoakmanaged
float against a trade-weighted basket of currencigisice the change, the BNM has refused to deditals of the
reference trade-weighted basket of currencies. BN&/ states that it only intervenes to prevent asoe

fluctuations in the value of the ringgit, and tosere that the exchange rate does not depart signify from the
levels warranted by economic fundamentals.

Also in 2006, amendments were made to a numbectsfs that the amended 2001 Anti-Money Laundefiog
(AMLA) could come into force. This means that Ma&a has now acceded to the United Nations Conwerftir
the Suppression of the Financing of Terrorism. seation 7(1) of AMLA established the Financial Ihigence Unit
of the BNM as the competent authority.

Some important internal procedures and extern&icees were initiated in 2006. After consideratlpna task force
over recent years, the BNM enhanced its procuremetedures by adopting a Procurement ManagemdittyPo
Framework (PMPF). The PMPF includes processesafmuiring goods and services within a supply chain
management framework. In addition, section 14hef€BA requires that the Director of the BNM Bodlidcloses
his vested interests in procurement and abstaom finy deliberation or decision with respect tohsoontracts.
Also in 2006, the BNM established a company --@nedit Counselling and Debt Management Agency pravide
advice, counsel, and assistance to the public @stiuns of credit and financial management, inclgddebt
management.

Monetary statistics continue to meet the requirdmefthe IMF Special Data Dissemination Stand&BR}S), and
the country’s international investment positionad&dr end-2005 was released in September 2006, théthag of

three quarters thereby meeting the SDDS requirement

Malaysia’'s overall score is unchanged from lastyea

Oxford Analytica Ltd. 5 Alfred Street, Oxford, OX1 4EH, UK 206
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




Monetary Transparency December 2006
Malaysia

1. CLARITY OF ROLES, RESPONSIBILITIES , AND OBJECTIVES OF CENTRAL BANKS

g Compliance in progress

The objectives and institutional framework of moneéry policy

Central bank objectives and responsibilities

Malaysia's monetary policy framework is officialbet out in the Central Bank of Malaysia Act 195&\Red 1994,
CBA).> The legislation enumerates the principal objestiof the central bank, Bank Negara Malaysia (BNM),
which are to issue currency and to keep reservesfieguard the value of the currency, to act asrkdr and
financial adviser to the government, to promote etary stability and a sound financial structured &minfluence
the credit situation to Malaysia’s advantage. TRA was amended in 2003 to include additional diojes: to
promote the reliable, efficient and smooth operatid national payment and settlement systems, arghsure that
the national payment and settlement systems p&idirected to the advantage of Malaysia. The GR#gs not
identify any priority between its objectives anayides little guidance on how to reconcile conitigt objectives.
According to the central bank, its ultimate poliggal is economic growth and price stabifityThe BNM also
highlights its contributions to Malaysia’s natiomgvelopment goals.

The powers of the BNM relating to the supervisiod aegulation of the financial system are specifie®ection 30
(3) of the CBA and specific powers are providedthe Islamic Banking Act 1983, the Takaful Act 198H¢
Banking and Financial Institutions Act 1989, thedrance Act 1996, the Development and Financiditii®ns Act
2002, the Exchange Control Act 1953, the Money @manAct 1998, and most recently the Payment SystAot
2003, which came into effect in November 2603he BNM has also been appointed by the ministdinance as
the competent authority to administer the Anti-Mgph@undering Act 2001.

Operational autonomy

The CBA establishes that the BNM Board of Directshall keep the minister of finance informed of thenetary
and banking policy; policies in respect of insiitas in relation to which the central bank is cardd with powers;
and policies in respect of the Exchange Control 853, pursued or intended to be pursued by thiatdrank.

If a disagreement were to arise between the BNM taadminister of finance, the CBA sets out a procedor
resolving the issue. According to Section 34,hié tminister of finance disagrees with the BNM Board any
policies, the minister may “issue directives to Beard relating to such policies, and any suchctive shall
become binding on the Board, which shall forthwike all steps necessary or expedient to give teffieceto.”* If
the Board objects to the minister’s directive, ayrsubmit its objections in writing to the ministdrfinance who is
then obliged to present those objections togetti#tr thre minister’s directive to the House of Reprastives. The
CBA is silent on how the House of Representativame of the two houses of parliament -- would hescuch a
situation.

In 1998, after a public dispute with the prime ratar over monetary policy, the governor of the @nibank
(Ahmad Don) and a deputy governor (Fong Weng Phasigned. Another official -- formerly in the Ecamic
Planning Unit of the Prime Minister's Departmenthen headed the bank temporarily and changed muigngolicy
to bring it in line with that proposed by then PeiriMinister Dr. Mahathir Mohamad. Dr Mahathir suipsently
accepted the additional role of minister of fingribe only other prime minister to hold the offiace his departure
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in 2003 has continued the practice of also beingister of finance while appointing another ministealled the
second minister of finance.

In the past, commentators argued that the operdtindependence of the central bank has been ursileze 1998.
Recent developments in the conduct of monetarycpdiave highlighted the growing independence ofdhetral
bank under prime minister Abdullah Ahmad Badawin 2006, commentators agreed that the BNM hasgh h
degree of operational autonomy from executive govent®

The BNM has asserted that it conducts monetarycpah coordination with other government institutioand
receives suggestions from the minister of financethis context, BNM officials have stressed ttiet central bank
remains operationally autonomousPractice since 2002 bears out the BNM assertkor. example, in 2002 when
Dr Mabhathir publicly threatened to raise the statytreserve requirement ratio to pressure commebaaks to
increase lending and promote economic activity, BhN&V made no changes to the ratio. In Decembeb2pfime
minister Abdullah said his government left intereslicy, “entirely to the central bank”.In 2006, just days after the
second minister of finance declared that Malaysés wot under immediate pressure to raise inteedss,rthe
BNM'’s Monetary Policy Committee decided to raisteiast rates.

Institutional relationship between monetary and figal operations

Lending to government

Section 33 of the CBA allows the BNM to grant temgyg advances to the government, which cannot attoun
more than 12.5% of the estimated government recéptthat financial year. These must be paid backater than

three months after the end of the financial yeawhich they were granted. The BNM is free to deiee the

interest rates of these advances. However, thigigion has never been exercigéd.

Central bank involvement in the rest of the economy

The CBA allows the BNM to carry out various fisaa quasi-fiscal activities, many of which have nebeen
implemented. Section 30 of the CBA allows theisgttp of a Special Investment Fund -- with therappl of the
BNM board and the minister of finance -- for thergmse of economic development using funds from tank
institutions’ statutory reserve ratios. This futahnot exceed the amount of the BNM’s General ResEund**
Subsection 30 (1) (h) and (j) of the CBA allows B&M to purchase, sell, and hold securities of Medaysian or
state governments or public authority, and holdustes of corporations set up with government appf to
develop financial markets. Subsection 30 (1) (mpewers the BNM to purchase and sell securitiegsedsor
guaranteed by any foreign government or internatiinancial institution.

At present, the BNM owns about 79.3% of the Cr&diarantee Corporation’s share capital. This firaswet up in
1972 to assist viable small- and medium-sized prigers, particularly those without collateral otlwinadequate
collateral to obtain credit facilities from finaatiinstitutions, by providing guarantee cover oclstacilities. A
deputy governor of the BNM is chairman of the Cré&fiarantee Corporatidn.

The BNM also owns 20% ofagamas the national housing mortgage agency and a nzajpplier of domestic
bonds. Cagamashonds play a key benchmarking role for the locaidmarket, a market that the BNM’s operating
legislation encourages it to develop. A deputyeyaer of the BNM is chairman dtagamas For development
purposes, the BNM issues broad lending guidelinealltbanking institutions operating in Malaysiadnsure that
certain economic sectors, deemed by the governtodrg of primary importance, have continuous actessedit.
Such directed lending is extended based on comateates and terms.
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After consideration by a task force, in August 2086 BNM enhanced its procurement procedures bytadpa
Procurement Management Policy Framework (PMPF).e PMPF includes processes for acquiring goods and
services within a supply chain management framewadike PMPF is consistent with the provisions & @BA and

the powers of the BNM Board as provided in the CBA.addition, section 14 of the CBA requires ttie Director

of the BNM Board discloses his vested interestanif, in procurement contracts made or proposdxztmade by
the BNM, and to abstain from any deliberation ocisien with respect to such contratts.

In April 2006, the BNM established a company -- tBeedit Counselling and Debt Management Agencyo-- t
provide advice, counsel, and assist the public vestions of credit and financial management, inclgddebt

management

Central bank profit allocation

The CBA details conditions for the allocation of BNbrofits. The amount to be placed in the GenBederve Fund
(GRF) will be recommended by the BNM Board, andedatned by the minister of finance after consuttatwith
the BNM Board, and the remainder is paid to theegoment® If at the end of the financial year the GRF issle
than half the paid-up capital of the central bahkn all profits are transferred into the GRFth# fund accumulates
more than half (but less than twice) the paid-ypitehthen at least 30% of the net profit is tramsfd to the GRE’
By mid-2005, the BNM’'s GRF far exceeded its paideapital.

Agency roles performed by the central bank on beh&bf the government

The CBA designates the BNM as the banker and fiahagent to the government. The BNM works closgith
the Ministry of Finance to determine the budgeteguirements for the government for the year aheadis
includes work that allows the issuance calendaMalaysian Government Securities to be announcddketember
for the year ahead. The Development Financialitiigins Act 2002 brings six financial institutionf®r
development, controlled by different agencies, urde scrutiny of the BNM. However, the centrahkdolds no
equity stakes in any of these institutions. TheMBN its role as financial agent of the governmesgularly issues
both conventional and Islamic treasury bills andd®) under the Treasury Bills (Local) Act 1946 (Red 1977),
the Loan (Local) Act 1959 (Revised 2004), and tlowe&dnment Funding Act of 1983.
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2. OPEN PROCESS FORFORMULATING AND REPORTING MONETARY PoOLICY DECISIONS

g Compliance in progress

The framework, instruments, and targets of monetarypolicy

Framework and monetary targets

The BNM’sAnnual Reporprovides a general description of monetary poléayd the CBA outlines monetary policy
objectives from which targets can be derived. He past, commentators had argued that the lackeaf @nd
published annual targets substantially diminisheshetary policy transparency. In order to allay this concern, the
BNM has stepped up its efforts to enhance transggrby improving its communication strategy andamting the
dissemination of information to stakeholders.

The BNM uses interest rates as the main operatinget. In April 2004, the BNM replaced the threentin
Intervention Rate with the Overnight Policy RateP@®) as the main indicator of its monetary policgnse. The
OPR has a dual role: as a signalling device tccatdithe monetary policy stance and as a targefaathe day-to-
day liquidity operations of the central balik Liquidity management is aimed at ensuring therepgate level of
liquidity that would influence the overnight intbank rate to move closer to the OPR. Liquidityragiens are also
conducted at other maturities without targetingecsic interest rate level, such that inter-bamieiest rates at other
maturities would be determined by the market -leming overall demand and supply conditions in theney
market as well as interest rate expectations. &mange in the OPR is announced inkenetary Policy Statement
which is issued on the same day as the correspgpridonetary Policy Committee (MPC) meeting. Shothid
monetary policy stance change in the period betwwaenscheduled MPC meetings, an additiddainetary Policy
Statemenwould be issued’

From September 1998 to July 2005, the ringgit weggpd to the US dollar and a policy of non-intdometlisation

of the ringgit, enforced by limiting access to mitgoffshore operations, allowed Malaysia to seindstic interest
rates while keeping the exchange rate stableulin2D05, Malaysia replaced the peg with a mandiged against a
trade-weighted basket of currencfésThe governor of the BNM has said Malaysia dodsuse the exchange rate as
an instrument of policy; the BNM does not have r@gafor the exchange rate and does not declagglsief the
reference trade-weighted basket of currencies. BN&1 states in its Annual Report 2005 that the ddéng
objective of the exchange rate policy is the “prtiotoof exchange rate stability against the curehof Malaysia’s
major trading partners”. They add that the exclearage is determined by market forces and thattlseno target
within a band, so that the BNM would only interveneminimise volatility??

Monetary instruments

The BNM is authorised to use a variety of instrutedn pursue monetary policy, as outlined in Sec86 of the
CBA. These include the purchase, sale and disaafugivernment securities, foreign bonds, and cwies. Along
with changes to interest rates and open marketatipes, the BNM regulates the statutory reserveo ras a
monetary policy instrument. The central bank piesi the latest information on changes to monetaficyp
instruments in its press releasénetary Policy Statementonthly Statistical Bulletin, Quarterly Bulletirand
Annual Report. These are available on the BNM web$fteThe BNM publicly discloses the rules and procedur
for its relationship and transactions with counéetp mainly through its Circulars.
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Section 19(1) of the CBA stipulates that the manigif finance, on the recommendation of BNM, matedaine an
exchange rate parity for the ringgit which is cetesit with the IMF Articles of Agreement. Howevpgrsuant to
section 19(4), the minister of finance may decide,the recommendation of the BNM, that it is neagssand
expedient for Malaysia not to determine an exchamagge parity for the ringgit, but instead to applyy exchange
arrangement that is not inconsistent with the IMfiddes of Agreement?

The monetary policy-making body

Monetary board

Under the CBA, the BNM’'s Board of Directors is respible for the strategy and general administratibhe
central bank’s affairs and business -- it currestynprises five ex-officio members (four from th&l® and the
secretary-general of the Treasury) and four dirsatoawn from the private sectSr.The monarch (or the ‘Yang di-
Pertuan Agong’) appoints the BNM governor and thier fdirectors from the private sector, while thenister of
finance appoints the deputy governors. The goveand deputy governors are appointed for a termeroéeding
five years; the directors are appointed for a teoh exceeding three years. All Board members hgédbke for
reappointment. As stipulated in the law, the Baoamttusts the BNM governor to be in charge of matpertaining
to the conduct and formulation of monetary pofity.

Among the several senior management committeedth@€, which comprises the governor, deputy andstssi
governors, assesses the financial and economiclogements associated with the formulation and conhdiic
monetary policy. The primary objective of the M@etings is to serve as a formal platform for cahpnsive
discussions on issues and developments relevahetformulation and implementation of monetary ali The

MPC is not a decision-making committee; its roldéinsted to that of an internal advisory group. tiRa, in setting
monetary policy, the MPC ensures that the BNM Goeeihas the benefit of hearing various alternatipsions

and perspectives before a policy decision is nfadBased on the governing legislation, monetaryqgyatiecisions
remain the sole responsibility of the BNM Governatho is accountable to the Board of Directors. T™iC

receives input from the BNM’s Monetary Policy Warki Group, which consists of an assistant goveractir(g as
chairman) and other department officials. Goveteasnd risk management procedures have also béém place
to ensure the proper running of the MPC meetinfsese include a formal Terms of Reference andt stdherence
to the Central Bank’s Information Security policy.

The BNM closely coordinates with other governmermistries. Much of this interaction takes placeotigh the
National Development Planning Council and the vaidlacroeconomic Inter-Agency Planning Groups thagt
regularly to coordinate fiscal and monetary poliegponses across agencdiesThe group consists of representatives
from the Ministry of Finance, the BNM, the Econonftanning Unit, and the National Economic Actionu@oail.

In the past, commentators have stated that theskiyndf Finance is perceived to be too closely imed with
monetary policy-making. However, the BNM assehts this relationship represents an integral piitsadvisory
function to the governmenit.

Advance meeting schedule

In 2006, there were significant improvements to ttemsparency of the monetary policy-making proce3he
Monetary Policy Committee meets eight times a ywaipredetermined dates. As of 2006, the scheduMRC
meetings for the calendar year ahead is releas#ukipreceding December. Minutes or reports oddhmeetings
are not publicly available, but statements aboetrtfain considerations guiding monetary policy aeslenavailable
through the central bank’Annual Reportand theMonetary Policy StatemenThe Monetary Policy Statemerig
published, since 2006, at the end of the day fahgvan MPC meeting. In addition, the senior managyg of the
central bank, including the governor, engages iguastion and answer session with the media on thim m
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considerations influencing past and future monefalcy decisions, to coincide with the releasetted quarterly
GDP dat&”’

Public statements on monetary policy

Periodic publications

The BNM issues press releases on its website agimauchanges in monetary policy, the OPR, and émge and
settings of monetary instruments. These provider#tionale for changes and the time span for impiaation.
BNM officials regularly make statements about mangtpolicy in speeches, many of which can be foandhe
central bank’s websit&. Upon the release of the BNAhnual Reportthe governor holds explanatory briefings for
the various stakeholders, including foreign ambd@sa analysts, business chambers, Malaysian goesrn
officials, and the media.

Malaysia’s central bank releases a variety of mguiublications? The Monthly Statistical Bulletincontains
updated information on monetary and financial aggtes and includes the BNM’s and banking instingiaipdated
statements of assets and liabilities. Data oragefinancial intermediaries, including the EmplegdProvident Fund
and the National Savings Bank as well as updateiatafinancial markets and national accounts @ @ovided.

Since 2006, thélonetary Policy Statemeis issued and the end of the day following each MR&ting® The
statement summarises the central bank’s analysimagfoeconomic indicators and the direction of gointent.
Between the fixed scheduled dates, additional naopgiolicy statements would be issued if a polibgrogye were
warranted.

The fortnightlyReserves Statemetéscribes the state of the country’s foreign emgkaeserved’ Additional GDP
statistics and data on federal government debtfaared in theQuarterly Bulletin which provides statistics and
analysis on economic, monetary, and financial dgweknts, as well as features on specialised tdpics.

The BNM Annual Reportprovides a detailed sectoral breakdown of the Wadan economy and a description of
monetary and fiscal developments. It includesBNIM annual accounts and an annexe provides infoomain
foreign exchange administration policies, funds eistered by the BNM, and a list of licensed baxgkinstitutions.

In addition, the report includes performance andetigpments in the financial sector, financial méskeand the
payment and settlement systems. In 2006, the B published the inaugur&mall and Medium Enterprises
Annual Reportreviewing the status and performance of small aredlium enterprises (SMEs) in Malaysia and
highlighting major programmes undertaken by govemito promote SMEY.

The BNM'’s liquidity forecasts and monetary operaiare released daily to major commercial inforaragervice
providers including Reuters, Moneyline Telerate] 8toomberg?’

The Financial Sector Master Plamutlines the central bank’s long-term (10-yearatglgy and vision for the
financial sectof?

The central bank also publishes books, occasiamhb#éscussion papers, a variety of consumer educhtoklets --
including financial planning books for children aadults -- and two reports on the insurance setberTakaful
Annual Reporaind theinsurance Annual Repott
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Public hearings

The BNM is not required by law to hold public hems before major changes to monetary policy or rsig@y
regulation, but it holds consultations with thevpte sector on a variety of monetary and regulatssyes? In
addition, after the release of the BNKihnual Report the governor holds a series of briefings for oasi
stakeholders, including foreign ambassadors, fihmnalysts, chambers of commerce, governmentiaf§, and
the media. The BNM holds regular meetings andudisions between its officers -- from the Monetasséssment
and Strategy Department, Economics Department, stment Operations and Financial Markets Department,
Financial Surveillance Department and Corporate @amnications Department -- and financial analystsnemists

and fund managefs.

Regulations on data reporting by financial instituions to the central bank

The regulations on data reporting by financialitasibns are publicly disclosed in two laws andea af guidelines.
The Banking and Financial Institutions Act 1989 (HA) provides for financial institutions’ data regiag to the

central bank. This law and subsequent regulatieqaire both banking institutions and selected bank financial

institutions (such as discount houses) to subrfitimation to the BNM. The regulations are revieviiedn time to

time to enable the BNM to undertake its supervisomg surveillance function more effectively as veslto ensure
the relevance of regulations. Since the 1997-88nktial crisis, the BNM has issued new circulaghténing some
of the reporting requirements.

The Development Financial Institutions Act of 200RFIA) strengthened reporting requirements for Hig
Development Financial Institutions (DFIs) goverigdthe law. Under the DFIA, the central bank ispansible for
monitoring the activities and financial performanmiethese institutions. The DFIs are required uwbrsit their
monthly reports and financial indicators to the BNMhe central bank also conducts off-site surapde and
regular examinations of the DFIs using the riskeoasupervision approach, which covers the effeotse of
internal audit functions, financial analysis, ahd examination of information systeffs.

In 1998, the BNM relaxed the definition of a norfpeming loan from the international standard af#hmonths of
no principal or interest paid to six months, althihe new definition applies only to loans witlpagment periods
shorter than three montf%.Banking institutions with more stringent rulesvhich are in the majority in Malaysia --
may adopt the more stringent three-month classifinaule. Industry numbers on non-performing aalculated
using both the three-month classification and thenwnth classification rules are published in thenthly
Statistical Bulletirand Annual Report

The full texts of the BAFIA and DFIA are availabten the website of the BNMA A copy of Guidelines for
Financial Institutionsin Malay, can be purchased from the central Bank.

To enable Malaysia to accede to the United Natf@osvention for the Suppression of the Financing efrorism,
an amendment to the Anti-Money Laundering Act 2QQMLA) was passed in December 2003. Subsection @{1)
AMLA established the Financial Intelligence Unitthie BNM as the competent authority. The 2003 amemnts,
among others, expanded the scope of AMLA to coggulations relating to terrorist financing actiegi In 2006,
amendments were made to other acts in order te #ile amended AMLA to come into force.
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3. PUBLIC AVAILABILITY OF |INFORMATION ON MONETARY PoLicy

g Compliance in progress

Release of central bank data

As one of the first subscribers to the IMF SpeBiata Dissemination Standard (SDDS), the centrak Ioa@ets most
of the SDDS specifications for coverage, periogiaind timelines§® Malaysia has taken the flexibility option for
the timeliness on reporting the country’s intero@dil investment position (11P), allowing for a lagmore than three
quarters'’ Efforts are being made to release the data imi@ timely fashion; in September 2006, |IP dataciod-
2005 was released with a lag of three quarterstimethe SDDS requiremefit.

An advance release calendar is available on the BNWbsite, which provides the expected releasesdimir data
described in the IMF’s Dissemination Standards &inll Board (DSBB). The Department of Statisticblfahes
advance release calendars one quarter in advaits&duarterly National Product and Expenditure Accounts

For data with ‘not later than’ deadlines, the BNRhaunces the actual release dates at least one pmeeko the
release of the data through its wehsites specified in the SDDDetailed Disclosure of International Reserves
Requirement the BNM provides additional information on intational reserves, including forward-looking
information on likely inflows/outflows for the neivelve months.

The central bank balance sheet

The BNM releases its analytical accounts on a nigtthsis (within one month after the end of theerehce month)
in the Monthly Statistical Bulletin This bulletin also provides a brief descriptimhoverall liquidity operations as
part of the monthly balance sheet. In accordanite Section 47 of the CBA, the central bank alsblshes

fortnightly Statements of Assets and LiabilitfésInformation concerning the value of the BNM's stmin other

institutions is not publicly disclosed by the BNyt the information is usually made available ie tiespective
institution’s report. An analytical breakdown dfet BNM'’s official reserve assets in conformity wite SDDS

specifications is published bi-weekly, better thiam SDDS frequency of monthly publication, andvaikable on the

BNM'’s website. There are no plans to report giossrnational reserves on a weekly basis.

Lender of last resort

The CBA and the Banking and Financial Institutidxet 1989 (BAFIA) specify the BNM'’s capability asnder of
last resort. Section 42 of the CBA provides theMBiith emergency powers to lend money or provideaades to
financial institutions to safeguard monetary sihil Section 73 of the BAFIA enables the BNM to intme at
times of emerging strains in banks and take corifahsolvent banks, and section 78 empowers BNMate
actions such as granting loans to, or purchasiageshof distressed financial institutions to saéduhe financial
system’s stability. The Emergency (Essential Psjvact 1979 and Essential (Protection of DeposjtRegulations
1986 further strengthen the BNM'’s supervisory psaaraccordance with its lender of last resort apiens.
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In recent years, the BNM has not provided emergdimancial support to troubled financial institutg It has
instead relied on market-based mechanisms to suppdrreform troubled institutions. Malaysia hasablished
mechanisms, which do not rely on emergency findiscipport, to resolve problems with deposit-takimsgtitutions.

In 2005, the government’s blanket guarantee foodiépin Malaysia was replaced by an explicit, Iootted deposit
insurance scheme. The Malaysia Deposit Insuracpdtation (MDIC) Act 2005 established the MalayBigposit
Insurance Corporation to administer the act andctwntry’s deposit insurance scheme. The MDIC snivership
consists of licensed banks, licensed finance corepand licensed Islamic banks. Its coverage, gnatimers, is up
to 60,000 ringgits (16,900 US dollars) per depasjier member institution for both Islamic and comvenal

deposits. The MDIC is mandated to undertake thelution of non-viable member institutions, uportification of

non-viability by the BNM, using resolution optiotisat would have least cost-impact to the finansjetent’

Public information services

The BNM has a comprehensive website that stordsstgtal outputs, press releases and speeches (1296
onwards), all available in English and Malay. Tebsite also provides details on how local and se&s clients
can purchase publications, with a price list ofilade documents. The latest issue of each magamurhent
(Monthly Statistical Bulletin, Quarterly Bulletimnd Annual Repoitis freely available on the website. Recent
issues of these publications are also availabte2005, the BNM launched Laman Informasi Nasihat Hhidmat
(LINK), an office that acts as a single point ohtact with the public on issues that relate toBINM’s operations,
policies, the financial sector and consumer edanati

The range of BNM publications is extensive, inchglihistorical works, occasional research paperd, detailed
information sources on all areas of BNM supervidiam Islamic banking to the Takaful industry. WNass to the
BNM, with authorisation, can also use the BNM lityréo look up specific legislation, circulars, aGazettes that
are often only summarised on the website.

Information on bills and bonds traded in Malaysia @n the primary issues of all instruments (se¢iegriand non-
securities) approved by the BNM and/or relevanthairities -- issues on tender or on private placdnvén the
systems known as RMbond (Ringgit Bond Market) aA&T (Fully Automated System for Issuing/Tenderirgis
also availablé? A Bond Info Hub website provides additional infation on the Malaysian repo and bond
market>® Information on current foreign exchange admiaistn measures, including a handbook, is also atviail
through the BNM websit&

The BNM also organises roadshows to educate thécpob financial planning and consumer finance. dmiline
financial education website has been developeddooolchildrer?®
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4. ACCOUNTABILITY AND ASSURANCES OFINTEGRITY BY THE CENTRAL BANK

g Compliance in progress

Accountability before a designated public authority

Under the Central Bank Act, the annual accountertified by the Auditor General -- as well as pae by the
BNM board on all annual central bank operations, @resented to the Senate and the House of Refatges.
Once the BNM accounts are tabled in the parliaméet,Public Accounts Committee of the Parliame® P can
require BNM officials to attend and answer question BNM'’s operations and administration.

The BNM also reports its return of assets and lité&s to the minister of finance twice each mofglter the 15
and final days), in accordance with section 4hefCBA.

Since independence in 1957, Malaysia has been hyedne multi-party coalition, with the minister Ghance
coming from the dominant party, the United Malaatibinal Organisation (UMNOQO). Since 2001, the primiaister
has also been the minister of finance. This didndtas left little explicit role for parliament.

Financial statement

Audited financial statement

As required by law, the BNM publishes its annuahficial statements within three months of the drits dinancial
year, which follows the calendar year. The accoumtlude a summary of the BNM’s contingent ligbk. Section
48 of the CBA requires the accounts to be certifigdhe Auditor General and published in thevernment Gazette.
The accounts must be sent to the minister of fieamdio presents them along with thenual Reportto both the
House of Representatives and the SetateMalaysian National Accounting Standards, Malaysgenerally
accepted principles of accounting, and Governméwu@rs guide the BNM's financial reporting framesk.>’

External and internal audit

The BNM has appropriate internal governance proeduo ensure the integrity of its operations; ¢hese
established by the Board of Directors. The BNMigetnal Audit Department, under the purview of ateinal
Audit Committee of the BNM Board, enforces intergalvernance procedures and, in concurrence witiN#tmnal
Audit Department (Jabatan Audit Negara), reviewsegorts. The membership of the Internal Audin@oittee
comprises three independent members of the Boabdre€tors, and it meets once every three monthiswigw the
central bank’s financial operations, its internahirols, the Internal Auditor’s audit programmes fterformance and
findings of the Internal Audit Department, and éssmmend any remedial actions on the finditigs.

Article 106 of the constitution and the Audit Ac@37 accord the Auditor General with independendereby the

institution is only accountable to the legislaturd. summary of findings by the Auditor General metBNM's

financial statements is provided in tAeiditor General's Report on the Federal Statutorydiesfor each fiscal
59

year:

Oxford Analytica Ltd. 5 Alfred Street, Oxford, OX1 4EH, UK 216
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




Monetary Transparency December 2006
Malaysia

Conduct of officials

Sections 9-11 of the CBA specify procedures forappointment and removal of the governor, deputyegmr and
other members of the Board of Directors. The momanay terminate the appointment of the governamyrof the
directors, the minister of finance, and that of degputy governors, under the conditions specifie@ection 11 (2)
of the CBA®

The Public Authorities Protection Act 1948 does pigvent legal action being taken against publficiafs, but it
imposes a shortened limitation period for bringiagsuits. Section 114 of the Banking and Finanbiatitutions
Act 1989, Section 117 of the Development Finantistitutions Act 2002, and Section 77 of the Antoivy
Laundering Act 2001 prevent legal process from dpdimken against BNM officers for their actions penfied
pursuant to the relevant legislation and carriet iougood faith. The full texts of the CBA, the lang and
Financial Institutions Act, the Development Finahdinstitutions Act, and the Anti-Money Launderidgt are
available on the website of the BNWM.

The CBA details the legal responsibilities of thevernor, directors, and general staff, including tlisclosure
and/or processes concerning conflicts of intere®&IM officers are legally proscribed from reveglimformation
gained from their professional duties, except whrercising their duties or when required to do galcourt of
law. The BNM can report suspected offences byoitsmm members and supervised institutions to thevagle
authorities.

In 1995, the BNM’s Human Resources Management Dejst issued internal guidelines that require BNM
officers to wait six months prior to joining anyéincial institution after leaving the central bank.

Oxford Analytica Ltd. 5 Alfred Street, Oxford, OX1 4EH, UK 217
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




Monetary Transparency
Malaysia

INTERVIEWS

December 2006

Representatives @xford Analyticainterviewed the following individuals during a itiso Malaysia between 1 and

8 November 2006:

Ministry of Finance

3 November 2006

Yeo Heng Hau

Chua Tong Ka

Nik Mohd. Shariffudin Nik Hassan
K. Givananadam

S. Kumaran

Nurdita Fazlinda

Zahara Mhd. Salleh

Yap Soo Har

Mohd. Taufig Mohd. Ralip

Deputy Undersecretary
Head, Fiscal Section

Deputy Director
Deputy Undersecretary

Deputy Undersecretary

Economic Planning Unit, Prime Minister's Department

6 November 2006

Yap Siew Hong Director

Bank Negara Malaysia

2 November 2006

Dr Sukhdave Singh Director

Friaziali Ismalil Acting Deputy Director
Loh Jian Wei Senior Executive

Low Thiam Huat Manager

ADDITIONAL INTERVIEWS

1 November 2006

Jeffrey Hurst Executive Director

2 November 2006

Azidin Wan Abd. Kadir Research Fellow

Gordon B. Reid

Oxford Analytica Ltd. 5 Alfred Street, Oxford, OX1 4EH, UK

Economiclatetnational Division

Economic atethational Division
Economic amternational Division

Budget Manageravision

Financial Manant Advisory Division
MoF (Inc) and PrivatisatbDivision
MoF (Inc) and Privatisatiinision

Tax Analysissibn
Tax Analysis Division

Macroeconomics Section

Monetary AssessraedtStrategy Dept.
MonetaAssessment and Strategy Dept.
Monetary Assestraad Strategy Dept.

Corporate CommunicaiDept.

American Mal@ysChamber of Commerce

Malayslastitute of Economic Research

Director for Trade & Investment itBh High Commission
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6 November 2006

Datuk Dr Paddy Bowie
Jason Leong

7 November 2006

Dr Muthi Samudran

Richard Yeoh

8 November 2006

P. Ramakrishnan
Andrew Wong
Anil Noel Netto
Mustafa K. Anuar

Managing Director
Senior Consultant

Associate Professor

Executive Director

President
ExCo member
ExCo member
Asst. Secretary
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Paddy $&hrtSdn. Bhd.
Paddy SchubertBdh

SchoolusdiBess, Monash University

Transparencegimational Malaysia

Aliran Kesadaran dega
Aliran Kesadaran Negara
Aliran Kesadararmgsea

Aliran Kesadaxiggara
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NOTES

! The Central Bank of Malaysia Act 1958 (Revised4)d8 available at:
www.bnm.gov.my/index.php?ch=14&pg=17&ac=13&full=1

2 Written comments from Bank Negara Malaysi@iford Analytica 24 November 2003, p.5.

% See press statements sectionvatiw.bnm.gov.my/index.php?ch=107

“ Section 34, Central Bank of Malaysia Act 1958 (Rest 1994).

® Interviews in Malaysia, 20-24 October 2003 and0?Nbvember 2005. For example, PM Abdullah has, s#ter
BNM raised the key overnight policy rate by 30 bapbints to 3% in its first hike in seven yearsattlthe
government does not “fiddle and tinker with inttreates. We leave it entirely to the central baBlkee ‘Malaysia
PM: Ctrl Bank, Not Govt to Decide Rate Hikes’, Ddanes Newswires, 2 December 2005.

® Interviews in Malaysia, 1-8 November 2006.

" Interviews in Malaysia, 20-24 October 2003.

8 Dow Jones NewswiréMalaysia PM: Ctrl Bank, Not Govt to Decide Réi&es”, 2 December 2005.

° Contrast “Malaysian minister sees no pressuredier rise,” Reuters, 17 February 2006, and the BWdetary
Policy Statement dated 22 February 2006 raisingteenight policy rate.

19 |nterviews in Malaysia, 20-24 October 2003.

1 Section 30 (ffff), Central Bank of Malaysia Act3® (Revised 1994).

12 Interviews in Malaysia, 1-8 November 2006.

13 Interviews in Malaysia, 7-10 November 2005.

% Interviews in Malaysia, 1-8 November 2006.

'3 Interviews in Malaysia, 1-8 November 2006.

'® Interviews in Malaysia, 7-10 November 2005. Cantrank officials have emphasised that the BNM acts
independently on the profit allocation decision d@hdn makes the necessary recommendation to thistemirof
finance.

" Section 7, Central Bank of Malaysia Act 1958 (Redi 1994).

'8 Interviews in Malaysia, 20-24 October 2003.

9 See ‘BNM introduces new interest rate framewodkN® 04/04/34 (BNM press release) at:
www.bnm.gov.my/index.php?ch=8&pg=14&ac=831

2 Interviews in Malaysia, 7-10 November 2005; Intews in Malaysia 1-8 November 2006.

I See ‘Malaysia Adopts a Managed Float for the Ringgchange Rate’, BNM press release 21 July 2005 a
www.bnm.gov.my/index.php?ch=8&pg=14&ac=1054

2 Bank Negara Malaysia, ‘Laporan Tahunan 2005: AhReport’, 2005 p. 74 and Bloomberg, ‘Malaysia Dues
Have Target or Bank for Ringgit, Zeti Says’, 18 teegber 2005.

3 Seewww.bnm.gov.my/index.php?ch=11

24 Central Bank of Malaysia Act 1958 (Revised 19%jicle 19: Parity (see
www.bnm.gov.my/index.php?ch=14&pg=17&ac=13&full=1

% Section 8, Central Bank of Malaysia Act 1958 (Revdi 1994) provides for the composition of the BNIBtard
of Directors. The Board of Directors should consisthe governor, not more than three deputy gower and not
fewer than five but no more than eight directorga@pted under the requirements of Section 10.

% Interviews in Malaysia, 27 September — 1 Octol€42

" Interviews in Malaysia, 7-10 November 2005.

%8 Interviews in Malaysia, 20-24 October 2003.

2 Interviews in Malaysia, 27 September — 1 Octol@42 and 7-10 November 2005.

% |Interviews in Malaysia, 1-8 November 2006.

%1 Seewww.bnm.gov.my/index.php?ch=9

%2 See ‘Publications’ atvww.bnm.gov.my/index.php?ch=11

33 Seewww.bnm.gov.my/index.php?ch=8

¥ Seewww.bnm.gov.my/index.php?ch=8&pg=14&ac=1353

% Seewww.bnm.gov.my/index.php?ch=11

% Interviews in Malaysia, 1 - 8 November 2006. $&ev.bnm.gov.my/index.php?ch=8&pg=14&ac=1248d
www.bnm.gov.my/index.php?ch=103&pg=456&ac=526&yr830

3" Interviews in Malaysia, 27 September — 1 Octol#42 The information is accessible through the FABully
Automated System for Issuing/Tendering) and [IMMsldmic Interbank Money Market) websites. (FAST:

https://fast.bnm.gov.my/fastweBMM: http://iimm.bnm.gov.my}
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¥ Seewww.bnm.gov.my/index.php?ch=116&pg=355&ac=21

%9 See the BNM Publications Cataloguevaiw.bnm.gov.my/index.php?ch=11&pg=359&ac=248

“%Interviews in Malaysia, 20-24 October 2003.

“! Interviews in Malaysia, 1-8 November 2006.

“2\Written comments from Bank Negara Malaysi@tdord Analytica 24 November 2003, p.10.

3 Interviews in Malaysia, 20-24 October 2003. Writcomments from Bank Negara Malaysi@idord Analytica
24 November 2003, p.11.

4 Seewww.bnm.gov.my/index.php?ch=14&pg=17

“5 Garispanduan-Garispanduan untuk Institusi-institdsivangan See:
www.bnm.gov.my/index.php?ch=117&pg=368&ac=68

¢ See Economic and Financial Data for Malaysiavatw.bnm.gov.my/index.php?ch=111

" See IMF SDDS website dittp://dsbb.imf.org/

“8 |nterviews in Malaysia, 1-8 November 2006

9 See the BNM Statement of Assets & Liabilitiesvatrw.bnm.gov.my/index.php?ch=12&pg=142

* Interviews in Malaysia, 1-8 November 2006.

*1 Seewww.bnm.gov.my/bnmlink/

52 5ee RMbond ahttp://rmbond.bnm.gov.mydnd FAST athttp://rmbond.bnm.gov.my/wwwhbis/fbfast.html

%3 See http://bondinfo.bnm.gov.my.

** Seewww.bnm.gov.my/fxadmin

% Seewww.duitsaku.com/

% Section 48, Central Bank of Malaysia Act 1958 (Red-1994). See Certificate of the Auditor GeneBlapter
13 — Annual Accounts, 2004 Annual Report at:
www.bnm.gov.my/files/publication/ar/en/2004/ar20@¥mplete.pdf

" Accounting standards in Malaysia are based orrfat®nal Accounting Standards (IAS), and are ogile of
International Generally Accepted Accounting Pritesp (IGAAP). The Malaysian Accounting Standardsaib
(MASB) is an independent authority establisheddwedop and issue accounting and financial repotiagdards in
Malaysia. Seewww.masb.org.my/masbstd_smry.htm

%8 Interviews in Malaysia, 7-10 November 2005.

% The latest Auditor General’s Report for fiscal 8804 is available at:
www.audit.gov.my/EnglishBBPReport04.pdf

% Specified conditions include: if the official rgsis, becomes of unsound mind or incapable of aegryut his
duties, becomes bankrupt, is convicted by a couthw of any offence involving dishonesty, is gyilbf serious
misconduct in relation to his duties, is absentégt on leave granted by the minister of financejnfall meetings
of the board held during two consecutive monthdwing any three months in any period of twelve thenor fails
to disclose to the Board a potential situation ohftict of interests and did not abstain from defditing and
deciding on a matter in which he is interested.

81 www.bnm.gov.my/index.php?ch=148&pg=17
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