BANK NEGARA MALAYSIA
CENTRAL BANK OF MALAYSIA

Annual Report







Statutory
Requirements

In accordance with section 13 of

the Central Bank of Malaysia Act
2009, Bank Negara Malaysia hereby
publishes and has transmitted to
the Minister of Finance a copy of this
Annual Report 2019 together with a
copy of its Financial Statements for
the year ended 31 December 2019,
which have been examined and
certified by the Auditor-General. The
Financial Statements will also be
published in the Gazette.

CENTRAL BANK OF MALAYSIA

@ BANK NEGARA MALAYSIA

For the purposes of section 115 of the
Development Financial Institutions
Act 2002, the annual report on the
administration of the Development
Financial Institutions Act 2002

and other related matters for the
year ended 31 December 2019 is
incorporated in this Annual Report.

Aozt

Nor Shamsiah Yunus
Chairman
Board of Directors
31 March 2020



Contents

Foreword

Our Role

8

12
19
24
33
36
39
41
43
49
54

Promoting Monetary Stability
Promoting Financial Stability
Feature Article: Climate Change Risks and Opportunities: Respond, Not React
Promoting a Progressive and Inclusive Financial System
Feature Article: Transforming the Economy and Society through Islamic Finance
Feature Article: Unlocking the Potential of Innovation: Preparing for a Digital Future
Feature Article: Improving the Motor Claims Process
Feature Article: Managing Medical Claims Inflation
Promoting Safe and Efficient Payment and Remittance Systems
Issuing Currency
Maintaining Financial Integrity

Managing the Bank

61
65
69
73
76

People
Risk Management and Internal Controls
International Engagements
Engaging Malaysians
Feature Article: BNM Volunteers

Governance

81

Board of Directors, Senior Management and Statutory Committees of the Bank

Our Finances

103 Statement of Financial Position as at 31 December 2019

104 Income Statement for the Year Ended 31 December 2019

105 Notes to the Financial Statements for the Year Ended 31 December 2019




S |
X
y XL

X
b
3
X

A
i
v

v 4

__

h=






Foreword

The Bank continues to promote monetary stability and financial stability in the
face of an uncertain and challenging operating environment.

In 2019, economic growth remained subdued around the world, with investor confidence held back by trade
tensions and other geopolitical uncertainties. As a highly open economy, Malaysia was affected by these
developments - through muted demand for exports as well as greater cross-border capital flows. Domestically,
subdued sentiments, weakness in investment activity and supply disruptions also affected the economy.

Against this backdrop, the Bank sought to keep inflation low and predictable. We maintained interest rates
that were supportive of sustainable economic activity. As Malaysia’s flexible exchange rate policy helped
buffer against external shocks, we monitored the ringgit and took measures to avoid excessive volatility that
would disrupt trade and investments. The Bank also worked to make sure that the financial sector continued
to meet the needs of the economy effectively. We paid particular attention to strengthening governance and
controls in financial institutions, to ensure that they manage risks proactively while continuing to support
the financial needs of individuals and businesses. Together, these policies aimed to foster conditions for
individuals and businesses to thrive, whether through employment, entrepreneurship, investment or other
economic endeavours.



We dedicated time in 2019 to consider how best to position the Malaysian financial system to adapt to the

new realities it will have to face in the years ahead. In particular, we made important progress in identifying
priorities and kick-starting efforts in the areas of climate change and the digitalisation of finance. The Bank,
with the Securities Commission, established a Joint Committee on Climate Change which brings together
industry captains to build climate resilience in the Malaysian financial sector. Our shared efforts will equip the
financial sector to understand and respond appropriately to the financial risks posed by climate change. In turn,
this is intended to support Malaysia’s orderly transition to a low-carbon economy. As a start, we are building a
common language for financial institutions to identify and assess the climate risk implications within economic
activities. During the year, we also developed a framework for licensing and regulating digital banks. Through
this, we signalled our goal to facilitate innovation that will contribute to a more inclusive financial system. As
our society moves further into the digital age, our approach to regulation will continue to evolve to reflect a
progressive financial system while safeguarding financial stability.

While the global community had been expecting a challenging entry into the new decade, few would have
anticipated the nature and degree of the shocks we have seen in recent weeks. In light of these developments,
the Bank will be adjusting a number of priorities for the year ahead - sharpening our focus in certain areas, and
reducing our emphasis on other areas which can wait for a more suitable time. We will continue with monetary
policy that is accommodative of sustainable economic activity amid low inflation. The Bank will ensure that
there is enough liquidity in the system and work to avoid excessive volatility in the exchange rate. We will

also carry on our role to provide independent, professional advice to the Government on issues affecting

the economy. In the current environment, this will involve weighing in on strategies to help households and
businesses weather the economic shocks of COVID-19 and transition toward a stable recovery.

In our regulation and supervision of financial institutions, we will seek to reduce procyclicality: this means
making efforts to stimulate the economy to ‘flatten the curve’ of this downward business cycle, while ensuring
that risks are well-managed. In this regard, our immediate priority is for the financial sector to mitigate the
present shocks and help the economy stabilise. Financial institutions are well-positioned to do this, given their
large financial buffers built up over the years. This is what enabled the recently announced regulatory flexibility
for financial institutions and relief for their customers. The Bank will therefore maintain a clear line of sight

of the path to recovery and ensure that the financial system rebuilds its buffers in a timely manner, to bolster
its ability to provide support during any swings in economic conditions. As our current experience shows, it is
hard to predict what might happen next. In this regard, we will work closely with the industry to enhance its
resilience to financial and operational disruptions. Notwithstanding these changes, the Bank will remain active
in safeguarding the integrity of the financial system. We will continue to consult widely on the idea of a cash
transaction limit to curb the abuse of large payments by cash to fund corrupt and illegal activities.

Beyond priorities for the immediate term, the Bank plans to build on our efforts to position the Malaysian
financial system for future challenges and opportunities. We are working to develop the next blueprint for the
financial sector, which we aim to publish next year. In it, we will address the future path of regulation to support
the objectives of a sound, progressive and inclusive financial system going forward. This will include outlining
structural reforms to modernise the insurance, takaful and development financial institution sectors. We will
also identify initiatives to future-proof the country’s payment infrastructure as we encourage greater public
confidence and acceptance of e-payment and e-remittance services. With an advanced regulatory framework
already in place, Islamic finance is envisaged to play a more prominent role in the coming period, particularly
in its potential to apply Shariah principles to expand social finance and address market gaps in innovative
ways. Another important area will be readiness to deal with increasingly complex cybersecurity and technology
risks. Our overarching objective remains the same - to ensure that financial intermediation will continue to be
effective, serving as a catalyst for economic progress and a shock absorber in difficult times.



The period ahead will also see significant changes in public discourse, as technology continues to transform the
speed and style of communications. In the Bank, we have begun adopting a posture of greater transparency and
openness to adjust to these changes and meet the higher expectations of Malaysians. As you would be able to
tell, this year’s Annual Report takes a different approach. Our hope is that this new tone will help the public at
large have a better sense of our role as a central bank and what we have been doing to discharge our mandate.
Separately, we continue to communicate our technical assessments through the Economic and Monetary Review,
Financial Stability Review and Quarterly Bulletin. The Bank will also continue listening to a broad range of
stakeholders - from the financial industry, business sector, Government as well as the wider public — about risks
and opportunities in the immediate term as well as further along the horizon. This includes gleaning insights
through our economic liaison officers around the country and working closely with the civil service on matters
of common interest. We will also engage widely in the coming year as we develop the forthcoming financial
sector blueprint.

Last year, we commemorated the Bank’s 60 years of serving the nation. As an organisation, we are using this
occasion to reflect on our journey thus far and consider how to build on the success of the past as we move
into the new decade. In the coming year, we will continue to seek opportunities to work better as we discharge
our duty of care. This includes improving the way we hold ourselves accountable — within the Bank as well as
to the public - and fostering a culture that celebrates candour and collaboration in the organisation. This will
be important to support our long-standing commitment to integrity and excellence, particularly as we navigate
uncharted terrain. As we continue to refine our supervisory and surveillance capabilities, we will also enhance
our policy frameworks. One area of priority will be to develop a better understanding of interlinkages between
monetary policy, financial stability, capital flows and the exchange rate — particularly when markets are volatile.
The Bank will also work to improve internal processes, using technology sensibly and ensuring discipline in our
management of resources.

Although we are paying attention to frameworks and procedures, ultimately, the Bank serves its mandate
through the judgment and actions of our staff. Our people are our most important asset. In the coming year,

we will continue to make refinements to our people management philosophy to ensure that we bring out the
best in each individual. | wish to take this opportunity to express my sincere thanks to everyone in the Bank for
their dedication and hard work, especially in the past few weeks. | am also deeply grateful to the Board for their
guidance and oversight.

As | write this from my home, the world is going through a testing moment. As a nation, Malaysia has already
had to face a number of surprises this year. In all this, the Bank will remain steadfast in serving our mandate
with uncompromising standards of professionalism and integrity. | am confident that, with God’s help, we will
steer through our current challenges as we have done in the past.

Azt

Nor Shamsiah Yunus












Our Role

Bank Negara Malaysia is Malaysia’s central bank. Our principal objective is to
promote monetary stability and financial stability conducive to the sustainable
growth of the Malaysian economy. The Bank derives its mandate and powers
from the Central Bank of Malaysia Act 2009 and other laws that it administers’.

T Other key legislation includes the Financial Services Act 2013; Islamic
Financial Services Act 2013; Development Financial Institutions Act
2002; Anti-Money Laundering, Anti-Terrorism Financing and Proceeds
of Unlawful Activities Act 2001; Money Services Business Act 2011;
and the Currency Act 2020.

In our role to promote monetary stability, the Bank
formulates and conducts monetary policy to keep
inflation low and stable, while ensuring that it is
supportive of sustainable economic growth. We are
also mandated to promote an exchange rate regime
consistent with the fundamentals of the economy.

To promote financial stability, the Bank regulates
and supervises financial institutions to promote
their safety and soundness. We oversee money and
foreign exchange markets to promote their integrity
and orderly functioning. We also exercise oversight
over payment systems to foster safe, efficient and
reliable payment systems and payment instruments.
In addition, we regulate the conduct of financial
institutions and intermediaries in order to provide
appropriate protection to financial consumers.

The Bank plays a key role in promoting a progressive
and inclusive financial system. This takes into
account the changing needs of the Malaysian
economy and its people, and the central role

of finance in the nation’s economic and social
progress. Our pursuit to develop and deepen both
the conventional and Islamic financial system also
recognises that a well-developed financial system

is one that can help absorb shocks, and therefore
contributes to the country’s resilience.

The Bank carries out a number of other important
functions. These include issuing currency, and
holding and managing the country’s foreign reserves.
The Bank is also the financial adviser, banker and
financial agent of the Government. Together with
other government and law enforcement agencies, we
play a role in helping to prevent the criminal abuse of
financial services.

In all the Bank does, it does in the best interest of
the nation.
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Promoting
Monetary Stability

A key role of the Bank is to
Implement a monetary policy that
maintains a low and predictable pace
of increase in the prices of goods and
services, taking into consideration
existing economic developments.
Decisions on monetary policy are
made autonomously by the Monetary
Policy Committee (MPC), which

meets six times a year! The Bank
undertakes monetary operations to
Implement the decisions of the MPC.

Monetary policy in 2019

2019 was a challenging year. Globally, there

were unresolved trade tensions, a slowdown

in investments and trade activity, heightened
financial market volatility, country-specific risks
and geopolitical uncertainties. As a highly open
economy, the Malaysian economy was affected by
these global developments. In addition, weakness
in investment activity and supply disruptions in
the commodities sector also affected domestic
economic activity. Economic growth thus
expanded by 4.3% in 2019 (2018: 4.7%), driven by
private sector spending. In particular, household
spending was supported by continued income
and employment growth, as well as Government
measures. Meanwhile, price pressures were
subdued throughout the year. Headline inflation
averaged at 0.7% in 2019 (2018: 1.0%). The low
inflation was due mainly to policies on retail fuel

" More information on Malaysia’s monetary policy and the MPC can be
found in the ‘Governance’ section of this report.
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prices and festive price controls, as well as the
changes in consumption tax policy in 2018, which
resulted in lower price pressures.

At each meeting, the MPC decides on whether the
current level of the Overnight Policy Rate (OPR) -
the indicator of the monetary policy stance - is at
an appropriate level to safeguard price stability
while supporting economic activity. As the effect
of monetary policy takes at least two or three
quarters to be felt in the economy, the MPC, in
making its decisions, assesses and deliberates on
the outlook for both domestic economic growth
and inflation. Our staff facilitate this process by
presenting their surveillance analysis, simulation
results, research findings and forecasts to the
members. The MPC also takes into consideration
the risk that financial imbalances may pose to
the broader economy. In 2019, the MPC decided to
lower the OPR by 25 basis points at the May MPC
meeting. This brought the OPR to 3.00%, where

it remained for the rest of the year. The decision
to lower the OPR was made in view of providing

a conducive monetary environment for a steady
growth path amid price stability.?

Monetary operations are undertaken by ensuring
an appropriate level of liquidity is in the banking
system to influence the average overnight
interbank rate to remain around the OPR. This

in turn sets guidance for other interest rates in
the economy, so that monetary policy decisions
have the ultimate intended impact on economic
activity. We also use various instruments in

our monetary operations such as unsecured
borrowings and repos of various short-term
tenures to ensure there is sufficient liquidity

in the domestic financial markets to support
financial intermediation in the economy. One of
the monetary instruments is the Statutory Reserve

2 Greater detail on the analysis underpinning the MPC’s decisions can
be found on the BNM website in the Monetary Policy Statements, and
the BNM Quarterly Bulletins, and also Chapter One of the Economic
and Monetary Review 2019.



Requirement (SRR), which is an instrument to manage
liquidity typically when the excess liquidity in the
banking system is large and long-term in nature. In
November 2019, the SRR ratio was reduced from
3.50% to 3.00% to continue supporting the efficient
functioning of the domestic financial markets.

The ringgit exchange rate

The ringgit exchange rate plays an important

role in the economy, as it affects the price of our
exports, imports and level of foreign currency
debt. One of our roles is to maintain the efficient
and effective functioning of the foreign exchange
market. Malaysia maintains a flexible exchange
rate policy for ringgit. This flexibility in the ringgit
exchange rate has played an important role in
ensuring that the economy is able to withstand
external shocks. Nevertheless, as an open economy
that faces large cross-border capital flows, this
flexibility can at times lead to volatility in ringgit
movements, particularly when investor sentiments
are strongly affected by global developments. In
this regard, we continue to ensure that volatility
in the exchange rate is not excessive so as not to
disrupt domestic economic activity such as trade
and investments. This is achieved by providing
sufficient liquidity at all times in the domestic
foreign exchange market, including through our
two-way foreign exchange interventions.

Analysis and research

Throughout the year, the Bank continued to
strengthen analytical surveillance and research
including from our regional offices to support

the MPC in its monetary policy decisions. In

an environment of ongoing trade tensions, we
continually updated our initial assessment of

the impact of trade tensions on the global and
Malaysian economy.® To improve understanding
on inflation dynamics, we studied the relationship
between imported food inflation and the exchange
rate,* and how households form their inflation
expectations,® as well as enhanced indicators

3 Refer to the Second Quarter 2019 BNM Quarterly Bulletin box article
entitled ‘Unresolved Trade Disputes One Year On’ on the BNM website for
the analysis.

+ Refer to the Third Quarter 2019 BNM Quarterly Bulletin box article
entitled ‘Food Imports and the Exchange Rate: More Than Meets the Eye’
on the BNM website for the analysis.

° Refer to Bank Negara Malaysia’s Annual Report 2018 box article entitled
‘When the Future Starts Today: Inflation Expectations of Malaysian
Households' on the BNM website for the analysis.

for the measurement of underlying inflation in

the economy. Important insights were made in
understanding the trends and behaviour in bank
lending.® We also constructed internal capital
flows-at-risk and global growth-at-risk surveillance
tools, similar to that of the International Monetary
Fund (IMF). These tools aim to assess and quantify
the downside risks to future capital flows and
global growth, respectively.

We also conducted research on longer-term

and structural issues confronting the economy.
Research emphasis during the year was on ways
to reinvigorate private investments in the country.
This led to collaborative work with the World Bank
to improve the overall investment ecosystem

in Malaysia. Work focused on three key areas of
reform including establishing national investment
objectives, streamlining investment promotion
and investor services as well as improving the
efficiency of tax incentive administration. We also
provided advisory support to the Government

on reviewing national investment policy through
participation in key working groups such as for
the New Industrial Masterplan and for the Twelfth
Malaysia Plan (Rancangan Malaysia Kedua Belas,
RMKe-12). As a financial advisor to the Government,
we are a member of the Fiscal Policy Committee
(FPC) and Debt Management Committee (DMC),
providing input on strategies to strengthen the
country’s fiscal framework.

Communication and outreach

In 2019, the Bank intensified efforts to widen our
outreach on monetary and financial economics.
We hosted our sixth Monetary Policy Conference,
centred on the theme of current challenges facing
monetary policy. The conference, which brought
together representatives from central banks,
academia, and international policy institutions,
discussed the narrowing of monetary policy space,
distributional effects of monetary policy, and
whether new insights from other disciplines can
offer fresh perspectives to monetary policy.” The
keynote address was delivered by Professor Barry
Eichengreen who touched on the challenges of
macroeconomic stabilisation in an environment

6 Refer to the Third Quarter 2019 BNM Quarterly Bulletin box article
entitled ‘Banking on Banks: Are They Lending Enough?’ on the BNM
website for the analysis.

7 The Conference materials can be found on the BNM website.
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of low interest rates, and the spillovers from
central bank actions to fiscal and climate change
abatement policies.

The Tun Ismail Ali Chair, established by the Bank
at the University of Malaya in 2001 to enhance
expertise in monetary and financial economics,
organised public lectures and a research workshop
for academics, the private

sector and policymakers, and

issued research grants. This year

also brought about the second

installment of the Tun Ismail Ali

Challenge, where undergraduates

showcased their solutions to

address cost of living issues.

The three young
undergraduates who
emerged as champions in
the second Tun Ismail Ali
Challenge in 2019.

10 ANNUAL REPORT 2019

Assistant Governor
Marzunisham Omar
delivering his
presentation at the
Monetary Policy
Conference in 2019.

We strive to continue to communicate with the wider
public on monetary policy and economic analysis.
The Monetary Policy Statement provides the MPC's
assessment on the economic outlook and the
rationale behind the committee’s decisions.? The
Monthly Highlights provides monthly updates on
economic, monetary and financial developments.
Further in-depth economic analysis is published in

8 The Monetary Policy Statements can be found on the BNM website.



the Bank’s Quarterly Bulletins.’ For wider and easier
accessibility, we incorporate infographics in the
Bank’'s Annual Reports and Quarterly Bulletins, which
are also disseminated on social media platforms.

Going forward

With the world facing the outbreak of COVID-19,
the Bank will focus on managing the impact of
this unprecedented global health crisis on the
Malaysian economy. In this regard, the MPC will

° The Monthly Highlights and BNM Quarterly Bulletins can be found on

the BNM website.

7

continue to assess all relevant data as well as
economic and monetary developments in arriving
at the appropriate monetary policy response.
Monetary operations will continue to be directed
at ensuring sufficient liquidity in the foreign
exchange, bond and money markets to ensure
uninterrupted financial intermediation. We will also
continue to provide independent and professional
advice to the Government on appropriate

policy measures to see Malaysia through these
challenging times.
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\ Promoting

Financial Stability

The Bank is mandated to promote
financial stability conducive to the
sustainable growth of the economy.
We discharge this mandate by ensuring
that the financial system is resilient
throughout the economic cycle and

Is able to withstand shocks. This
iInvolves us promoting resilient and
well-managed financial institutions,
fostering safe and reliable clearing
and settlement systems, and ensuring
orderly financial markets. This in

turn enables financial activities to

be conducted in a safe, efficient

and effective manner, and allows
consumers to have confidence when
dealing with financial institutions.

Financial stability priorities
in 2019

The economic environment was challenging in

2019. Hence, our priority was to ensure that the
financial system continued to effectively support
the functioning of the economy. For this reason, our
regulatory agenda was focused on ensuring that
financial institutions are proactive in managing risks,
while also providing an environment that encourages
healthy competition and the development of
innovative products and services to meet the needs
of individuals and businesses. We also continued to
enhance our supervisory and surveillance systems
and processes to support the early identification and
management of risks to financial stability.

In 2019, the Financial Stability Committee met four
times to review financial stability developments.
While risks have increased in some areas, the
financial system remained resilient. This continued
to be firmly supported by strong capital buffers of
financial institutions and sound risk management
practices. Further details on the assessment of
current and potential risks to financial stability are
provided in the Financial Stability Review.

Financial Stability Committee

The Financial Stability Committee (FSC), chaired by the Governor, is a high-level internal committee of the Bank.
It is responsible for monitoring and taking actions to reduce or avert risks to financial stability stemming from

both system-wide and institutional developments.

The FSC reviews and decides on:

macroprudential policies to reduce or avert identified risks to the financial system;

significant supervisory responses to address risks in individual financial institutions regulated by the Bank;
actions to resolve a financial institution that has ceased, or is about to cease, to be viable; and
recommendations to the Financial Stability Executive Committee on the exercise of powers within its remit.

An important part of the FSC's role is to monitor the effectiveness of policies and actions taken, and ensure
they remain appropriate, taking into account risk developments.

12 ANNUAL REPORT 2019




Promoting Financial Stability /

The regulatory framework is effective and
responsive to risks, having regard to economic
and financial conditions

Supervisory and surveillance activities enable early

Financial
Stability

Outcomes

identification and mitigation of key risks facing individual
financial institutions and the financial system as a whole

Supervisory and enforcement actions are timely in
addressing risks, and serve as a credible deterrent against
non-compliances with laws and regulatory requirements

Robust recovery and resolution plans for financial
institutions are in place to support business recovery or the
orderly exit of financial institutions during periods of stress

Strong institutional arrangements exist to avert
risks to financial stability, and to respond and recover from a
financial crisis while minimising its impact on the economy

To communicate our financial stability assessments,
we publish the Financial Stability Review twice a year.
Regulatory developments are also captured in the
Quarterly Bulletins published by the Bank.

Regulatory activities

The Bank issues regulations to promote prudent
risk-taking by financial institutions. We also

strive to ensure fair treatment of consumers
through regulations that foster fair, responsible
and professional business conduct practices by
financial institutions. In achieving these outcomes,
we emphasise the role of the boards and senior
management of financial institutions in managing
risks effectively.

In 2019, we continued to ensure that our regulatory
framework remains consistent with international
standards and promotes the resilience of our
financial system. We also focused on strengthening
internal governance and controls within financial
institutions, and set standards to ensure the
effective management of technology and cyber
risks. As part of our continuing efforts to promote
ethical conduct and culture within the financial
industry, we also published standards on fair

treatment of financial consumers. Key policies
and consultative documents issued in 2019 are
highlighted in Diagram 1.

The Bank is committed to being open and
transparent in our policy making process. We
also adopt an evidence-based approach to

policy making. This involves us consulting widely
through a variety of channels prior to finalising
these policies. We also commit to periodically
review our regulations to ensure that they remain
effective in meeting the intended outcomes, and
are responsive to changing market conditions and
developments in international standards.

We continue to work closely with our international
counterparts in support of efforts to promote
global financial stability. In particular, the

Bank participates in a number of international
standard-setting bodies in the area of financial
stability. This provides an important avenue for
us to engage with the international community

on regulatory standards to ensure that they are
relevant and appropriate to the financial stability
risks that we manage. We are active participants
in the work of the Financial Stability Board, the
Basel Committee on Banking Supervision, the
International Association of Insurance Supervisors

ANNUAL REPORT 2019
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Diagram 1: Summary of key policies and consultative documents issued in 2019

Promoting alignment with
global standards

Strengthening
internal governance
and controls within
financial institutions

Key Policies
and

Consultative
Documents
Issued in
2019

Increasing focus on
conduct and culture

Net Stable Funding Ratio (NSFR)

The policy requires banking institutions to maintain stable funding sources
to support their assets to mitigate funding risk. It comes into force on 1 July
2020. The NSFR will be complemented by further guidance on sound
principles of liquidity risk management in 2020.

Responsibility Mapping

The exposure draft strengthens individual accountabilities of those holding
leadership positions in financial institutions to promote actions and
decisions that are consistent with good governance and sound risk
management.

Shariah Governance Framework

The policy aims to strengthen the effectiveness of Shariah governance and
promote greater integration of Shariah governance considerations into
enterprise-wide decisions and innovations in Islamic financial products
and services.

Takaful Operational Framework

The policy aims to safeguard the interest of takaful participants by
promoting greater efficiency in the management of takaful business and
prudent management of takaful funds.

Risk Management in Technology

The policy establishes requirements that financial institutions must meet to
ensure the effective management of IT and cyber risks, continued service
availability and resilience of critical business infrastructure against
emerging risks posed by evolving technologies.

Fair Treatment of Financial Consumers

The policy sets out standards to promote a culture where the interests of
financial consumers are at the heart of a financial institution’s business
strategies and operations, and financial consumers can have confidence that
they will be treated fairly when dealing with financial institutions.

(1A1S), the Committee on Payments and Market
Infrastructures, and the Islamic Financial
Services Board. Engagements with these bodies
enable us to benefit from and contribute to the
collective body of knowledge which informs our
regulatory responses.

Supervisory activities

Strong and effective supervision plays a critical
role in complementing our regulatory activities to
promote a resilient and sound financial system.
We adopt a risk-based and forward-looking
approach to supervision. This means directing our
focus and priorities on key risks facing financial
institutions and the financial system as a whole.
Our supervisory assessments draw on inputs
from a wide range of sources. This includes firm-
specific data, peer comparison and other relevant

factors that determine the risk profile of a financial

institution. We also assess the strength and
effectiveness of a financial institution’s control
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functions and its board and senior management.
In addition, we engage with external auditors, and
cooperate with other relevant regulators, such

as the Securities Commission Malaysia, to inform
our assessments.

In 2019, our supervisory activities continued

to focus on assessments of significant risks to
financial institutions and ensure that financial
institutions are effectively managing these
risks. Our supervisory activities also included
assessments of conduct practices of financial
institutions. This included targeted reviews of
the sales practices of financial institutions and
fairness of contract terms for generic retail
financial products.

During the year, we completed a review of the
financial condition, governance, risk management
and operating model of Lembaga Tabung Haji
(LTH). This follows the Government’s decision

to place LTH under the Bank’s administrative
supervision. As the Bank does not have formal



Enabling regulatory framework to realise the full potential of development financial
institutions

Development financial institutions (DFIs) continue to play an important role in supporting strategic economic
sectors and advancing Malaysia’s developmental and socio-economic objectives. In 2019, DFls approved
RM44.9 billion of financing (2018: RM32.3 billion), driven mainly by strong demand from the infrastructure and
agriculture sectors, and households. Importantly, more than 14,600 SMEs, including start-ups, benefitted from
RM3.8 billion of financing approved.

Building on the Bank’s review of the mandates of DFIs to ensure that their developmental objectives are

aligned with the nation’s economic strategies, we have started to apply greater differentiated regulatory and
supervisory approach for DFls, reflecting the nature, size, complexity, and specific roles and mandates of each
DFI. This is important to minimise market distortions and ensure that our framework remains appropriate to the
specific risk profiles of individual DFIs. In 2019, our policy focus for DFIs was steered towards nurturing a culture
of developmental impact, innovation as well as greater accountability and transparency. Key policies and
consultative documents issued specifically for DFIs are highlighted below.

Corporate Governance

The policy aims to strengthen DFIs’ corporate governance practices through
heightened expectations on the board and senior management to foster a
sound risk culture. It also improves disclosures by DFIs on their mandate and
performance measurement framework.

Financial Reporting

Corporate Strategic Plan

The exposure draft aims to promote greater transparency on DFIs’ performance,
in particular their achievements in meeting developmental mandates and their
effectiveness in mobilising government funds/schemes.

The exposure draft focuses on the development of robust and forward-looking
corporate strategies that are aligned to DFIs’ developmental mandates,
supported by sound risk management practices to ensure their long-term

sustainability. This includes expectations to measure their success through an
enhanced performance measurement framework.

supervisory powers over LTH, we have submitted
our assessment and recommendations to the
Government and the Board of LTH.

We continued to enhance and modernise

our supervisory tools and approaches. This
included automating our supervisory reporting
infrastructure, leveraging enhanced analytics tools
and implementing more integrated surveillance
systems to strengthen our supervisory process.
We also expanded our supervisory assessments to
better understand how culture drives risk-taking
behaviour in financial institutions.

A number of international financial institutions
operate in Malaysia. Likewise, a number of our
financial groups have enlarged their regional
footprint in recent years. For this reason,

we cooperate closely with our international
counterparts in the area of supervision. In 2019, we
participated in six supervisory colleges' and one
bilateral meeting as host supervisor, and hosted
one supervisory college for a Malaysian financial
institution with international operations. These
engagements, which review the economic and
financial conditions in the home and host countries
as well as key supervisory issues, provided
important input to our supervisory assessments.
To date, the Bank has signed six Memoranda of
Understanding (MoUs) with foreign supervisory
authorities in line with our commitment to
cooperate and coordinate with foreign supervisory

" Supervisory college is a forum for supervisory authorities of financial
groups with cross-border operations to exchange information and
coordinate supervisory activities.
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\ Promoting Financial Stability

authorities to exchange information, facilitate
on-site supervision and combat financial crimes.
We are also a signatory to the IAIS Multilateral MoU,
which facilitates our cooperation with insurance
supervisors globally on information exchange and
supervision of insurance companies.

During the year, we worked with Perbadanan Insurans
Deposit Malaysia to further develop the domestic
recovery and resolution planning framework for
Malaysia. The framework on recovery planning

sets out our expectations for financial institutions

to be well prepared to execute plans to recover

from financial losses under periods of stress. We
have issued an exposure draft, initially addressing
requirements for banking institutions, for feedback.
This will subsequently be extended to insurers and
takaful operators. We expect this planning process to
be iterative, with close engagements with the financial
institutions to draw up robust plans.

Supervisory and enforcement
actions

In promoting sound and well-managed financial
institutions, we take supervisory actions at an
early stage to secure the commitment of financial
institutions to rectify weaknesses in governance,
compliance and risk management (Chart 1). These
may include requiring financial institutions to
implement corrective measures, strengthen the
board or senior management, or significantly
increase resources to undertake improvements in
systems and controls. These supervisory actions
continue to be an effective way to deliver positive

Chart 1: Proportion of supervisory and enforcement
actions taken

2014 2015 2016 2017 2018 2019

B enforcement [l Supervisory

Source: Bank Negara Malaysia

and sustainable improvements in the risk and
compliance culture of financial institutions.

In addition to supervisory actions, we also pursue
formal enforcement actions in response to serious
failures by financial institutions to meet regulatory
standards, or to punish unlawful activities that
can create risks to the public or the integrity of
the financial system. During the year, we reviewed
34 cases of breaches of our laws and regulations,
including those committed by individuals and
entities not regulated by the Bank (Charts 2 and 3).
Criminal compounds amounting to RM3.45 million
and administrative monetary penalties of RM0.9

million were imposed by the Bank. In 2019, we started

publishing details of individual enforcement actions
on our website.

Chart 2: Number of cases by nature of offences

Anti-Money
Illegal Money Laundering &
Services Business Countering
(MSB) Financing of
Operators Terrorism
(9) (AML/CFT)
Requirements
(12)
Licensed MSB
(Fit & Proper Prudential

Requirement) Requirements
0] U}
Foreign Exchange
Requirements

(11)

Source: Bank Negara Malaysia

Chart 3: Number of cases by type of institutions

Others*

(15)

Commercial
Banks

(1)

Islamic Banks
)
Insurance
Money Services Companies
Business 3)
Operators (4)

* Individuals and entities not regulated by the Bank

Source: Bank Negara Malaysia

16 ANNUAL REPORT 2019



We also initiated 33 new investigations and brought
33 charges against entities and individuals that we
do not regulate. These charges were for offences
relating to illegal money services businesses, illegal
deposit taking and money laundering. During the
year, we secured 43 convictions, including those
relating to charges initiated in prior years. These
convictions have resulted in criminal penalties
amounting to RM1.5 billion.

Consumer empowerment

The Bank strives to ensure that financial institutions
are fair, responsible and professional in dealing
with consumers. In addition to our regulatory and
supervisory activities over the conduct of financial
institutions to ensure that consumers are treated
fairly, we also seek to empower consumers by
raising the standards of financial literacy. This
involves equipping individuals with the necessary
knowledge and skills on financial management.

In July 2019, we launched the National Strategy

for Financial Literacy 2019-2023, a five-year plan
jointly developed by the Bank and a few government
agencies, to elevate the financial literacy and well-
being of Malaysians. The strategy sets out priorities
and actionable plans to equip Malaysians with the
knowledge to make informed financial decisions,
and promote responsible financial management
(Diagram 2). The implementation of the strategy is
driven and supported by the Financial Education
Network?.

In empowering consumers, we develop and promote
effective avenues for consumers to resolve their
complaints and disputes with financial institutions.
As the first port of call for consumers, we require
all financial institutions to have effective and
accessible complaints management processes

and procedures. We review these arrangements to
ensure that financial institutions manage complaints
with adequate oversight, independence and
professional care. Over the years, we have observed
significant improvements in financial institutions’
responsiveness to consumer complaints. This has
led to a larger share of complaints that are resolved

2 Members of the Financial Education Network include the Ministry of
Education Malaysia, Bank Negara Malaysia, Securities Commission
Malaysia, Employees Provident Fund, Agensi Kaunseling dan
Pengurusan Kredit, Perbadanan Insurans Deposit Malaysia and
Permodalan Nasional Berhad.

by financial institutions themselves, and fewer
complaints handled by the Bank.

The Ombudsman for Financial Services (OFS),
formerly known as the Financial Mediation Bureau,
serves as an additional channel for consumers

to seek alternative advice and pursue redress.

An independent review was conducted on the
operations of OFS in 2019 to assess its effectiveness.
Overall, the review concluded that the OFS has been
effective in rendering independent and impartial
resolutions to disputes and claims made against
financial institutions. Several recommendations were
made to make the OFS’s services more accessible to
consumers and to further improve the turnaround
time for resolving disputes. These recommendations
are being considered by the OFS.

The Bank also plays a role in supporting consumers
and SMEs through BNMLINK, our customer service
centre. Among others, BNMLINK provides information
and assistance to the general public on their rights
and obligations. BNMLINK also assists the public with
complaints against financial institutions.

In 2019, OFS received 1,047 cases (2018: 761) while
BNMLINK handled 5,332 complaints (2018: 5,704).

Going forward

In 2020, the Bank will focus on monitoring and
detecting potential stresses in the financial system
to enable prompt actions to address any risks to
financial stability. Regulatory and supervisory
priorities will also be re-focused on ensuring the
financial system is strong, and able to support

the financial needs of the economy during these
challenging times. This involves us calibrating our
regulatory and supervisory approach to address
material risks in the financial system, while reducing
compliance burdens to allow financial institutions
to focus their efforts and resources on proactively
managing risks and supporting their customers. The
Bank will also focus on reinforcing the resilience

of the financial system by ensuring that financial
institutions take timely actions to rebuild their
buffers as the economy recovers.
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Diagram 2: National Strategy for Financial Literacy 2019-2023: Strategic Priorities and Action Plans

[ ]
FINANCIAL
EDUCATION
NETWORK
*

Strategic Priority 1: Nurture values from young

« Expand financial education fundamentals into the curriculum for pre-school, primary and secondary schools
« Reinforce financial education through co-curriculum activities

« Introduce capacity development and support for teachers

« Encourage financial education advocates among students, parental groups and the community

Strategic Priority 2: Increase access to financial management information, tools and resources

» Make basic financial education information easily understood, available and accessible to all
* Heighten awareness and intensify financial education initiatives through nationwide outreach
campaigns

Strategic Priority 3: Inculcate positive behaviour among targeted groups

« Impart financial knowledge to promote positive financial behaviour among the youth

« Encourage financial education at the workplace to promote financial resilience, which will have positive impact on
employees' productivity

« Foster good money management practices through community-based financial education

« Equip the self-employed with financial knowledge to encourage self and business sustainability

Strategic Priority 4: Boost long term financial and retirement planning

« Promote use of innovative guides and tools to improve long-term financial planning

- Create awareness and promote the benefits of seeking professional advice on financial planning
« Promote voluntary savings channels and platforms to encourage income diversification

« Educate Malaysians to make long-term financial plans for retirement

Strategic Priority 5: Building and safeguarding wealth

« Promote better understanding of risks and returns to build wealth

- Improve awareness on the innovation of financial products and services and its implications
« Raise awareness on financial scams and fraud

« Develop and publish materials relating to sophisticated financial products and services

Source: Malaysia National Strategy for Financial Literacy 2019-2023
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Climate Change Risks and Opportunities: Respond, Not React

Climate change poses real risks to the economy

Climate change poses significant and growing risks to our collective future. Rising sea-levels, floods and
droughts have displaced people from their homes, disrupted commerce and threatened natural resources
and the livelihoods of many. Malaysia too, is not spared from the physical and transition risks arising from
climate change.

The growing intensity and frequency of climate-related events are increasing physical and liability risks to
our economy. In the last two decades, we experienced more than 50 natural disasters, affecting more than
three million people through displacements, injury and death. The increasing severity and frequency of major
floods and dry spells have severely affected livelihoods - particularly those in the agriculture sector. Between
1998 and 2018, the Malaysian economy sustained a total damage of approximately RM8 billion due to these
events (Chart 1).

Chart 1: Impact of climate-related events on Malaysia

Impact on Malaysia
( in numbers \

5 O 3 I l
natural disaster events over people affected
the past 20 years, accounting (incl. displacement,
for RM8 bil of total damage injury and death)
decline in earnings decline in growth in
of fishermen in the the agriculture sector
east coast in 4Q 2019
14.2% 11.7%
of GDP (agriculture and of FIs" exposures to sectors
mining sectors) are potentially exposed to climate
susceptible to output loss change?

4

1 Refer to banks, insurers and takaful operators

2 Including construction, oil and gas, utilities, transport, automotive
manufacturing, rubber and plastics manufacturing, and primary
agriculture sectors

Source: Zurairi, A.R. (2018); Yaacob, 0. & Chau, Q.P. (2005),
Bank Negara Malaysia estimates

The journey to a greener future also poses immediate transition risks to an array of jobs and industries. If not
managed well, policy, technology and market changes can affect asset valuations and significantly increase
business risks in industries such as the coal, oil and gas and energy industries. This in turn could lead to sudden
and material losses in the investments held or loans extended by financial institutions in these industries, thus
exposing them to risks of capital and balance sheet erosion.
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Diagram 1: Impact of physical, transition and liability risks on the financial system

Climate-related risk

_

Physical risk

- Property damage, poor harvest, lower
productivity and trade disruption due to
extreme weather events & change in climate
- Adverse effects on asset value & credit

worthiness

O%

Transition risk

+ Pace, magnitude and method of adjustment
towards lower-carbon economy (including
changes in policies, technologies, consumer/
investor preferences, trading partners)

- Results in stranded assets' & reduced
profitability

.

Impact to financial system

-
Liability risk

- Compensation of parties who suffered loss
due to climate change
- Higher compensation costs for losses

related to climate change

« Legal cost and claims incurred for the failure
to consider or respond to impacts of climate
change

- Stakeholder litigation

- Regulatory enforcement

Credit & insurance/protection loss

+ Losses & impairment of retail, residential and
corporate loans
- Devaluation of residential & commercial
properties
- Rise in claims/benefit payouts
- Lower household and business wealth

R

Financial market loss

- Lower corporate profitability & increased
litigation leading to fair value loss due to
devaluation of equities, bonds &
commodities

1 Stranded assets are assets that suffer from unanticipated or premature write-downs

T

=
o
S
Feedback loop

- Financial contagion (market losses & credit
tightening) feeding back to the economy

- Wider economic deterioration (lower demand,
productivity & output) impacting the financial
system

Source: The Central Banks and Supervisors Network for Greening the Financial System (NGFS) 15t Comprehensive Report

Climate risks are also felt in the economy and financial system

Climate change and its effects therefore matter to the economy and the financial system. Banks, insurance and
takaful operators are exposed to liability risks, asset impairment, and rising claims (Diagram 1). With about
11.7% of their assets in sectors potentially exposed to climate change (Chart 2), it is important that Malaysian
financial institutions treat climate risk like any other financial risk which has the potential to affect their
profitability and balance sheets that in turn may affect the ability of financial institutions in raising funds. If
not dealt with adequately, climate change can also pose a systemic risk. Collectively, these could lead to a
contraction in important financial activities that support the economy.

Significant or persistent climate events can also directly affect overall growth. A recent example is the
prolonged drought last year which led to supply disruptions in palm oil production and had a visible impact
on the growth of the Malaysian economy particularly in the fourth quarter of 2019. A decline in the national
and international supply of commodities or food products caused by weather-related events can also lead to

inflationary pressures.

For these reasons, climate change has direct relevance to the Bank’s mandate to preserve monetary and
financial stability in several ways (Diagram 2).
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Chart 2: Exposures of Malaysian financial institutions in sectors potentially exposed to climate change

10.3% of total assets of banks are

24.4% of total assets of insurance

89.7% potentially exposed to climate change 75.6% Companies s i i] Y ERIBEIRE
potentially exposed to climate change
10.3%"._ "o
.. Oiland gas, 0.4% N
J Construction,

N

v Utilities, 1.3% 12.3%

— Oiland gas,

Potential exposure
0.1%

to climate change
as a percentage of
total assets

Potential exposure
to climate change
as a percentage of

total assets

Construction, —
4.5%

— Transport, 1.6%

Primary
agriculture, 0.6% —
Rubber and plastics

Automotive " o =

>~ manufacturing, manufacturlzﬁ,tg;r(])gt/;ve/
0
N\ L manufacturing, 0.3% AN Utilities
| Rubber and 8.6%
. plastics Transport, 2.5%
Primary — manufacturing,
agriculture, 0.9%

1.3%

Total combined exposures = 11.7%
Preliminary data as at November 2019
Construction includes civil engineering, infrastructures, residential & non-residential; utilities include power & water; transport includes land, water

& air transports; primary agriculture includes mainly palm oil.
Note: Exposures based on existing reporting requirements and may be refined once green taxonomy is developed.

Source: Bank Negara Malaysia estimates

Responding to climate risks - and opportunities

As part of efforts to build climate resilience among financial institutions, we are taking steps to systematically
identify and quantify climate risk exposures. In December 2019, we issued the Climate Change and Principle-
based Taxonomy Discussion Paper to solicit feedback on the classification of assets associated with fund
raising, lending and investment activities in a consistent manner, based on their exposure to climate risk. This
aims to address the absence of agreed common definitions and data nationally to enable the quantification of
climate risk impacts on individual financial institutions and the broader financial system. The implementation
of the taxonomy is key to support informed decisions and analysis of exposures in the financial system.

With better data and insights into climate-related risks, the taxonomy is also expected to increase financial
flows to activities that will support the transition to a low-carbon and climate resilient economy. A number of
banks currently already offer preferential rates or discounts for the financing of sustainable projects in areas
such as green manufacturing and clean and renewable energy. Sustainability-linked financing is also available
to assist transition of corporate borrowers to become more sustainable, where those that achieve their
sustainability performance targets would benefit from favourable interest or profit rates in the form of rebates.
The taxonomy will enable financial institutions to identify and expand similar opportunities, and to do so more
confidently on a well-informed basis.

While we expect to see a system-wide response to tackle the climate challenge, we also recognise that Islamic
financial institutions are well-positioned to provide leadership in this area. This is given Shariah underpinnings
which call on Islamic financial institutions to adopt practices that generate a positive and sustainable impact to
the economy, community and environment. In assessing the impact of their financing and investment decisions,
the Value-based Intermediation Financing and Investment Impact Assessment Framework (VBIAF) issued in
2019 provides broad guidance to Islamic financial institutions on the development of an impact-based risk
management framework which extends traditional risk management approaches to capture environmental
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Diagram 2: Climate change and the Bank’s function

Q|
O

3

Monetary policy
» Adverse effects of climate change can impact growth and inflation with
implications on monetary policy settings

Managing financial stability

» Adverse effects of climate change on banks’ and insurers’ assets and liabilities call
for appropriate regulation and supervision to ensure that financial institutions are
adequately measuring, mitigating and buffered against climate risks

» Economic impact of climate-related events on highly leveraged businesses and
households can increase financial stability risks. Weakened private sector financials
can also exert pressures on government revenue and balance sheet, thus impacti
fiscal resilience

vV

- Climate change can affect lower income households living in rural areas
disproportionately, increasing the need for financial institutions to offer
meaningful financial solutions that can help households to better cope with
climate-related events

- Transition to a low-carbon economy can lead to potential financial exclusion of
certain sectors

Financial adviser to the Government
+ Strengthened analysis and research on the economic development and fiscal
implications of climate change is critical to inform climate mitigation and
adaptation policies of the Government and reduce transition and physical risks

Corporate citizen of the country
* Increasing expectations by shareholders and stakeholders for the Bank to lead by
example through sustainability practices in its operations, i.e. integrate
sustainability considerations into investment decisions and operate as an
organisation with low-carbon footprint

aval VvV L V.

and social impacts’. The industry, with support of the Bank is now finalising sectoral guidance documents on
implementation of impact-based risk management that will focus on the efficient energy, renewable energy and
palm oil sectors. To date, Islamic financial institutions are starting to offer products and solutions aligned with
sustainable finance, such as preferential financing rates for hybrid vehicles and green-certified properties. Both
Islamic and conventional financial institutions are also assisting oil palm smallholders to obtain the Malaysian
Sustainable Palm Oil (MSPO) Certification.

In parallel, we are directing efforts towards developing research, tools and frameworks to assess climate-
related risks to financial stability. Work is underway to develop an analytical framework to size the impact
of climate change on the financial system and economy. We are also working closely with other regulators
and institutional investors to encourage disclosure practices to improve transparency on how climate risk
considerations are integrated into business decisions of financial institutions. Climate-related issues are also

" For further information, refer to BNM Annual Report 2019 Chapter titled ‘Promoting & Inclusive Financial System: Encouraging Diverse and
Sustainable Financial Product Offerings’.

ANNUAL REPORT 2019




being more actively discussed in our supervisory engagements with licensed financial institutions to better
understand how financial institutions are managing these risks.

Partnering with others

Climate risks are complex, with many moving parts. The Bank therefore partners with the Government, industry
and other domestic regulators in responding to climate risk. In September 2019, the Bank and Securities
Commission Malaysia established the Joint Committee on Climate Change (JC3) to drive and coordinate the
financial industry’s collective response to climate risks. The objectives of the JC3 are to: (i) build capacity
through the sharing of knowledge, expertise and best practices in assessing and managing climate-related risk;
(ii) identify issues, challenges and priorities facing the financial sector in managing the transition towards a
low-carbon economy; (iii) facilitate coordinated responses to challenges and issues; and (iv) support financial
institutions’ integration of climate risk considerations in their business operations. Its members and observers
include representatives from across the financial sector, key Government agencies and institutional
investors (Diagram 3).

Diagram 3: Joint Commitee on Climate Change (JC3)

Co-chair:

| Securities Commission Malaysia

. . . Sub - Committee 4:
Sub - Committee 1: Sub - Committee 2: Sub - Committee 3:
N . . Engagement and
Risk Management Governance and Disclosure Product and Innovation 5 o
Capacity Building

« Facilitate development of « Assess financial institutions’ « Undertake studies to « Establish connections with
climate-related prudential current governance and identify key impediments non-financial services
standards and risk disclosure practices and gaps for demand and sectors, their key
management policy pertaining to climate change supply of green financing, institutions and agencies to

- Establish data repository on - Promote the adoption of investment and protection increase climate risk
financial sector’s exposure Recommendations of the solutions to facilitate an SERESS
to climate-related risks Task Force on orderly transition to a - Implement capacity building

« Establish collaborative Climate-related Financial low-carbon economy strategies and initiatives to
efforts between Disclosures (TCFD) * Explore intermediation ypskill ﬁr!ancia'l institutions
sub-committee members in + Recommend strategies, structures that embed in managing climate-related
identifying climate-related initiatives and relevant best consideration for and transition-related risks
issues and risks facing the practices for financial climate-related risks and and opportunities
financial sector (e.g. sharing institutions financial solutions - Pursue collective
of knowledge, expertise and * Explore measures to engagements with key
best practices) increase supply of financing stakeholders on climate and

and protection solutions transition initiatives

that support climate risk
mitigation and adaptation

The Bank is also part of the Malaysian Green Financing Taskforce, which is chaired by Securities Commission
Malaysia to spur private sector financing in the renewable energy sector. We continue to engage with the
relevant ministries and agencies to promote alignment between the Government and financial sector responses
to climate risk.

On the international front, we became a member of the Central Banks and Supervisors Network for Greening
the Financial System (NGFS) in October 2018. The NGFS membership comprises 55 other central banks and
supervisors both from the advanced and emerging economies. The network enables us to tap into a deep pool
of knowledge and experience on climate and environment-related risks and share best practices to support
our response to climate risks and opportunities. We actively contribute to the work of the NGFS, including by
lending an important developing economy perspective to its deliberations and publications.
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Promoting a

Progressive and Inclusive

Financial System

The Bank is committed to promoting
a progressive and inclusive financial
system, one that will allocate
financial resources effectively and
efficiently to meet the needs of
Malaysia's economy and its people.
In 2019, our efforts to develop the financial sector
were dedicated to recalibrating regulations to
cater for new innovative realities, deepening
financial markets and encouraging sustainable

and inclusive offerings. We continued to focus

our efforts on uplifting financial inclusion
among consumers.

Diagram 1: Development efforts in 2019

Enabling the digitalisation of
financial services

The digitalisation of finance has the potential to
improve the way financial services is delivered to
consumers. For individuals and businesses alike,
this may mean easier, faster and cheaper ways to
access services and manage their finances. To realise
this potential, the Bank strives to ensure that our
regulations do not prevent greater digitalisation in
the financial sector and at the same time, also serve
to ensure that financial institutions are effectively
managing the associated risks.

In 2019, we issued an exposure draft on the use of
electronic Know-Your-Customer (e-KYC) technology

Open an account with
financial institutions digitally

Receive financial advice
and improve eligibility for
financing

Experience customised and
seamless banking services
Households

Purchase affordable
insurance and takaful
products that cater to

consumer needs

Improve access to financing and
receive advice on alternative
solutions

Dedicated accelerator
programmes to build capacity
of early-stage startups

Obtain advice and
assistance to restructure

Busin c A
usinesses financing obligations

Better manage foreign exchange

exposures through the enhanced
dynamic hedging programme and
further liberalisation measures

Extended maximum repo tenor
and wider range of repo securities

Financial market
participants
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Diagram 2: Schematic flow of bank account opening through e-KYC
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for individual account openings in the financial
sector. Adoption of e-KYC allows customers to open
accounts digitally, without the need to present
themselves at physical branches. For financial
institutions, e-KYC lowers the cost and time taken
to on-board new customers. This reduced friction
can help increase the uptake of services in addition
to promising greater customer convenience. An
illustration of the potential customer journey
through e-KYC is provided in Diagram 2. While
proposing to allow for the use of e-KYC, the exposure
draft also sets out a number of requirements to
ensure that e-KYC is secure and effective.

During the year, the Bank also announced plans to
license digital banks. The licensing of new players
with innovative business models is expected to
serve the economy and contribute to the well-being
of Malaysians. Digital banks can play an important
role in encouraging meaningful access to financial
services and the responsible usage of suitable and
affordable solutions by financial consumers. For this
purpose, we issued an exposure draft setting out

our proposed approach to licensing digital banks.
The proposed licensing approach is designed to
facilitate the growth of digital banking models in a
safe and sustainable manner, while addressing unmet
customer needs, particularly those of underserved
and unserved segments. The Bank has also published
details of a simplified regulatory framework that

will apply to new entrants during their initial years
of operations. This is intended to reduce barriers
to entry while allowing a reasonable time frame for
digital banks to achieve compliance with equivalent
rules applied to existing licensed banks.

The financing of trade has traditionally involved
lengthy processes and paperwork. In 2019, a joint
working group with nine banks developed a solution
to digitalise trade finance. In the first phase, we
developed a proof-of-concept, Spyder, at the Bank'’s
innovation lab. Spyder is a distributed ledger
technology (DLT)-based solution which allows banks
to securely share invoice information with each other.
It helps reduce fraud and errors in the trade finance
process. For businesses, this also promises a more
seamless trade finance experience. In November 2019,
we concluded the testing phase of Spyder. Moving
forward, the joint working group will build on this
solution to integrate third parties along the supply
chain such as shipping companies, customs, insurers
and takaful operators for a more comprehensive end-
to-end trade finance process.

To promote a more comprehensive ecosystem

for trade finance facilitation, we issued a policy
document on Trade Credit Insurance (TCI) and
Trade Credit Takaful (TCT) in May 2019. The offering
of TCl and TCT complements traditional bank-
intermediated trade finance solutions — such as
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Diagram 3: Snapshot of Spyder

Objectives

« Detect duplication of invoice
financing among member banks

« Develop understanding of
DLT including its capabilities

* Measure impact of the DLT platform and
recommend improvements for transition

Overview

* Built using DLT for greater
transparency and security
+ Scope of initial testing phase:
- Limited to borrowers in the Klang
Valley
- Tested over 12 weeks (September
2019 - November 2019)

P

Execution

* Led by industry
- Regular engagements between
member banks to understand use
cases and resolve technical issues

@

Features

Spyder

to the next phases

, Transparency

« Data stored is verified and
cross-checked between banks

+ Record can be updated in real-time
(no delay)

Security

+ Data is only shared on a
“need-to-know” basis to protect
data privacy

« The relevant data is distributed to
all parties for more secure storage

o

Test results

>290,000

Invoices submitted

1,700

Duplicate invoices detected

letters of credit - and opens up an additional avenue
for businesses to protect themselves against the risk
of non-payment of goods and services by buyers. It
also empowers businesses to better manage country
risk, thus opening up access to new markets.

Recent years have also seen greater use of
technology in financial markets. In particular, the
electronification of financial markets promises
greater efficiency and transparency in the
intermediation and price discovery process. In an
effort to support this development in Malaysia,

we published a framework for Electronic Trading
Platforms (ETP) in November 2019. The framework
sets out our expectations on the controls and
governance for registered ETP operators in
Malaysia, aimed at ensuring market integrity and
orderly conditions are preserved. This includes
requirements to ensure that ETP operators, among
others, protect the confidentiality of customer and
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trading data, and that they manage the technology
risks of the platforms.

We continue to intensify our engagements with
industry and other stakeholders in driving the
digitalisation agenda forward. In June 2019, we
hosted MyFintech Week and the Financial Industry
Conference, which saw over 2,000 speakers and
participants in attendance engaged in conversations
on what is shaping the future of finance in Malaysia.
While MyFintech Week and the Financial Industry
Conference featured sessions that cut across a range
of areas and issues, the digitalisation of finance

was a prominent theme. The event also showcased
various innovative financial solutions, including
those developed by the 16 Malaysian startups that
participated in the accelerator programmes held in
conjunction with the event. Key highlights from the
event, including the solutions showcased are further
detailed in Diagram 4.
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Diagram 4: MyFintech Week and Financial Industry Conference 2019

Key targets
achieved 01

between participants

finance in Malaysia

Startup 02

development

vulnerable groups

Insights
identified

+ A diverse composition of participants (e.g. financial institutions, fintech
firms, regulators, think tanks, government agencies and multilateral
organisations), which have provided valuable perspectives on the future of

« Rigorous design thinking and masterclasses during these programmes to develop
16 fintech solutions which include:
- Usage-based microinsurance to provide affordable coverage
- Digital wagf management platform to enhance social contribution mechanisms
- Personal financial management application to enhance the financial health of

« Common insights across these sessions include:
- Strategies encompassing both digital and physical elements will ensure
more inclusive finance
- Organisational culture is the first line of defence in promoting
institutional resilience
- Partnerships are likely to become a more prominent business model in the future

+ 60 innovative solutions exhibited by financial institutions, fintech firms and
other technology companies

* More than 500 formal business leads generated through smart networking

- Two accelerator programmes held in collaboration with United Nations Capital
Development Fund and 1337 Ventures

Q
;I

« Insights gained from a wide range of interactive sessions such as panel
discussions, masterclasses and workshops help set the tone for the industry and
shape future strategies

@

Encouraging diverse and
sustainable financial product
offerings

A progressive financial system must be responsive
to the changing needs of individuals and
businesses. This means a financial system that
provides a broad range of suitable financial
offerings to meet these needs. New offerings should
not only create economic value, but also contribute
to a positive environmental and social impact.

An important area of focus during the year was
working with the insurance and takaful sector to
develop proposals for the next phase of Motor
and Fire Tariff reforms. The proposals will seek to
build on earlier measures to encourage greater
innovation and efficiency in the insurance/takaful
market, while providing incentives for individuals
and businesses to manage risks better. In 2019,
the industry introduced more than 200 new motor
and fire products to meet different protection
needs. Among others, these included the waiver of
compulsory excess for unnamed drivers, limited
special perils and daily coverage for e-hailing.
Greater pricing flexibility is necessary for the

industry to develop more innovative and customised
products, but we will also ensure that appropriate
safeguards are in place to preserve access to and
affordability of insurance/takaful products. We

also continue to work with relevant stakeholders to
address important structural issues to reduce the
time taken and risks of fraud in the processing of
claims. For further information, refer to BNM Annual
Report 2019 Feature Article titled ‘Improving the
Motor Claims Process’.

During the year, the industry, through the Medical
Cost Containment Task Force, commenced work to
study the causes of medical claims inflation and
possible remedial measures. The study will inform
future strategies to ensure healthcare services -
including medical and health insurance/takaful -
remain sustainable, accessible and affordable. If left
unaddressed, this issue will likely lead to increases in
premiums for all policyholders in the long run, making
medical insurance/takaful less affordable and out of
reach for many Malaysians. The BNM Annual Report
2019 Feature Article titled ‘Managing Medical Claims
Inflation’ attempts to assess the underlying factors
for claims inflation and explore ideas to promote the
sustainability of the medical and health insurance/
takaful segment.
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Promoting a Progressive and Inclusive Financial System

Value-based Intermediation (VBI)

VBI embraces the proposition of intermediation activities that have a clear and distinct focus on generating a
positive and sustainable impact to the economy, community and environment.

Community
empowerment

Entrepreneurial
mindset

Good self-governance

Best conduct

VALUE-BASED INTERMEDIATION

Key underpinning thrusts of VBI

Features of VBI are universally applicable across
the financial sector (both conventional and Islamic
financial players) -

- Higher overarching objective that emphasises
maximising positive value/impact and prevention
of negative impact on the economy, society and
environment

 Strong link to real economic activities and embedded
risk management feature (avoidance of speculative
and harmful activities)

* Holistic perspective in the pursuit of socio-economic
development

VBI accords equal emphasis to economic value creation and the upholding of ethical values. Business strategies
and performance are therefore evaluated and measured against broader considerations that extend beyond
commercial profits alone. Approaches to risk assessments also seek to better align lending and investment

decisions with sustainable business practices.

For example, a VBI-oriented bank may provide post-financing advisory services to complement its financing to a
corporate client in the agriculture sector. The post-financing advisory services could be on sustainable business
operations such as proper resource management for land irrigation and environmental restoration.

While the commitment to support sustainable
development is one that should be observed by all
financial institutions, Islamic financial institutions,
guided by their Shariah underpinnings, are
well-positioned to pioneer efforts to generate a positive
impact on the environment and community. For this
reason, the Value-based Intermediation (VBI) agenda
was launched in 2017 in an effort to reinforce the intent
of Shariah to promote good and prevent harm.

In November 2019, the Bank jointly issued with the
industry a VBl assessment framework setting out
guidance on impact-based factors that Islamic
financial institutions should consider when

providing financing and investment. These include
environmental, social and governance (ESG) factors.
With this framework, Islamic financial institutions
are encouraged to nurture their customers, investors
and other stakeholders to adopt more sustainable
practices. For example, when assessing any financing
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for construction projects, a customer would be
encouraged to satisfy sustainable infrastructure
ratings such as the Sustainable INFRASTAR issued

by the Construction Industry Development Board
Malaysia (CIDB). Such sustainable ratings serve as a
guiding tool for customers to demonstrate that their
infrastructure projects incorporate balanced ESG
considerations. While written with Islamic financial
institutions in mind, the guidance can also be
adopted by conventional players.

In the takaful sector, the Bank is working with the
industry to develop guidance for value-based takaful
applications. The Malaysian Takaful Association has
also taken the lead to align current takaful business
with the objectives of VBI. Several takaful operators
have begun identifying strategies that focus on
value and impact creation to address social inclusion
and the financial needs of certain segments. For
example, traditionally-excluded segments such as
people with disabilities (including mental illness)




can now obtain affordable protection which covers
accidental death, natural death, medical treatment
and hospitalisation allowance due to accident.

Deepening financial markets

The Bank also rolled out measures to further
deepen the Malaysian financial market and improve
market access.

The dynamic hedging programme was first
introduced in 2016 to provide an avenue for
investors to actively manage their foreign exchange
risk exposures onshore. The programme was
further enhanced in 2019 to cater to the different
growing needs of investors. To this end, we
opened up participation in the programme to trust
banks and global custodians. We also provided

the option for investors to enter into forward
contracts to buy ringgit beyond the current 25%
threshold upon approval by the Bank. These
revisions are set to improve investor experience
and contribute towards enhancing liquidity in the
domestic market. As at end-2019, there are 105
market participants registered in the programme,
managing a total of USD38 billion in assets.

In 2019, we also announced several measures

to liberalise foreign exchange administration
policies. The liberalisation aims to provide greater
flexibility for corporates, market participants and
investors to better manage their foreign exchange
risk exposures. These measures have benefitted
market participants and corporates, particularly
small and medium enterprises (SMEs) involved in
global supply chains. Since the liberalisation, an
estimated 1,200 SMEs have utilised the flexibility to
settle domestic trade activities in foreign currency,
with total transactions amounting to an equivalent
of RM327.6 million. As part of ongoing efforts, the
Bank will continue to review the applicability and
efficacy of our policies.

Similarly, we accorded greater flexibility to market
participants in the repurchase agreement (repo)
market. Having considered industry feedback,

we revised the repo framework to provide for an
extended maximum repo tenor of five years and

a wider range of repo securities, among other
revisions. The flexibilities will enhance liquidity

in the repo market and support market-making
activity in the bond market.

Enabling access to finance and
financial inclusion

Financial inclusion is essential for a more equitable
society. In line with the nation’s approach to
encourage shared prosperity across all groups, the
Bank continued to take active steps to advance
financial inclusion.

The financial sector continues to play an important
role in supporting home ownership, particularly for
first-time home buyers. In 2019, over 365,000 home
financing accounts were approved, amounting

to RM158 billion. Of this, more than 53% were to
first-time home buyers and over 100,000 accounts
were for the purchase of affordable homes priced
less than RM300,000. To complement financing

by the industry, we established the RM1 billion
Fund for Affordable Homes in 2018. As at January
2020, the fund was fully utilised, enabling more
than 4,700 households to purchase their first
homes in conjunction with the Government’s Home
Ownership Campaign. Following the full utilisation
of the fund, first-time home buyers continue

to have access to financing from the banking
system, with seven out of every ten housing loan
applications approved by banks.

Purchasing a home is a big commitment for any
household and often the single largest investment for
many. For these reasons, financial access initiatives
are also complemented by efforts to promote
responsible borrowing. During the year, we worked
with Agensi Kaunseling dan Pengurusan Kredit (AKPK)
to roll out an online financial education module called
Rumahku. The module has helped 40,000 individuals
improve understanding on financial commitments
related to home ownership and borrow within their
means. The module has received positive feedback,
with 90% of participants satisfied with the content.

In October 2019, we expanded the eligibility criteria
for businesses seeking assistance under the Small
Debt Resolution Scheme (SDRS). The expansion
enables the scheme to also assist dormant or
terminated businesses with alternative sources of
income to restructure their financing obligations.
The goal is to avoid bankruptcy among SMEs and to
assist them in settling debt obligations prior to legal
action. Since its inception, the SDRS has facilitated
the restructuring of over 1,190 business accounts,
amounting to more than RM1.6 billion in financing.
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Improving access to financing through Khidmat Nasihat Pembiayaan
(MyKNP) and imSME

Over the years, various initiatives have been pursued to increase access to financing within the country. Despite
these efforts, pockets of individuals and businesses continue to face challenges in obtaining credit.

In August 2019, the Bank - together with Credit Guarantee Corporation Malaysia (CGC), AKPK and the financial
industry - launched MyKNP, an advisory service to assist businesses and home buyers who are unsuccessful in
their financing applications.

As a one-stop-centre, MyKNP helps prospective borrowers to better understand the factors which could explain
their unsuccessful applications and receive advice on how to improve their chances of securing financing in the
future. This could include helping a prospective borrower learn about the types of supporting documentation
that financial institutions use to evaluate the credit standing of an individual or business. A prospective
borrower could also be offered suggestions to improve his or her financial position, such as ways to generate
more income or rationalise existing debt and other commitments before reapplying. For SMEs, MyKNP may also
refer unsuccessful applicants to alternative avenues to meet their financing needs. As at December 2019, a total
of 249 SMEs and home buyers have been assisted via MyKNP.

SMESs can also access imSME, an online financing referral platform developed by CGC which matches SMEs to
suitable financing products according to their business profile, credit score and financing needs. Through the
platform, SMEs can submit financing applications online to various financial institutions simultaneously and
receive responses from lenders within two days of application. This reduces the time and expense that SMEs
would otherwise have to incur to obtain quotes from several banks. Twenty-five conventional and Islamic
financial institutions currently provide financing solutions through this platform.

An SME which fails to be matched with a financial institution on imSME will be offered advice to improve

its financing viability through targeted capacity building programmes. For example, a food distributor that
was rejected due to poor financial record was subsequently referred to a capacity building programme. The
programme equipped the food distributor with better knowledge on financial management and common
evaluation criteria to obtain financing as a way to improve its eligibility for future applications. The SME may
also be referred to an alternative finance provider. Under imSME, over 1,800 SMEs have successfully obtained
financing amounting to RM179 million.

Governor Nor Shamsiah Yunus at the launch of the MyKNP initiative which assists unsuccessful borrowers to improve
financial eligibility.
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Promoting a Progressive and Inclusive Financial System /

imSME: Online financing referral platform for SMEs

Matched with suitable
financing products

SMESs submit
applications
digitally

- Vol

https://imsme.com.my

\

Allows SMEs to apply for financing from multiple
banks simultaneously, via an online platform

J
"\

Matches SMEs to suitable financing products
according to their business profile, credit score
and financing needs

J

\
CGC's Financial Advisory Team conducts
diagnostics and refers SMEs to capacity
building programmes and alternative financing
platforms

CGC's

Financial
Advisory Team

J

Unmatched applicants
receive further assistance

Building awareness among SMEs on financing options through imSME.

For halal businesses, Islamic finance has a critical
role in supporting the growth of micro-enterprises
and firms operating in this segment. Engagements
with the industry revealed a low awareness

of Islamic business financing facilities among
halal-certified companies. Efforts therefore have
been focused on promoting the use of Islamic
finance solutions among the halal business
community. These include business engagement
programmes held during the year providing
insights to halal businesses on the variety of

Islamic financial solutions as well as experience
sharing by current business users of Islamic
finance. Through industry business matching
sessions during these programmes, requests for
over RM320 million in financing and RM27 million
in protection coverage for takaful were obtained.
The BNM Annual Report 2019 Feature Article titled
‘Transforming the Economy and Society through
Islamic Finance’ further explains the importance
of end-to-end Shariah compliance to support the
halal ecosystem.
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Development financial institutions (DFIs) play an

important role in supporting access to finance for

strategic sectors in the economy. To increase the

developmental impact and value offering of DFls, a
plan was announced by the Government in the 2020

Budget Speech for the merger of several DFls to

create an enlarged entity that is better positioned

to address the expanding financing needs of the
economy going forward. With greater size and

capacity, this will also enable DFIs to be better able

to manage risks and withstand shocks.

Going forward

For 2020, the Bank will continue our ongoing
efforts to develop a progressive and inclusive
financial sector to serve Malaysian households
and businesses.
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Business matching
session between
entrepreneurs and
Islamic financial
institutions during
the Islamic Finance
Rendezvous Series
in Penang.

Beyond ensuring the effective implementation of
existing developmental initiatives, we will also
sharpen focus in a number of areas. These include:

« Anchoring the direction of future priorities in the
face of rapid change, under a new blueprint for the
financial sector;

« Facilitating sustainable and inclusive growth
through structural reforms in the insurance, takaful
and DFI sectors;

« Evolving well-designed regulations for
digitalisation and innovation in financial services;

+ Sharpening financial inclusion strategies to
promote financial resilience and contribute towards
the Sustainable Development Goals (SDGs);

« Advancing initiatives that increase the impact and
inclusivity of Islamic finance; and

« Promoting outreach, education and awareness
programmes for targeted segments such as lower
income households and SMEs.



Transforming the Economy and Society through Islamic Finance

Islamic finance in Malaysia has become well-entrenched in the country’s dual financial system. Both
conventional and Islamic financial systems remain important enablers of sustainable growth in the economy.
The Islamic financial system has undergone significant transformation from its modest beginning. In the
early years, the system was focused on providing basic banking services to promote financial inclusion
among Muslims. It now has evolved into a comprehensive system that provides diverse financial solutions for
households, businesses and governments.

The growth of Islamic finance reflects a growing awareness and wider public acceptance of Islamic financial
solutions as a competitive alternative to conventional finance with distinct value propositions. We also see

a few financial institutions responding to the increased acceptance of Islamic finance by adopting “Islamic
first” strategy at the group level. As a result, the Islamic financial system expanded at a faster pace than the
conventional players (Chart 1). As at end 2019, financing by Islamic financial institutions accounted for 39.2%
of total banking sector financing (2018: 37.7%). Total funds placed with Islamic banks now represent 38.0% of
total banking sector deposits (2018: 36.6%). The share of takaful net contributions as a proportion of the total
insurance and takaful business increased further to 18.3% (2018: 16.6%).

Chart 1: Growth of Islamic banking and takaful
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10.8% | investment accounts 16.4% | 19.7%
3-year i 11.3% 3-year i
CAGR: . CAGR: !
Conventional loans | Conventional deposits Life Insurance 0 General Insurance
1.7% 1 1.8% 6.7% 1 1.1%
1 1
RM billion : RM billion |
900 X .
800 1 t
1 1
700 1
1
600 1
500 :
400 '
300
200
100
Y 1 1
Financing | Islamic deposits and Family takaful (FT) | General takaful (GT)
| investment accounts .
B 2017 | 2018 [ 2019 I 2017 | 2018 [ 2019

The Islamic financial system has remained resilient under challenging economic and financial conditions.
Financial soundness indicators are comparable to the conventional system (Diagram 1).

Diagram 1: Selected financial soundness indicators as
at 2019

Islamic Banking  Conventional

Total Capital Ratio (%)

Takaful Insurance

Capital Adequacy Ratio (%) m m
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Strengthening the fundamentals of Islamic finance

As the Malaysian Islamic finance industry matures, we continue to focus efforts on further strengthening its
fundamental values. This is intended to fully realise the beneficial impact of Shariah principles that underpin
the provision of Shariah-compliant financial services. The Shariah Advisory Council (SAC) on Islamic Finance,
as an advisor to the Bank on Shariah matters, plays an instrumental role in clarifying key fundamental Shariah
principles that should be embedded in Islamic financial services (Diagram 2). While intrinsic to Islamic finance,
these principles are universally applicable in finance towards realising a vision of economic growth that is
balanced, sustainable and inclusive.

Diagram 2: Intrinsic values in Islamic finance

Intrinsic values in Islamic finance aligned with economic and social aspirations

Vision for Malaysia - Economic growth that is balanced, progressive, sustainable and inclusive
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Advancing sustainable and inclusive finance

In recent years, Islamic banks and takaful operators have been offering new innovative solutions to promote
financial inclusion, empower the community and entrepreneurs, and support Malaysia's economic transition

to a more environmentally sustainable economy (Diagram 3). These objectives are consistent with Shariah
objectives (Maqasid Shariah) of promoting wealth sharing, stimulating economic productivity and safeguarding
the environment.

As part of a strengthened focus on VBI, the Islamic banking and takaful industry has also been exploring the
use of social finance instruments such as endowment (waqf), donation (sadagah) and alms-giving (zakat) in the
provision of financial services for those in greater need. The infusion of social finance contributions unlocks the
potential to more effectively mobilise resources towards the provision of financing and financial protection to
lower income segments in the form of seed-capital, working capital and takaful benefits. Beneficiaries of such
programmes include asnaf ' entrepreneurs and the ‘hardcore poor’ households. These financial programmes
can have an important impact on promoting financial resilience and social well-being within society. Several
pilot programmes are being piloted in collaboration with state governments and religious authorities. Their
successful implementation, with strong support from all stakeholders and implementation partners, will serve
as a model and catalyst for the further development of social finance in Malaysia.

T Agroup of people worthy of receiving Zakat contribution such as the destitute and poor.
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Diagram 3: Value-based solutions delivering positive impact
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Fostering linkages between Islamic finance and halal trade

There is a growing awareness and demand for goods and services produced based on the halalan-toyyiban
(end-to-end Shariah compliance) principle, which calls for Shariah compliance to be observed throughout the
entire production supply chain including distribution, marketing, and financing. The Islamic finance industry

in Malaysia is well positioned to support halal industry development. Collectively, Islamic banks have pledged
RM20 billion in funding for SMEs including businesses in the halal industry. A variety of financial solutions

are available to address various business needs such as cash and liquidity management, working capital and
investment, risk management and protection solutions, leasing of equipment and machineries as well as supply
chain financing.

More customised solutions are now available to cater to the distinct needs of halal businesses including those
in the food and beverage, pharmaceutical, cosmetics and modest fashion industries. The Bank has allowed
Islamic financial institutions to pilot new financial solutions that can further expand Shariah-compliant trade
finance facilities, for example, inventory management facility. This is facilitated by a more responsive regulatory
framework that caters to the specific features and risks associated with Shariah contracts applied.

Upholding strong governance to promote stability

As the Islamic finance industry continues to push new frontiers, regulatory developments and governance
arrangements must keep pace to promote the resilience of the Islamic financial system. In 2019, the Bank issued
the strengthened Shariah Governance standards to reflect the growing complexity and scale of Islamic financial
business. The standards raised expectations on the quality and effectiveness of governance arrangements within
Islamic financial institutions to ensure Shariah compliance. This includes requiring Islamic financial institutions
to demonstrate how they integrate Shariah governance considerations within their business and risk strategies,
and promote sound Shariah compliance culture and environment. The standards also outline higher competency
requirements for Shariah committee that commensurate with business needs. The new Shariah Governance
standards will come into effect on 1 April 2020.

The Bank’s SAC has also enhanced its decision-making framework to support its role as the leading authority

for the ascertainment of Islamic law in Islamic financial business. In its decision-making process, the SAC will
obtain broader practical perspectives to inform its deliberations. The basis underpinning each Shariah ruling is
disclosed in greater detail to provide additional guidance for its implementation by Islamic financial institutions.
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Unlocking the Potential of Innovation: Preparing for a Digital Future

Digital innovation is bringing sweeping changes to the way financial services is consumed and delivered in
Malaysia. Diagram 1 provides a highlight of the driving factors towards digitalisation in the nation. At the
industry level, financial service providers are increasingly looking to reinvent business models and capture the
potential of digital innovation. At the customer level, end users have acclimatised to a more connected and
convenient lifestyle.

Diagram 1: Factors driving digitalisation in Malaysia
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Source: Department of Statistics Malaysia, Malaysian Communications and Multimedia Commission, Bank Negara Malaysia, Fintech News Malaysia

Our approach to digital innovation

As the central bank, we are mandated to promote a sound, progressive and inclusive financial system. For this
reason, we strive to ensure that the financial sector continues to innovate responsibly for the benefit of the
economy and the good of Malaysians. While the Bank works towards enabling innovation, we are also mindful
of emerging risks associated with advances in financial technology and new business models. This calls for a
balanced approach that carefully considers the potential benefits and risks that these developments bring.

Our thinking is guided by three principles:

1. Parity. We will strive to create a level playing field for both incumbents and new entrants in the market.
While prudential and market conduct rules will need to be tailored to address new technologies and
business models, we will ensure that similar activities are treated similarly across different types of players.

2. Proportionality. We recognise that the rigour and intensity of our regulations must be proportionate to
the risks involved. For this reason, the Bank considers the size of a provider, its nature of business and the
complexity of its activities in our regulatory and supervisory approach. We also consider risks in terms
of impact to the entire financial system. Accordingly, we generally subject large and complex financial
institutions to higher standards. Institutions with smaller footprints usually pose less systemic risk and
thus, may be accorded more simplified requirements.
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3. Neutrality. We recognise the need for our regulations to be neutral and provide sufficient flexibility to
enable novel ways of achieving an outcome. We are technology agnostic and so are open to the use of
different technological tools, systems and approaches.

Fostering digital innovation in practice

The use of new technologies not only promises efficiency gains for financial institutions, they also open up new
opportunities for financial institutions to grow their business and serve their customers better. Our regulatory
framework is designed to enable financial institutions to adopt new technology platforms and transform legacy
systems, while ensuring that the associated risks are well-managed.

In particular, the Bank’s regulatory framework’ provides a foundation for financial institutions to better
manage their technology risks. For example, cloud services promise scalability and efficiency for organisations.
However, the use of cloud also raises a number of risks and concerns. Given clients of cloud infrastructure
share resources on multiple levels, the extent of vulnerabilities and risk of contagion are additional issues to
be considered. For this reason, the Risk Management in Technology (RMiT) policy document which we issued

in 2019 sets out a number of safeguards and parameters for the adoption of cloud by financial institutions.
Thus far, more than 15 financial institutions have begun to use cloud technology for non-critical systems such
as productivity, collaborative and research management tools. Additionally, several financial institutions have
also consulted us on leveraging cloud technology for critical systems. We also recently revised our Outsourcing
policy document to, among others, allow financial institutions to enter into technological partnerships with
third parties. Such partnerships enable financial institutions to quickly acquire technological capabilities, while
allowing continued focus on their core business.

The Bank also seeks to provide a facilitative environment for financial institutions to reach and interact with
customers through the use of technology. For example, our efforts to enable electronic Know-Your-Customer
(e-KYC) and to promote interoperability across electronic wallet (e-wallet) operators help transform mobile
devices into powerful financial access points. Further details on e-KYC and interoperable payments are
provided in this chapter and the chapter on ‘Promoting Safe and Efficient Payment and Remittance Systems’,
respectively. During the year, we also issued an exposure draft on the insurance and takaful aggregation
business. Aggregators make it easy for customers to shop around and compare insurance and takaful products
across different providers.

At the same time, the Financial Technology Regulatory Sandbox (Sandbox) which we introduced in 2016 serves
as a platform to enable innovative solutions to be deployed and tested in a live environment, but within
specified parameters and time frames. So far, the Sandbox has enabled the Bank to calibrate our policies
through an evidence-based approach while helping Sandbox participants validate and refine the value
propositions of their solutions. Customers have also benefitted through more affordable, accessible and
efficient solutions, which have served to encourage wider adoption of digital financial services. Going forward,
we expect that the Sandbox will continue to be a reliable channel to test new solutions that face regulatory
challenges, especially those with high potential to fill in market gaps.

We also recognise the importance of promoting digital innovation, especially where it can enhance the

quality and affordability of financial services. On this, the Bank is putting in place a licensing and regulatory
environment that welcomes new entrants. In 2019, we announced plans to issue digital bank licences and
subsequently consulted on the applicable licensing framework. Through innovative application of technology,
digital banks can enhance access to affordable and quality financial solutions, particularly for the underserved
and hard-to-reach market segments. With their new and innovative business models which promise positive
customer outcomes, digital banks are also expected to complement incumbents in addressing market gaps.
Further details on digital banking are provided in this chapter.

"Such as the RMIT and Outsourcing policy documents.
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Going forward

Looking ahead, we will continue to focus on evolving a financial services industry that best serves the needs
of Malaysians. This also means simultaneously keeping a close eye on risks that may emerge or be amplified
as digital innovation becomes a more prominent feature in our financial system. Data security, consumer

protection and financial integrity, in particular, are among the important issues that will continue to warrant

attention going forward.
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Improving the Motor Claims Process

Motorists involved in accidents often cite the time taken for insurance and takaful claims to be paid - and
the opacity of the claims process — as major pain points. On average, own damage claims take two months to
be paid from the point of notification. Third-party property damage claims often take even longer to be paid.
For motorists whose incomes and livelihoods depend on access to a properly functioning vehicle, delays in
processing a claim can mean significant hardship, and a delay in getting much needed relief.

Why does it take so long to process a claim?

The claims process is made up of several stages, involving various parties (see Table 1). This entails a number
of checks and controls to ensure that only claims with merit are paid. For example, a police report is required
to serve as an official record of the accident. Meanwhile, loss adjusters provide a professional assessment of
the damage sustained and related repair cost estimates submitted by workshop operators to ensure overall
reasonableness. Adding to delays are missteps which motorists themselves might make along the claims

process. For example, a motorist might not be aware of what needs to be done after experiencing an accident.
He may unwittingly engage a tow truck provider or workshop not recognised by his insurer or takaful operator.

Each stage of the claims process involves some amount of paperwork, and any error or discrepancy in

documentation contributes to delays. While these steps serve to establish fault and curb abuse that would lead
to escalating motor insurance premiums, they have also contributed to the issue of slow payouts.

Table 1: The motor claims process

Stage 1: Stage 2: Stage 3: Stage 4: Stage 5: Stage 6:
Accident Police Report Loss Adjusters Claims Submission Repairs Settlement of
Assessment Claims
£ « Accident victim « Police report to + Assess damage » Workshop « Workshop « Claims are
Sta_ge Y notifies insurer/ be made within and review repair operators submit operators settled and
Claims takaful operator 24 hours costs submission claims to procure parts reimbursed to
insurer/takaful and commence parties
Process * Tow-truck operator repairs respectively
dispatched
« Lack of consumer | - Police burdened « Subjectivity and variations in claims estimates among workshops, insurers,
awareness on by high volume takaful operators and loss adjusters
I next steps of reports
ssues . ) req}ured il .. . . » Delay in receipt
Encountered «‘Call men accidents, « Subjective quality and cost (labour and parts) of repairs o defims i
misdirect including those « Instances of alleged collusion, and inflated and fraudulent issues in Stages
accident victims \i/:l]ljtuhr?/ut bodily claims 5 inariarieliee

Making the claims process more efficient

Given the need to ensure that only claims of merit are paid, it is unavoidable that the claims process involves
checks and controls. Without appropriate controls, motor insurance premiums could increase significantly and
become unaffordable for segments of the population. As motor insurance is compulsory, this in turn could have

broader implications for society and public safety.

There are a number of strategies that can be pursued to make the process more efficient. First, motorists should
be better equipped to navigate the claims process. The Bank requires insurers and takaful operators to provide
motorists with a standardised guide on the appropriate steps to take when involved in an accident together with
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their motor policies. These guides are also available on the websites of insurers and takaful operators. In 2013,
the industry came together to establish Accident Assist (1300-22-11-88), a helpline that provides around-the-clock
roadside assistance. Callers are also able to pose questions on coverage and claims procedures.

Second, the industry must continue to simplify and rationalise internal processes for managing claims. The Bank
is reviewing its existing standards on timelines to be met by insurers and takaful operators in processing claims.
The aim is to reduce the time taken by leveraging on better information and disclosures. In this regard, the Bank
backed efforts by the industry to establish a central database on the costs of motor parts and repair times, and
to promote consistency in the quality of repairs. The Bank also continues to provide a regulatory environment
that encourages the industry to adopt digital solutions to further shorten claims turnaround times. For example,
the use of video-calls and drone technology allows loss adjusters to inspect damaged vehicles remotely and
estimate damages in real-time without needing to be physically present at workshops.

Third, public sector agencies involved in overseeing the transportation and motor sectors in Malaysia also
have a critical role to play. Effective regulation and enforcement to promote professional conduct and prohibit
fraud and abuse are key to protecting the integrity of motor repairs, treatment of injury and the claims
process. For instance, setting and enforcing clear minimum standards for repairs will elevate the overall level
of professionalism of workshops, increase consumer confidence and minimise the scope for disputes during
claims settlements.

There is also scope for a more fundamental rethinking of the accident and motor claims process. To illustrate,
some countries have removed requirements for certain classes of accidents to be reported to the police.
Instead, cases are reported to designated centres that function not only as workshops, but also as accident
reporting centres linked up with insurers. These arrangements are supported by industry agreements and
legislative changes, which define responsibilities of relevant parties to conduct pre-inspection of the damaged
vehicle(s) prior to repairs, and govern the apportionment of liability to the parties involved in an accident. An
effective dispute resolution mechanism involving independent arbiters to resolve any grievances is also critical.
For claimants, this means quicker claims processing, trustworthy repairs, and swift financial relief in the event
of injury.
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Managing Medical Claims Inflation

The growing availability of private healthcare treatment as an alternative to public hospitals has been
accompanied by a rise in demand for medical and health insurance and takaful (MHI) in Malaysia. This is a
significant and growing product segment, accounting for 15.5% of total gross premiums in the life insurance and
family takaful sector in 2019. Alongside growing demand, Malaysia’s cost of medical care has been reported to
be rising above the global average and is among the highest in Southeast Asia'.

Between 2016 and 2019, MHI claims grew by 11.6% a year. This trend has increased pressure on the underwriting
performance of MHI providers, given that rising claims have continued to outstrip the increase in premiums.
Over the same four-year period, MHI premiums grew on average by 9.5% a year. In that period, 96 MHI products
were repriced, affecting 4.5 million policies. This is a concern as more expensive premiums make coverage
increasingly unaffordable to many.

What is driving MHI claims inflation?

Today, Malaysians are living longer and have access to better and more advanced medical care. While this is
a positive development and a sign of progress in the country’s health outcomes, this development naturally
contributes to higher medical costs.

At the same time, there are a number of other factors driving unwarranted increases in medical costs. There

are anecdotal accounts of healthcare providers who engage in price differentiation, charging higher if a patient
is insured. This is exacerbated by the “buffet syndrome” where policyholders seek to maximise the value of
premiums paid. Hence, they tend to utilise medical services with little incentive to consider the associated
costs. These behaviours contribute to escalating costs that are ultimately translated back into higher premiums.
Insurance claims data analysed over 2013 to 2018 show that hospital supplies and services? form the largest
component of claims costs and is one of the main factors driving the increase in hospital charges. In the long
run, this makes MHI policies for all policyholders less affordable, and increases the prospects of some higher
risk groups being excluded from access to medical insurance.

Considerations moving forward

The ecosystem for medical services in Malaysia involves many stakeholders including payors, healthcare
providers, regulators, managed care organisations and end consumers. Accordingly, containing medical claims
inflation requires coordinated actions that address the different incentives at play. The Bank has issued the
Guidelines on Medical and Health Insurance Business which set out minimum standards for insurers and takaful
operators to promote sound underwriting and pricing practices. While recognising the need for insurance
premiums to adjust in line with claims experience, the Bank has required insurers and takaful operators to
provide policyholders who have been impacted by repricing actions with options to maintain or to vary their
medical coverage. However, longer-term solutions to promote the sustainability of MHI protection call for deep
reforms in a number of areas.

As a start, there is a need to provide greater public transparency of the various costs of medical procedures.
This can be achieved through the publication of reference benchmark costs for common medical procedures.
This will enable patients — particularly those who are self-paying - to make well-informed decisions on

T Willis Towers Watson's “2019 Global Medical Trends Survey Report™
« Malaysia - 13.1%;
« Global average - 7.6%; and
» Other South East Asian countries: Indonesia - 10.9%; Philippines - 11.5%; Singapore - 9.1%; Thailand - 8.5% and Vietnam - 16.3%.
2 Comprises items such as laboratory and imaging, medicine, nursing and medical equipment (e.g. medical ventilator, dialysis machine and eye
microscope), and on average constitute more than 50% of a medical bill.
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their desired level of healthcare service and its associated costs. For insured patients who do not have to
pay out-of-pocket, costs are less likely to factor into their healthcare decisions. In order to encourage a
collective responsibility to ensure affordable access to MHI protection for all, the adoption of co-payments
or deductibles in MHI plans which can give policyholders more control over the costs of their healthcare
decisions is also important. These changes, which have also been observed in other countries such as
Singapore and Australia, can have an important effect in capping the persistent increase in healthcare costs
through better market discipline.

There is also a need to facilitate the standardisation and collection of data that can be used by both the
medical and insurance and takaful industries to increase efficiency, reduce waste, prevent fraud and improve
product design. This calls for, among others, the application of a consistent diagnostic classification standard
and standardised formats for billings to increase cost transparency. The digitalisation of medical records

and integration of health information systems also have the potential to generate significant operational
efficiencies and contribute towards moderating medical claims inflation.

Reforms to address medical claims inflation

Longer-term reforms needed

| = | ] =

« Publication of healthcare costs
« Itemised billing

Medical claims
inflation

« Explain availability of treatment alternatives * Ageing population
« Large and rising hospital
supplies and services charges
- Differentiated pricing for
self-pay vs insured patients
* Moral hazard

Awareness & Education

« Obtain insurance cover commensurate with needs

« Scrutinise medical bills Increase in claims
« Understand necessity of medical procedures o .
- Improve sales practices and policyholder education on outSt".ppmg
terms of cover and appropriate usage of MHI premiums
Stakeholders - Promote products that incentivise responsible use of
« Healthcare providers insurance (e.g. co-payments/deductibles)
* Regulators
- Managed care organisations
« Insurers & takaful operators G TSNS
« Policyholders

« Consistent diagnostic classification standards
- Digitalisation of medical records
« Standardised billing formats
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Promoting Safe and Efficient
Payment and Remittance

Systems

Payment and remittance systems are
vital to the modern economy. They
help people and businesses make
transactions conveniently, such as

to buy groceries, shop online, pay
suppliers and send money overseas.
Given their importance, we regulate
these systems and supervise industry
players to promote safe and efficient
payment and remittance systems.

Given the needs of the modern economy and the
advancement in technology, we also seek to foster
an enabling environment to promote greater
adoption of electronic payment and remittance
services. Besides enhancing productivity, increased
adoption of such services would promote financial
inclusion, financial integrity and catalyse growth

in the digital economy. Additionally, we seek to
future-proof our payment infrastructure to meet
the emerging and future needs of the economy.

Key payment and remittance
trends

In 2019, RENTAS' - Malaysia’s large-value payment
system - and retail payment systems operated
smoothly without any major disruptions.

Significant progress was made in efforts to promote
greater adoption of e-payment and e-remittance
services (Diagram 1). On average, Malaysians

made 144 e-payment transactions each in 2019,

' Real-time Electronic Transfer of Funds and Securities System.

up from 125 in 2018. This is supported by widening
acceptance of e-payments among merchants with
668,744 point-of-sale (POS) terminals deployed
and over 288,000 Quick Response (QR) code
payment registrations recorded as at end-2019,
up from 514,818 POS terminals and over 65,000 QR
registrations in 2018.

In tandem with the increased e-payment

adoption, cheque usage continued to decline with
84.4 million cheques cleared in 2019, down from
101.4 million in 2018. Meanwhile, e-remittance
services continued to gain traction with

RM3.2 billion outward remittances conducted, up
from RM2.5 billion in 2018. This is supported, among
others, by the lower cost of e-remittance, which was
reduced further to 1.9% of transaction value in 2019
compared to 2.4% through physical channels.

Ensuring safety and fostering
confidence in payment and
remittance systems

We conduct continuous oversight on RENTAS and
retail payment systems to ensure their safety,
reliability and resilience. In 2019, the focus of our
oversight activities on RENTAS were directed at
assessing the adequacy of controls to mitigate
settlement failures, ensure business continuity and
strengthen resilience against cyber threats.

We also conduct ongoing supervision on

approved e-money issuers (EMIs) and licensed
remittance service providers (RSPs) to assess

risk management practices and compliance with
regulatory requirements. During the year, we
intensified our offsite surveillance of EMIs and also
conducted onsite examinations on several key EMIs
with sizeable market presence. Qur supervisory
reviews of these EMIs covered a number of issues
and areas, including their financial strength,
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management of customers’ fund and fraud Diagram 1: Highlights for 2019
management practices. In supervising licensed RSPs,

we also continue to use data analytics and modelling Key highlights for 2019

tools, including risk profiling, for more robust and On average, a Malaysian made Number of cheques cleared

targeted supervision. redu.ced to ﬂ
144 §idtions E 84mil

To promote public confidence in payment and as compared to 125 surpassing the 2020

remittance systems, the Bank and the industry transactions in 2018 FSBP' target of 100 mil

also continue to strengthen safeguards against Supported by infrastructure readiness

payment fraud. From time to time, we issue =1 omn 5288k
security alerts to the industry on emerging e B 669k % QR merchant

. . = POS terminals AN . A
methods used by fraudsters and require financial registrations
institutions to continually enhance their risk- Efforts to encourage usage of efficient and formal remittance
mitigating controls. We also collaborate with channels resulted in
industry groups and Government agencies "°we'e;;‘:':"tta"°e / >11k

I 24 new e-remittance

registrations in Kota
licensed RSPs Kinabalu following

to identify mitigating measures and enhance °
consumer education. 1.9% @

(OTC remittance: 2.4%)| offering e-remittance| Project Greenback 2.0

" Financial Sector Blueprint 2011 - 2020

Smarter supervision and surveillance in the remittance industry

Advances in technology and the availability of better data have opened up new ways for us to radically improve
the way we regulate and supervise financial institutions. In the area of remittances, the Bank has widened the
use of supervisory technology (SupTech) to digitalise and analyse large volumes of reports, resulting in more
efficient and proactive monitoring of risk compliance.

1. Data analytics as a supervision and surveillance tool

The remittance industry is susceptible to money laundering and terrorism financing (ML/TF) risks due to
its cash-intensive and cross-border nature. Given this, we use predictive analytics on transactional data
to monitor ML/TF risks at three levels, namely at the industry and sectoral levels, licensee level and at the
customer and transaction levels.

Three levels of ML/TF risk monitoring

i ai 6

Customer and
transaction levels

Industry and sectoral levels Licensee level

* Industry trend analysis to « Predictive modelling on entity + Network analysis
understand market behaviour behaviours and outlier analysis « Identity matching

+ Knowledge discovery « Automated risk profiling + Algorithmic anomaly detection
through empirical research * Geospatial visualisation in transactions

- Visualisation dashboards for peer comparison
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+ The use of data analytics has enabled smarter, faster and broader detection of potential exposure to illicit
activities. We have uncovered a number of transactions related to potential fraud, smuggling and other
illicit activities.

+ Supervisory and surveillance functions have become more focused and data-driven. This has contributed to
thematic onsite supervisions such as investigating anomalies in transaction pattern and customer behaviour,
and surveillance activities, followed by proportionate enforcement actions. Empirical research using SupTech
tools has also contributed to evidence-based policymaking in the remittance industry.

+ Data analytics outcomes are documented into knowledge products which are shared with parties of interest.
These include engagement with industry players to strengthen vigilance against misuse of formal remittance
channels, and sharing of intelligence information with other law enforcement agencies to aid investigations.

2. Artificial intelligence: Today and beyond

In 2019, we started to explore the potential uses of machine learning and cloud computing to enhance our

analytics work:

- Developed an application programming interface (API)-based reporting system to enable real-time report

submission with automated data validation.

+ Leveraged on supervised and unsupervised machine learning techniques for behaviour anomaly detection

and surfacing of outlier transaction patterns.

- Utilised optical character recognition (OCR) application to convert regulatory submissions into machine-

readable reports for further analysis.

Moving forward, the Bank will continue to explore the use of other innovative technologies to support our
supervisory functions. Informed human judgment will remain important in understanding and validating the

results of data analytics.

Promoting greater adoption of
e-payment and e-remittance
services

The Bank has been focusing our efforts to
accelerate the country’s migration to e-payments?.
These measures have enhanced the affordability,
accessibility and quality of e-payment services

in Malaysia.

In 2019, our efforts were directed at enabling the
interoperability of electronic wallet (e-wallet)
services offered by banks and non-bank EMIs. In

a market where multiple e-wallet operators exist,
seamless payments are key to improving customer
experience. As envisaged under the Interoperable
Credit Transfer Framework (ICTF), PayNet? has
implemented a shared payment infrastructure -
Real-time Retail Payments Platform, or RPP in short
- with fair and open access to banks and eligible

2 Reforms in recent years include the Pricing Reform Framework
(2013), e-Payment Incentive Fund (ePIF) Framework (2015), Payment
Card Reform Framework (2015) and Interoperable Credit Transfer
Framework (2018).

3 Payments Network Malaysia Sdn. Bhd. (PayNet) is the operator
of the country’s shared payment systems and financial market
infrastructures, which is jointly owned by the Bank and
11 domestic banks.

non-bank EMIs. With RPP, consumers and businesses
can make and receive payments instantly drawing
funds from bank accounts or e-money accounts.

Two key services have since been offered on the
RPP. The first service, DuitNow, enables a sender

to transfer funds by referencing the mobile phone
number, National Registration Identity Card number,
or the business registration number of the recipient.
The second service, DuitNow QR is a national QR
payment solution that enables a customer of an
e-wallet operator to seamlessly collect funds

from customers of other participating e-wallet
operators. We have been working closely with the
key stakeholders to ensure an inclusive access
arrangement for all interested participants. Besides
banks, four non-bank EMIs have been on-boarded to
the RPP to date.

In the remittance space, the year saw a number

of efforts to digitalise business and operations to
facilitate migration to formal remittance channels. In
2019, four licensed RSPs were approved to implement
e-KYC* We also worked with the Malaysian
Association of Money Services Business (MAMSB) to

“ For more information, refer to BNM Annual Report 2019 Chapter
titled ‘Promoting a Progressive and Inclusive Financial System’.
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DuitNow QR is

progressively being rolled

out throughout 2020.

different systems.

DuitNow QR: National QR payment solution

With the emergence of competing e-wallet operators in Malaysia, it is both time-consuming and inefficient
for merchants to sign up with each operator and manually reconcile different sales revenue reports across

DuitNow QR addresses this pain point. Merchants only need to sign up with one e-wallet operator and display one
unified QR code that can be used to accept payments from customers of other participating e-wallet operators.

Likewise, with a single account with an e-wallet operator, a customer will be able to make payment to
merchants signed up with a participating DuitNow QR e-wallet operator.

DuiW

1 Sign up with one Z
e-wallet operator

" Including their Islamic banking subsidiary

Display your
DuitNow QR

Banks'

AFEINBANK A Agﬁg I\ ALLIANCE BANK pree 15y
@ AmBank BANI(ISLAM @ iﬂfﬁﬁ S i
B ciMB citibank 3} HongLeongBank
Xpusec ICBC @ @Maybank HRes
Standard
& ocBcBank nungANK RHB®Bank Chartered §
.H-H- UOB ###+
. . Touch
P BigPay GrabPay é Shopee Pay 5355

3 Start accepting payments from customers
of all participating e-wallet operators?

2 As at the date of publication, four participants (AmBank, Bank Muamalat, HSBC Bank and Public Bank) have implemented DuitNow QR on their
mobile banking app. The remaining participants are expected to go live throughout 2020
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enhance the Money Services Business Advisor mobile
app. The app is an online aggregator that allows
users to compare prices, locate the nearest licensed
RSPs, review and lodge complaints on RSP services,
and report on illegal RSP activities to the Bank.

Our efforts to promote the adoption of e-payment
services also involve us working closely with target
groups and stakeholders. In 2019, we continued to
participate in a variety of platforms involving various
groups, such as consumer associations, SMEs and
Government agencies. The Bank also continued to
encourage and support efforts to address challenges
hindering the adoption of e-payments in the public
sector. Encouraging progress has been made to

date, with 52.2% of payments collected by Federal
Government agencies through electronic channels in
2019, up from 36.0% in 2015°.

We also conducted a number of outreach and
awareness programmes in select geographies. For
example, our “Bayo Dok Guna Pitih” (pay without
physical cash) programme to encourage the adoption
of e-payments in Pulau Redang saw almost 75% of
SMEs on the island starting to accept e-payments.

In Kota Kinabalu, we collaborated with the World
Bank, MAMSB and remittance providers on Project
Greenback 2.0, an initiative to promote the use

of formal remittance channels among migrant
communities. This has resulted in a lower cost of
remittance in Sabah, which declined from 4.5% in
2018 t0 2.2% in 2019, well below the United Nations’
Sustainable Development Goals (SDG) target of
3.0%. Smaller scale e-remittance carnivals were also
organised at several locations in the Klang Valley
with higher concentration of migrant workers.

A BNM representative
demonstrating how to use
e-remittance services.

° Source: Malaysian Administrative Modernisation and Management
Planning Unit (MAMPU).

Future-proofing key payment
infrastructures

In 2019, we embarked on a number of initiatives to
future-proof RENTAS to meet evolving user demands.

Since 2008, we have outsourced the operations of
RENTAS to PayNet to ensure segregation between
the operator and oversight functions. The IT
infrastructure and responsibility for IT support
continue to reside with the Bank. This is supported
by two service level agreements that outline the
responsibilities of the Bank and PayNet in ensuring
the safety, efficiency, and reliability of RENTAS. As
the overseer of RENTAS, we also issue supervisory
expectations on PayNet.

To strengthen end-to-end risk management in an

era of heightened cybersecurity risk, the Bank will
transition to an operating model where we will
operate RENTAS directly, in addition to providing IT
support for the system. In line with international best
practices, this will be framed by clear and transparent
governance arrangements. These include segregating
the oversight and operator functions within the Bank,
and establishing a dedicated committee to oversee
the operations, risk management and governance of
RENTAS. The Bank expects to assume operations of
RENTAS by end-2021.
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Regulating digital assets' in Malaysia

Privately-issued digital assets have attracted significant attention in recent times. However, they are not
generally used to make payments as they lack the characteristics of money and suffer from various limitations,
including price volatility and vulnerability to cyber threats. As such, we continue to remind members of the
public that digital assets are not legal tender and to be cautious when dealing in digital assets.

The use of digital assets for making payments is subject to the Bank’s laws and regulations. This is necessary to
promote stability in our financial and monetary system. Securities Commission Malaysia regulates the issuance
of digital assets for fundraising purposes and the trading of digital assets. It seeks to ensure that investors

are protected and to promote fair and orderly trading. Digital assets activities are also subject to anti-money
laundering and counter terrorism financing (AML/CFT) regulations administered by the respective authorities.

There is also growing awareness that the underlying technology for digital assets — distributed ledger
technology — may have the potential to enhance existing payment methods. Consequently, the central bank
community is exploring the merits and feasibility of issuing central bank digital currencies (CBDC). The Bank is
no exception, and we continue to engage closely in discussions surrounding CBDC with other central banks.

' Digital asset broadly refers to a digital representation of value that can be transferred, stored or traded electronically which generally uses

cryptography and distributed ledger technology.

To strengthen the operational resilience of RENTAS,
we established a third-level backup facility in
November 2019 to host a Mini RENTAS. As a smaller
scale application of RENTAS, Mini RENTAS serves as a
contingency to ensure resilience against operational
disruptions from an unlikely scenario where both
the primary production site and recovery centre for
RENTAS are down simultaneously.

Beyond domestic payments, enhancing the efficiency
of cross-border payments is also critical given the
increasing cross-border trade, e-commerce and
tourism activities. At the ASEAN level, efforts have
been made to foster greater regional integration
through linkages of the real-time retail payment
infrastructures (RT-RPS). Through our participation
in the ASEAN Working Committee for Payment

and Settlement Systems, we contributed towards
the establishment of the ASEAN Payments Policy
Framework which comprises a set of principles to
facilitate the linkages of RT-RPS. We also entered
into a Memorandum of Understanding with Bank
Indonesia to foster closer collaboration in financial
innovation, including by exploring the establishment
of a retail payment linkage between Malaysia and
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Indonesia. Similar initiatives are also being explored
with other ASEAN countries, including Singapore
and Thailand.

Going forward

The Bank will continue to direct its regulatory and
supervisory resources towards safeguarding the
safety and soundness of payment and remittance
systems. We will also step up efforts to increase
public confidence and acceptance of e-payment
and e-remittance services, particularly among
underserved segments.

The Bank will also work to future-proof the
country’'s payment infrastructure to meet evolving
market needs, including by outlining the future
payment systems development agenda and
formulating a holistic strategy for migration

of payment systems to 1SO 20022. As a global
messaging standard with richer data content,

ISO 20022 has the potential to drive greater
efficiency and facilitate industry players to deliver
innovative financial services to their customers.




Issuing Currency

The Bank is the sole issuer of ringgit
banknotes and coins, which are the
only legal tender in Malaysia.

Our mandate Is to ensure that

there is sufficient supply of ringgit
banknotes and coins at all times

to meet public demand, and to
maintain the quality and integrity of
the currency in circulation (CIC). In
doing so, we also seek to conduct
our currency operations in a cost-
effective manner.

Chart 1: CIC average annual growth (%)

Currency operations

Physical currency is used as a medium of exchange
to facilitate payment transactions and as a store of
value. It continues to be widely used in the Malaysian
economy, with approximately RM114.1 billion in
banknotes and coins in circulation at end-2019. In
2019, CIC grew by 3.6%, markedly lower than the five-
year average of 7.9%. However, the country’s CIC as

a share of Gross Domestic Product (GDP) has been
hovering between 6.5% and 7% in the last five years.
While the country’s CIC continues to grow in tandem
with the economy, there are clear signs of slower
growth with greater adoption of electronic payments
for economic transactions.

In managing the Bank’s currency operations to meet
the needs of the economy, we procure banknotes
from international printers through competitive
tender and mint coins at our Kilang Wang located

in Shah Alam. In 2019, we minted nearly one billion
coins. We also conduct on-site assessment on the
capability and controls of qualified printers.

Chart 2: CIC over GDP (%)

5-year average

7.9

2015 2016 2017 2018 2019

— CIC Average Annual Growth — 5-Year Average

Source: Bank Negara Malaysia

2015 2016 2017 2018 2019

Source: Department of Statistics, Malaysia and Bank Negara Malaysia
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Quality testing is part of the coin minting process in
Kilang Wang.

Our currency operations are also directed at
ensuring the high quality of CIC, so that the public
has confidence in our currency. This involves the
Bank removing worn and defective banknotes from
circulation, and replacing them with either new or
“fit” banknotes. Fit banknotes are used banknotes
which meet the acceptable quality standards for
recirculation. The Bank processes about three
billion banknotes annually, with about half of this
carried out at our Automated Cash Centre (ACC)
located in Shah Alam. The other half is processed
by our five regional offices located in Johor Bahru,
Penang, Kuala Terengganu, Kuching and Kota
Kinabalu. The ACC which started operations in 2016
has reduced the time taken to process banknotes'
from three months to one month, enabling the
Bank to more efficiently meet the demand with fit
banknotes throughout the year and thus, reduce
the cost of printing new banknotes.

In ensuring a continuous supply of our currency
throughout the country, the Bank works closely

T Banknotes deposited at the Bank are checked using high speed
processing machines for their quality level and those that are worn
out, defective or fake are then removed. Only high quality and
genuine banknotes are recirculated.
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An engraver is applying the finishing touch on the master die as
part of the process to mint commemorative coins.

with the Royal Malaysia Police (RMP) to ensure safe
delivery to the ACC and regional offices based on
the needs of the local community. The banknotes
and coins are then transported to the branches
and cash service machines? of financial institutions
by cash-in-transit companies (CITs) and coin
agents. These companies play an integral role in
the currency management supply chain as they

are responsible for ensuring the safe and efficient
distribution of the ringgit.

The Bank also acts to safeguard the integrity of
the ringgit against counterfeit or fake banknotes
and coins. Counterfeiting currency is a serious
crime that undermines public confidence in the
ringgit and the Bank’s role as the sole issuer of
currency. To combat counterfeiting in Malaysia,
we work closely with law enforcement agencies,
such as the RMP and Attorney General’'s Chambers
of Malaysia, to investigate and charge acts

of counterfeiting. We also conduct currency
awareness and education programmes. The
general public may find information on the

2 Refers to automated teller machines, cash recycler machines and cash
deposit machines.



banknotes and coins, including their security features,
on our website and MyRinggit mobile application.

In 2019, we certified more than 160 trainers from
various partner institutions - including government
agencies, business and consumer associations,

and retailers - to conduct currency awareness and
education programmes which complement our own
outreach efforts. These ongoing efforts contribute

to Malaysia’s consistently low counterfeiting rate. At
end-2019, Malaysia’s counterfeiting rate was at one
piece per million (PPM), well below that of other global
benchmarked countries.

In managing our currency operations, we strive to keep
our cost of operations low. We do this by prioritising
the distribution of fit banknotes as it substantially
costs less to process used banknotes than to produce
new ones. Importantly, the issuance of fit banknotes

in lieu of new banknotes also minimises the resource
and environmental impact of the Bank’s currency
operations. The issuance of polymer banknotes for the
lower denominations of RM1and RM5 has also reduced
the need for new banknotes, especially during festive
seasons. This is due to the higher durability of polymer
banknotes which last four times longer than paper
banknotes. They are also more resistant to dirt and
moisture. In 2019, about 20% of processed polymer and
paper banknotes were found to be unfit for circulation
and shredded.

From time to time, we produce commemorative
banknotes and coins to mark special occasions of

Currency
processing is
undertaken
efficiently at
the ACC.

Chart 3 : Currency counterfeiting rate of Malaysia and
other countries
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national significance. During the year, we issued a
series of commemorative coins in conjunction with
the installation of His Majesty Seri Paduka Baginda
Yang di-Pertuan Agong XVI. The distribution of this
series was also marked by the Bank’s launch of a

new online ordering and payment facility to facilitate
more convenient purchasing of commemorative coins
by the public. A computerised balloting process was
also introduced to allocate the limited supply of the
commemorative coins to orders received.
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As part

of our
continuous
public
awareness
campaign,
we educate
the public
and night
market
traders

on how to
authenticate
genuine
banknotes.

Currency legislation

The year also saw the passage of the Currency

Bill by the Dewan Rakyat and Dewan Negara in
December. The new currency law - Currency Act
2020 - will complement the Central Bank of Malaysia
Act 2009 in setting out a comprehensive regulatory
and operational framework for the management of
currency operations. A key enhancement of the law
are provisions for the Bank to oversee and regulate

CITs that are involved in currency processing activities.

As they process about 70% of circulated banknotes,
stronger oversight arrangements for currency
processors will serve to ensure high standards for
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currency processing to maintain the high quality and
integrity of CIC.

The new law also sets out a number of provisions
that apply to the general public on the proper
treatment of currency.

Going forward

Going forward, the Bank will implement the
requirements of the Currency Act 2020. This will
include establishing a registration regime to regulate
currency processors.

The obverse and reverse
of the commemorative
coin issued in conjunction
with the installation of
His Majesty Seri Paduka
Baginda Yang di-Pertuan
Agong XVI.



Issuing Currency /

Notable provisions under the Currency Act 2020

There are several notable provisions in the Currency Act 2020:

a. No entity other than the Bank can issue currency or any other instrument as legal tender. This includes any
instrument that is likely to pass as legal tender based on characteristics defined in the law.

b. An economy-wide cash transaction limit can be set to prohibit large value cash transactions.

c. Alegaltender limit for coins is set at 25 pieces. Recipients may refuse to accept payment if it is made using
more than 25 pieces of coins of any denomination.

d. Aregistration regime will be introduced to regulate currency processors. Standards on currency processing
will be imposed on them to ensure high quality and integrity of CIC.

e. The Bank, financial institutions and registered currency processors are empowered to seize currency that is
suspected to be fake. The bearer of the seized currency must provide his personal information to facilitate
investigations. Failure to do so is an offence.

f. No one is allowed to melt coins with the intention to gain profit.
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Maintaining
Financial Integrity

Malaysia is committed to preventing
the abuse of financial services to
facilitate crimes and terrorism. For
this purpose, a robust anti-money
laundering and countering financing
of terrorism (AML/CFT) regime is in
place to respond to the constantly
evolving risks and vulnerabilities.

The Bank, as the competent authority under the
Anti-Money Laundering, Anti-Terrorism Financing
and Proceeds of Unlawful Activities Act 2001 (AMLA
2001), serves as the country’s Financial Intelligence
Unit (FIU), that is responsible for analysing

reports submitted by reporting institutions
consisting of financial institutions, designated
non-financial businesses and professions
(DNFBPs)'and non-bank financial institutions
(NBFlIs)2. The financial intelligence collected is then
disseminated to relevant law enforcement agencies
(LEAs) to support investigations and enforcement
action. We also conduct AML/CFT supervisory and
enforcement activities on reporting institutions
that we supervise.

The Bank also acts as secretariat to the National
Coordination Committee to Counter Money
Laundering (NCC), the body responsible for
coordinating, implementing and monitoring the
development of the national AML/CFT initiatives.
The NCC comprises representatives from 16
ministries and government agencies.

" Includes casino, lawyers, accountants, dealers in precious metals or
precious stones, gaming business, pawnbrokers, trust companies and
registered estate agents, company secretaries and moneylenders.

2 Includes credit corporations, leasing and factoring businesses and
postal financial services.

54 ANNUAL REPORT 2019

Strengthening the AML/CFT
framework

In 2019, the Bank undertook several steps to further
enhance Malaysia's AML/CFT framework.

In January 2019, the threshold for cash transaction
reporting for certain reporting institutions®was revised
from RM50,000 to RM25,000. The lowering of this cash
threshold reporting (CTR) obligation improves the
collection of data to support better identification of
money laundering and terrorism financing (ML/TF) risks
associated with the use of cash. This in turn allows for
the generation of more insightful and actionable
financial intelligence to support relevant LEAs in
their investigations of crimes such as fraud, tax
evasion and corruption.

Reporting institutions play an important role as the
first line of defence to prevent the financial system from
being used to facilitate crimes and terrorist activities.
For this purpose, a regulatory framework is in place

to clarify the responsibilities of financial institutions,
DNFBPs and NBFIs in managing ML/TF risks, including
their obligations to comply with targeted financial
sanctions* requirements. During the year, we conducted
a comprehensive review of the AML/CFT regulatory
framework. This review was intended to bring Malaysia’s
regulatory framework for AML/CFT in line with new
international standards and best practices, while also
streamlining requirements across different sectors of
reporting institutions. An exposure draft was published
to seek industry and public feedback in September
2019, which culminated in the finalisation of the

policy in December 2019° and the requirements taking

3 Banks, investment banks, Islamic banks, Bank Kerjasama Rakyat
Malaysia Berhad, Bank Simpanan Nasional, Lembaga Tabung Haji and
companies licensed to carry on gaming businesses under the Common
Gaming Houses Act 1953.

“ Targeted financial sanctions are obligations imposed on reporting
institutions to comply with terrorism financing, proliferation financing
and other United Nations Security Council sanctions regimes.

> Anti-Money Laundering, Countering Financing of Terrorism and
Targeted Financial Sanctions (AML/CFT and TFS) for the financial
institutions, DNFBPs and NBFls.



effect in January 2020. In addition to strengthening
requirements in relation to targeted financial sanctions
on terrorism financing and proliferation financing and
other sanctions regimes by the United Nations, the
revised policy framework provides for a more risk and
principles-based approach to managing ML/TF risks.
For example, reporting institutions may adopt a more
risk-sensitive approach in conducting customer due
diligence (CDD), including to adopt new technologies to
verify the identity of customers.

Sharing of financial intelligence
and supporting law enforcement

A key responsibility of the Bank as Malaysia’s FIU is
to collect, analyse and disseminate information on
suspected ML/TF offences and other serious crimes.

Reporting institutions are obliged to file a suspicious
transaction report (STR) to the Bank when they have
reasonable grounds to suspect a transaction to be
unusual or related to criminal activities. In 2019, we
received 113,353 STRs, a 30 percent increase from
87,034 received in 2018. This points towards greater
awareness among reporting institutions of their
roles as the first line of defence in helping to combat
financial crimes. This information, along with other
reports submitted by reporting institutions (e.g.
CTR) were assessed, with the resulting intelligence
disclosed to domestic LEAs and foreign FIUs to
support their investigations and prosecutions. In
2019, 75 percent of disclosures were made on high risk
crimes® and the breakdown is as follows;

Chart 1: Percentage of disclosures by high risk crimes

16%

AN
6%’
~

7%

[l Fraud

[l Terrorism Financing

[l Corruption & Bribery

—46% Money Laundering

Tax Offences
7%

[l other crimes

5 Asidentified in the 2017 National Risk Assessment. The National Risk
Assessment (NRA) is an assessment conducted every three years on
Malaysia’s exposure to prevailing crimes (domestic and foreign) and
vulnerabilities of various sectors to money laundering and terrorism
financing risks.

Of these disclosures, 46 percent were on fraud,

18 percent on terrorism financing, 7 percent on
corruption and bribery, 7 percent on money
laundering, 6 percent on tax offences and the
remaining 16 percent were related to other
crimes. We also used the intelligence obtained

to develop case studies ‘typologies’illustrating
common methods and current trends used in
criminal activities, money laundering and terrorism
financing. These studies are shared with reporting
institutions to help them improve their risk
detection capabilities.

Beyond the submission of STRs and CTRs, other
arrangements have emerged in recent years to deepen
collaboration and the sharing of information between
the financial sectors and the LEA community in the
fight against financial crimes and terrorism financing.
Since 2017, close collaboration between the public and
private sectors has led to the arrest, prosecution and
deportation of 22 individuals involved in terrorism
financing and proliferation financing activities in the
country. The Malaysia Financial Intelligence Network
(MyFINet) was officially launched in November 2019
to take information sharing arrangement to the

next level. MyFINet comprises members from the
Royal Malaysia Police, Malaysian Anti-Corruption
Commission, Royal Malaysian Customs Department
and the Securities Commission Malaysia, as well as
several participating financial institutions. The main
purpose of MyFINet is to facilitate a more systematic
intelligence sharing on specific crimes and current
topical issues between LEAs and financial institutions
in managing significant threats to the nation.

Criminals, terrorists and those who abet them are
quick to exploit weak links in the international
financial system. For this reason, we also work
closely with counterparts in other countries. We
share intelligence with our counterparts in 41 nations
including Australia, Hong Kong SAR, Indonesia,
Singapore, United Kingdom and the United States. In
addition, we also accepted requests from the Attorney
General’'s Chambers (AGC) on requests for mutual
legal assistance made by 21 foreign jurisdictions to
assist and support ongoing investigations or criminal
proceedings at foreign courts.

The Bank continues to strengthen and deepen
relationships with our international counterparts and
other stakeholders in the global fight against financial
crimes. We actively participated in international
organisations such as the Financial Action Task Force
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\ Maintaining Financial Integrity

(FATF), the Asia/Pacific Group on Money Laundering
(APG) and the Egmont Group of FIUs. Malaysia will also
serve as the next APG Co-Chair 2020-2022 together

with Australia. Malaysia is a member of the Financial
Intelligence Consultative Group (FICG), a forum intended
to improve the understanding of key regional terrorism
financing risks and strengthen collaboration on
mutually agreed transnational crime priorities. In 2019,
we actively participated in several FICG projects, such
as the Terrorism Financing Disruption Toolkit Project
which provides a menu of policy options for FIUs to
consider implementing in relation to terrorism financing
disrupting strategies. We also co-led the Regional
Threat Assessment on Transnational Laundering

of Corruption Proceeds with Indonesia’s FIU, Pusat
Pelaporan dan Analisis Transaksi Keuangan to facilitate
better understanding of cross-border laundering of
corruption proceeds involving FICG countries, together
with strategies to jointly combat them.
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Governor Nor Shamsiah
Yunus mentions the
significant increase in
CTR received, due to the
threshold revision, has
served as an additional
insight for better quality
disclosures to relevant
LEAs. Her remarks

were made during the
launch of MyFINet at

the 11th International
Conference on Financial
Crime and Terrorism
Financing (IFCTF) 2019 on
5 November 2019.

Going forward

The Bank will continue with initiatives and measures
to strengthen the integrity of the financial system.
To prevent abuse of cash to supportillicit activities,
the NCC will be consulting the public on imposing

a limit of RM50,000 on the usage of physical cash

for transactions. Any amount in excess of the
prescribed limit will have to be settled through
traceable methods (e.g. cheques or electronic
payments). As combating financial crime is a shared
responsibility amongst many stakeholders, it is
crucial that together we play our part in ensuring the
integrity of the financial sector remains intact. We
will also continue to keep abreast of international
developments and trends to safeguard Malaysia’s
AML/CFT regime. This includes formulating strategies
in response to emerging trends and threats while
keeping pace with advancement in technologies.
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Managing the Bank

People

Our people are our most important
asset. It is through them that the
Bank is able to deliver on our
mandates. The Bank therefore seeks
to attract the nation’s best and foster
an environment that brings out the
best in them.

Driving excellence and integrity

As an organisation with a mandate to serve the
nation, the work that we do must stand firmly on
strong professional and ethical foundations. To
ensure that we discharge our duty of care, the Bank
is committed to shaping a culture that promotes

high standards of excellence and integrity among the
3,000 plus employees who work here. The diversity of
our workforce also enables us to enrich the insights
that we can bring to our work, and increase our
impact on the community.

In 2019, we implemented a number of important
changes to PRIME — our performance management
framework — to facilitate more holistic assessments
of performance, leadership effectiveness and
technical competence. This saw the introduction
of a new ruler to assess individual performance,
with greater emphasis on impact and effectiveness
to empower and encourage a workforce that is
responsive to the challenges that we face. The new
framework also places greater weight on effective
engagement and inclusiveness in the way we work.
We rolled-out Kijang360, a system for employees to
receive feedback from supervisors, peers and team
members on their performance and conduct.
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Diagram 1: Talent demographic

Millennials make up the largest segment, at 54% of the Bank’s workforce

Directors 30%

Deputy
Directors 16%
Managers 10%

First Level

Executives [d&

Non-executives 8% 41%

Ml Baby Boomers (1946 - 1964) [l Gen X (1965 - 1980) [l Gen Y (1981 - 1996)

62%

B Gen z (1997 - 2012)

Note: Millennials(or GenY) are defined as persons whowere born between the years 1981 to 1996

Job level Gender composition

Senior Management 43% 57%
& l Managers 57% 43% ‘ — | 57%
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Non-executives

Headcount: 3,114

Source: Bank Negara Malaysia

37% 63%

These changes reflect our intention to adopt a
more holistic approach to the way we reward and
promote employees, by reinforcing our core shared
values in the way they discharge their duties. On
the part of the individual, PRIME and Kijang360 will
also give data points to help employees chart their
personal development.

With the year 2019 also marking the Bank’s 60th
anniversary, we took the opportunity to conduct a
wide-ranging effort to review and reflect on the way
decisions are made in the Bank. For this, we conducted
a series of conversations at all levels of the Bank to
identify cultural factors — such as pre-existing habits,
assumptions and mindsets — which may impede the
performance of individuals and teams across the Bank.
These sessions probed a number of themes critical to
the Bank’s performance such as exercising the duty of
care, dealing with conflict and ethical dilemmas, and
overcoming challenges to collaboration. The sessions
provided important reflections in our ongoing efforts to
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build and sustain high-performing teams that embrace
the Bank’s values.

Developing our people

To ensure that we can deliver on our mandate, the
Bank considers it a priority to equip our people
with the right skills, competencies and knowledge
to carry on our mission. Accordingly, the Bank
devotes substantial attention and resources to
developing and maintaining healthy succession
and feeder pools with deep expertise in central
banking and other related areas.

Being a knowledge-based organisation, we invest
significantly in our people. This starts from the way
we source for talent. While we source for talent
from a wide range of sources, our scholarship
scheme is an important channel for us to

maintain a strong talent pipeline. In 2019, a total



of 72 scholarships were awarded to exceptional
students to pursue pre-university, first degree
and post-graduate programmes. Upon their return,
scholars are placed in various departments based
on specialisation, interest and role-fit. The Bank’s
intellectual capital is also strengthened with
opportunities for staff to pursue relevant fields of
post-graduate study.

Additionally, the Bank provides a supportive
environment for employees to pursue professional
qualifications and further their studies in areas
that are related to our mandates. We reimburse
employees for costs involved in acquiring or
maintaining their professional credentials and
offer paid study leave for exam preparation. In
2019, 24% of the Bank’s executives hold or are
actively pursuing professional credentials and
certifications in areas such as finance, accounting,
investment, banking and insurance.

Various learning and development opportunities
are provided to build strong capabilities required
of employees to meet the demands of their jobs,
and to accelerate their time-to-competence. We
continued to update and expand our suite of
leadership and technical programmes, designed
for staff at all levels and across the diverse
functional areas of the Bank.

For our emerging leaders, we introduced the
Bank Negara Malaysia Business Acumen (BNMBA)
programme during the year. The programme
reinforces the principles of good governance

and is designed to sharpen the business acumen
of our people in areas such as negotiations,
communication, procurement and project
management, risk, talent and financial planning.
Case studies are also used to immerse participants
in real-world situations to better appreciate
managerial challenges.

To ensure that our employees are well supported
to carry on the Bank’s mission, we are putting

in place the foundations to prepare and future
proof the Bank for a more digitalised world. The
Bank established a hub-and-spoke model for the
data science and analytics centre of excellence,
which serves as a hub to provide leadership,

best practices, research and advisory, but with
decentralised data science and analytics teams
supporting different business functions. Additionally,
the Bank rolled out a number of in-house and online
programmes for staff in the area of data science
and analytics. These programmes will allow the
Bank to harness the full potential of increased
volumes of data for more evidence-based
policymaking. They also complement our ongoing
efforts to optimise our organisational structure
and manpower requirements for emerging and
critical functions such as IT risk supervision and
surveillance, and IT audit.

We also continue to intensify our initiative to
bridge the knowledge gap in the area of fintech

at all levels of the organisation. These initiatives
included leadership talks by experts from different
fields and engagement sessions on a wide range of

Governor Nor Shamsiah
Yunus welcoming our new
colleagues.
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People

emerging areas, including digital transformation,

cybersecurity, artificial intelligence and innovation.

Aside from formal learning programmes, the Bank
provides on-the-job growth opportunities for its

Diagram 3.2: Learning and development in 2019

people. Opportunities are provided for employees
to participate in a variety of Bank-wide projects
and initiatives, including “stretch assignments” and
international engagements.

7.49%

of learning and
development invesment
over total gross salary

5 RM9,463

Average learning
investment per
executive

72 hours

Average learning hours
each executive spent on
formal learning

Source: Bank Negara Malaysia estimates using data from Gross Domestic Product Income Approach published by Department of Statistics, Malaysia
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Risk Management and
Internal Controls

Risk management

The Bank is exposed to a range of
risks that may affect our ability to
deliver on our mandates.

As the country’s central bank, the Bank’s financial
risk exposure comes from activities and operations
that impact our balance sheet, such as our holding
and management of international reserves. These
include exposure to market risk whereby movements
in exchange rates, interest rates and other market
prices have the potential to adversely affect the
value of our investments. The Bank is also exposed
to credit risk, the potential for loss arising from
default of an issuer or a counterparty.

We are exposed to non-financial risks arising

from our day-to-day operations and a wide range

of external factors. These include operational

events that can disrupt our operations, or cause
systemic implications. The Bank is also exposed

to reputational risk from the conduct of staff,
engagement with stakeholders and events relating to
our operations and policy decisions.

To systematically address these risks, the

Bank has put in place a risk management
framework (Diagram 1) that helps ensure that we
conduct our operations and activities prudently
and responsibly. We adopt an integrated and
cohesive approach towards risk management,
ensuring that significant risks confronting the
organisation are identified, assessed, monitored
and managed effectively.

In addition to formal structures and processes, the
Bank emphasises a strong risk culture that promotes
risk awareness and open communication on risk. Our
aim is for all staff - at all levels and from all across

the organisation - to be able and willing to identify,
understand, escalate and act on risks facing the Bank.

Our risk governance structure emphasises a shared
responsibility for risk that begins with business
units and is reinforced through strong risk
management and control functions.

At the top, the Board - supported by the Board
Risk Committee — has overall responsibility on risk
governance and oversight. The Board also sets the
“tone at the top” in fostering a sound risk culture.

Management is responsible for implementing
sound risk management frameworks and practices
across the functions and operations of the Bank.
This is discharged through the Risk Management
Committee and Reserve Management Committee
(Diagram 2). These committees meet regularly to
deliberate on strategic and critical risk issues
faced by the Bank.

To support the Board and Management in
discharging their oversight over risk, responsibility
within the organisation for addressing and
managing risk is clearly assigned through a “three
lines of defence” model. Each of the three lines has
an important part to play:

« Line departments, as the first line of defence,
own the risk. They are responsible for
identifying and assessing the risk of activities
within their business areas, and for putting
in place controls and to ensure that they are
effective.

+ Asthe second line of defence, the Risk
Management Department acts as an
independent and central risk management
function that measures, monitors and reports
risk on an enterprise-wide basis. It also
develops and oversees the implementation of
risk frameworks and policies.

« Asthe third line of defence, the Internal Audit
Department provides independent assurance
to the Board, Board Audit Committee and
Management on the effectiveness of risk
management practices and internal controls
within the organisation.
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Risk Management and Internal Controls

Diagram 1: Enterprise risk management approach
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Delivering on our mandates requires the Bank
to take on risks. We recognise that we cannot
eliminate all risks. Rather, we seek to operate
within our Board-approved risk appetite and
tolerance. We also evaluate the costs, benefits
and other trade-offs involved in controlling or
mitigating risks. For this purpose, a process for
identifying, assessing, prioritising, reporting
and monitoring our financial, operational and
reputational risk exposures is in place.

To manage financial risks, the Bank closely monitors
its market, liquidity and credit risk exposures,

and has in place risk limits and controls. In our
international reserves portfolio, investments are
allocated guided by a Board-approved diversified
investment benchmark that outlines the Bank’s

long term appetite for risk and returns. Deviation
from the benchmark is controlled using risk limits,
governance arrangements and investment guidelines.
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The Bank also has in place a credit risk framework
that outlines permissible investments and activities.
For the Bank’s general operations such as budgeting,
procurement and payments, governance and controls
are in place to ensure that the Bank allocates its
expenditures and manages its finances prudently.

To manage non-financial risks, the Bank has put

in place structures to identify and monitor risks
on an ex ante or pre-emptive basis. These include
tools for the first line to conduct risk surveillance
and assessments, monitor risk levels and conduct
simulations based on scenarios. These tools aid
the Board and Management in ensuring that there
are effective and adequate safeguards to mitigate
the risks that the Bank is exposed to. An incident
reporting system also complements these tools by
facilitating systematic escalation of risk incidents,
which in turn enables the organisation to respond
more quickly to operational incidents, including



Diagram 2: Risk management governance structure
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» Oversees the management of
financial risks faced by the
Bank and ensures that risks
are adequately managed

Provides strategic
direction on the Bank’s
Business Continuity
Management

Ensures that crisis
situations faced by the
Bank are well-managed

business disruptions. Across these different risk
tools, a common set of risk impact and likelihood
parameters is applied consistently throughout the
assessment process including business continuity
and crisis management to address risk of disruptions
that may have systemic implications.

In 2019, we embarked on a number of efforts to
further strengthen our risk management framework
and capabilities:

«  We worked on strengthening our organisational
preparedness for dealing with crisis events. In
addition to developing a crisis communication
plan, we also started preparations to conduct
an industry-wide crisis simulation in 2021.

This involved the Bank working closely with
various stakeholders in the financial sector to
ensure that the business continuity plans of
various organisations are aligned, and allow
for a coordinated response. We also conducted
cyber-drills and refined our existing business
continuity plans to ensure that we have clear
recovery strategies to restore normalcy
speedily after a crisis.

«  We enhanced our incident reporting system
to allow for incident reports to be processed
seamlessly, thus shortening time taken to

escalate, report and manage operational
incidents. The enhanced system allows for
incidents to be tracked and monitored based on
criticality and tolerance levels, and the generation
of dashboards to aid prioritisation of response

and escalation.

We embarked on a number of initiatives to better

prepare ourselves against cyber risk.

- We established a Security Operations Centre
to facilitate surveillance and rapid response
to cyber incidents. The centre monitors
the Bank’s networks and systems to detect
potential cyber threats and undertake
appropriate response actions.

- Recognising that cyber criminals know no
borders, we initiated the Cybersecurity
Resilience and Information Sharing Platform
together with other ASEAN central banks. The
platform allows for central banks within the
region to share cyber-related information and
encourage capacity building.

- Recognising that our staff form the first line
of defence against cyber threats, we rolled
out a number of initiatives to improve staff
awareness of cybersecurity. We conducted a
number of cyber-awareness programmes, and
issued advisories to educate staff on ways
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to remain vigilant against cyber incidents.
We also conducted a series of phishing
tests and an online assessment to ascertain
the level of cybersecurity understanding

of our employees.

As a statutory body committed to ensuring that we are
effective in discharging our mandates and responsible
in managing our resources, the Bank will continue

to strengthen our framework for risk management.
This will include embedding more deeply the risk
management framework within the organisation

to a level where it becomes second nature for all

Bank staff to act in ways consistent with the Bank’s
risk appetite and risk management philosophy. We
will also work to strengthen the capacity of control
functions in adding value to the business by providing
insights to further integrate risk considerations in
business operations and strategy.

Internal audit

The Board Audit Committee is responsible for
reviewing the effectiveness of the Bank’s internal
controls and compliance with legal and regulatory
requirements. It provides oversight over the internal
audit function of the Bank. It is also responsible for
the integrity of our financial statements.

The Internal Audit Department provides independent
assurance to the Board Audit Committee on
the adequacy and effectiveness of the Bank’s
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governance, risk management and internal control
processes. The department conducts regular
assessments on the activities of departments

and entities related to the Bank to identify and
address risks. An audit plan is developed each
year and reviewed quarterly to ensure that

audit activities reflect changes in the Bank’s risk
profile and emerging risks. Apart from providing
assurance, the department also participates as

an independent observer in several of the Bank’s
key projects and committees to help ensure that
internal controls and governance arrangements
are consistently upheld. Audit activities are
conducted in conformance to the requirements

of the Institute of Internal Auditors’ International
Standards for the Professional Practice of Internal
Auditing. The principles espoused by the Committee
of Sponsoring Organizations of the Treadway
Commission are embedded in the audit approaches
for assessing the Bank’s control environment.

The Internal Audit Department also provides the
Minister of Finance with an independent quarterly
report on our international reserve management
activities. This is to assure the Minister that the
reserves have been managed in accordance with
established policies and guidelines approved by
the Board.

Audits conducted in 2019 include those in the areas
of the Bank'’s supervisory, treasury operations,
finance operations and settlements, currency
management and cybersecurity functions.



As an open economy, Malaysia is
deeply integrated with the global
monetary and financial system. For
this reason, we engage actively with
our counterparts globally through

a number of platforms, and on

a variety of issues and areas of
common interest. In addition to
advancing the interest of the nation,
the Bank's international engagements
are also directed at supporting
efforts to promote global monetary
and financial stability.

Chart 1: The Bank's key international engagements

International fora
IMF, BIS, IFSB, WBG

Regional fora
ASEAN, ASEAN+3, EMEAP, SEACEN

Bilateral partnerships
Strategic countries and institutions

\ International Engagements

Engagements in 2019

Strengthening resilience

In 2019, we pursued efforts on a number of fronts

to strengthen the region’s financial safety net. To

this end, the Bank worked towards enhancing the
effectiveness of the Association of Southeast Asian
Nations plus China, Japan and Korea (ASEAN+3) Chiang
Mai Initiative Multilateralisation (CMIM) as a liquidity
support facility by actively advocating for the need

to improve accessibility of the CMIM and enhance
operational readiness. In addition, we established a
local currency bilateral swap arrangement with Bank
Indonesia and renewed existing swap arrangements
with ASEAN central banks (ASEAN Swap Arrangement)
and the Bank of Korea during the year. These
arrangements enable the participating central banks
to access liquidity from each other to meet short-term
liquidity needs, which in turn enhances the financial
resources that the Bank can use in times of need.

Recent years have seen growing global recognition

of the risks that climate change poses to monetary
and financial stability. To deepen our understanding
of these risks, the Bank joined the Central Banks

and Supervisors Network for Greening the Financial
System’. In addition, the Bank? organised the inaugural
Regional Conference on Climate Change themed
Climate Change Risks and Opportunities: Respond,
Not React in September 2019 to create awareness on
the challenges and opportunities for the financial
sector in the green economy. The Bank also advanced
the regional sustainability agenda by leading a study
on the roles of ASEAN central banks in managing
climate and environment-related risks. This is a
collective effort by ASEAN central banks to better
understand these risks and their implications to
monetary and financial stability. The aim is to provide

" For more information, refer to the BNM Annual Report 2019 Feature
Article titled ‘Climate Change Risks and Opportunities: Respond,
Not React'’.

2 Together with other domestic regulators such as the Securities
Commission Malaysia and Bursa Malaysia.
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recommendations for ASEAN central banks to manage
these risks, while supporting the transition to a low
carbon economy.

The Bank also continued to work closely with its
regional counterparts in managing risks associated
with the rapid digitalisation of finance. In 2019,

the Bank led an effort to establish the ASEAN
Cybersecurity Resilience and Information Sharing
Platform (CRISP), a platform for ASEAN central
banks to share information and best practices

on cybersecurity threat intelligence, as well as
develop technical expertise in this field. We also
signed a memorandum of understanding with Bank
Indonesia for closer cooperation on innovation in
payments and digital financial services, as well as
surveillance on anti-money laundering and counter
financing of terrorism.

Deepening integration

Another key initiative was to deepen regional
financial integration to facilitate intra-ASEAN
trade and investment, and develop the required
infrastructure to support these flows.

In 2019, the Bank led and concluded Malaysia’s
negotiations for financial services liberalisation
through the ASEAN Trade in Services Agreement
(ATISA) and the Regional Comprehensive Economic
Partnership (RCEP). These agreements were aimed
at reducing the barriers to intra-regional trade

and investment, and open up market access
opportunities for businesses, including for financial
service providers.
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Assistant Governor

Aznan Abdul Aziz at the
Regional Conference on
Climate Change Risks and
Opportunities: Respond, Not
React in September 2019.

We also established arrangements with Bangko
Sentral ng Pilipinas and Bank of Thailand under

the ASEAN Banking Integration Framework (ABIF)

which would provide opportunities for Malaysian

banks to become Qualified ASEAN Banks (QABs) in

the Philippines and Thailand respectively. These
arrangements would enhance the presence and
operational efficiency of banking institutions in each
other’s jurisdictions. They would also complement
Malaysia’s existing ABIF arrangement with Otoritas Jasa
Keuangan, under which the first two QABs?in the region
have been designated and will be able to benefit from
the privileges accorded.

Building on similar arrangements that the Bank has
with the Bank of Thailand and Bank Indonesia, we

also engaged with Bangko Sentral ng Pilipinas during
the year to explore the establishment of a local
currency settlement framework (LCSF). By enabling

the settlement of trade and investments in local
currencies, the LCSF reduces transaction costs and
foreign exchange risks, thus allowing for cross-border
business needs to be better served.

Strengthening partnerships

The Bank continued to build strong relationships with
central banks, international organisations and other
strategic partners. In 2019, we had bilateral meetings
with counterparts from Bank Indonesia and the
Monetary Authority of Singapore. At the meetings,
views were exchanged on economic and financial
developments, policy and operational challenges,

3 PT Bank Maybank Indonesia Tbk and PT Bank CIMB Niaga Thk.



Governor Nor Shamsiah
Yunus with then Managing
Director of IMF Madame
Christine Lagarde during
her visit to Kuala Lumpur
in June 2019.

and potential areas for collaboration to strengthen
mutual financial sector resilience and deepen
regional financial integration.

The Bank regularly shares our technical experience
and expertise with other central banks, supervisory
authorities and related institutions on a range

of issues. We do this by hosting study visits,
conducting seminars and workshops, and sending
our staff to deliver programmes in their countries
and organisations. We also work closely with other
international organisations, such as the South East
Asian Central Banks (SEACEN) Research and Training
Centre, Alliance for Financial Inclusion (AFI) and the
World Bank to deliver some of these programmes.
By sharing the Bank and Malaysia’s perspectives,

we hope to support our counterparts in building
capacity, and thus contribute to global monetary
and financial stability. In 2019, we engaged with 61
countries under technical cooperation activities.

During the year, the Bank welcomed a number of
high profile international visitors, including then
Managing Director of the International Monetary
Fund (IMF), Madame Christine Lagarde, and Lord
Mayor of the City of London, Alderman Peter Estlin,
and exchanged views on issues of strategic interest.
The Bank also actively participated in various
platforms at both the international and regional
level, including at the IMF, Bank for International
Settlements (BIS), Executives’ Meeting of East Asia-
Pacific Central Banks (EMEAP), ASEAN and ASEAN+3.

Governor Nor Shamsiah
Yunus and fellow
governors at the BIS
Global Economy Meeting
in May 2019.
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In 2019, the Bank used these platforms to share

our perspectives and advocate views on areas of
interest, including on international financial flows
and policy challenges, fintech, as well as governance
of central banks.

The Bank also had the opportunity to host a number
of international events during the year. These
included the 62nd ISI World Statistics Congress,
BNM-Organisation for Economic Co-operation

and Development (OECD) Conference on Financial
Education and Consumer Protection in Asia-

Pacific, BNM-World Bank Group (WBG) Conference

on Governance, Risks and Controls in the Era of
Disruption, and BNM’s Monetary Policy Conference
on Policy Space Given Multifaceted Risks: Between A
Rock and A Hard Place*.

Going forward

In 2020, the Bank will continue to engage the
international community to advocate our views and

“ For more information, refer to the BNM Annual Report 2019 Chapter
titled ‘Promoting Monetary Stability’.
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Governor Nor Shamsiah
Yunus and fellow panellists
on “Managing Capital
Flows: What is the Right
Policy Mix?” on the sidelines
of IMF-WBG Spring Meetings
in April 2019.

support collective efforts to address challenges in
the global monetary and financial system. To this
end, the Bank will remain focused on strengthening
external resilience and fostering strategic
collaboration, with greater emphasis on advancing
our sustainability agenda and meaningful financial
inclusion. Of significance, the Bank will continue

to strengthen our external financial safety

net arrangements, deepen regional financial
integration as well as elevate Malaysia’s leadership
in Islamic finance.

The year ahead will also see the Bank assuming
chairmanship of the Islamic Financial Services
Board (IFSB) Council. The Bank looks forward

to playing a part in further enhancing the
effectiveness and stature of the IFSB as a
recognised standards-setter for Islamic finance
and to complement existing work of other
standards setting bodies towards ensuring the
stability and resilience of the Islamic financial
services industry.



Engaging
Malaysians

As the country’s central bank, our
policies and actions affect millions
of Malaysians and businesses. For
this reason, we make every effort to
maintain an open and transparent
approach in our communications
to help external stakeholders
understand our work and mission.
We also actively engage with the
public and other stakeholders, to
develop a better understanding of
the Bank’'s operating environment.

Keeping a pulse on the economy
and financial system

The Bank engages with its stakeholders on multiple
fronts, and across a range of topics and issues.

This is done through various platforms - including
regular engagements and briefings conducted with
the Government, our regulatees, investors, analysts
and the media. We also consult widely with the public
and the industry on the introduction of key policies
through the publication of exposure drafts and
discussion papers. In 2019, we published a total of 13
such papers for feedback on a broad range of areas
covering regulation and important developments.
This included the issuance of the proposed
framework for digital banks and principles for the fair
treatment of financial consumers. These channels of
communication and engagement provide important
insights on the economy, financial system, and
specific initiatives undertaken by the Bank, which in
turn, help us discharge our mandates effectively.

While the Bank conducts the bulk of its operations
out of its headquarters in Kuala Lumpur, it also
maintains a group of Economic Liaison Officers (ELOs)
situated at each of our five BNM Offices in Penang,
Johor Bahru, Kuala Terengganu, Kuching and Kota
Kinabalu. The ELOs act as our ‘eyes’ and ‘ears’ by
regularly engaging with the business community
across the country. In 2019, our ELOs conducted
around 900 engagements throughout Malaysia. All-in-
all, these engagements allow us to keep a good pulse
on the economy and financial system, be it to discern
what business conditions are like in different corners
of the country, or to seek feedback on how our
policies and actions impact different stakeholders. In
turn, insights from these engagements are analysed
to help us make well-informed policies.

Engaging the public and small
businesses

The public is a key constituent for the Bank.

We aim to respond to the needs of the public

for information and advice to help them better
understand economic and financial issues. At the
same time, they are an important source of input
to the Bank’s economic assessments and financial
policymaking. A further objective of our public
engagements is to explain the Bank’s role and
how it relates to other authorities in promoting
public interests. We do this through a range of
traditional and digital channels, including through
social media. A key focus is issues pertinent to the
public and small business. These include queries
on financing, advisory on debt management and
dispute resolution and in some cases assistance
in interacting with financial institutions. In this
regard, the Bank is supported by its affiliate, the
Credit Counselling and Debt Management Agency,
or commonly known as Agensi Kaunseling dan
Pengurusan Kredit (AKPK). It is an agency set up
by Bank Negara Malaysia to help individuals to
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take control of their financial situation through
the wise use of credit. AKPK is active in providing
financial education and advisory services to all
members of society, with additional services

for those having problems managing their debt
with financial institutions.

BNMLINK acts as a key touchpoint for engaging with
the general public and small businesses (Diagram 1).
Its services are accessible from its main office in
Kuala Lumpur, and our five BNM Offices around the
country (Diagram 2). Members of the public can

get help and advice on financial matters through
these services. SMEs and micro entrepreneurs in
particular, can also learn and enquire about various
financing schemes and assistance available to grow
their businesses. The latest initiative to provide
financial advisory assistance is the Khidmat Nasihat
Pembiayaan or MyKNP, launched in 2019, established
to help SMEs and homebuyers improve their
eligibility for financing.

The Bank’s outreach continues to support many
Malaysians by providing access to useful and
credible information to improve their financial
wellbeing. This includes helping individuals manage
their debt responsibly and encouraging productive
participation in the economy.
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As part of its outreach, BNMLINK holds a variety

of public programmes throughout the nation to
increase financial literacy awareness and inclusion.
In 2019, we organised five Karnival Kewangan
events in collaboration with the financial industry,
attended by over 81,000 people. With the support
of the National Institute of Public Administration,
we also launched our first online financial literacy
programme “Modul Pendidikan Kewangan” for

civil servants in March. These activities are part

of the broader nation-wide financial education
agenda, aimed at raising the capability of Malaysian
households and small businesses to manage their
finances in a prudent manner.

Our Museum and Art Gallery in Kuala Lumpur serves as
another important platform for engaging the public.
Through its exhibition and education programmes,
the Museum not only encourages an appreciation

for numismatic and art heritage, but also promotes
public awareness and understanding on the Bank’s
role in the economy and financial sector. In 2019, we
hosted a special exhibition to commemorate our 60th
anniversary as Malaysia’s central bank. The exhibition
chronicles our journey, which began with a staff
strength of just 67 people in 1959 and through various
challenges and reforms that defined the Malaysian
economy and financial system over six decades.



Engaging Malaysians /

Diagram 2: Reaching BNM LINK

Kuala Terengganu Kota Kinabalu

Penang

Kuching

Kuala Lumpur

Johor Bahru

Source: Bank Negara Malaysia
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BNM Volunteers

BNM Volunteers was established in 2008 as a platform for staff to give back to the community through
charitable activities. While the organisation is fully funded by voluntary contributions from its 600 plus
members, the Bank also provides a supportive environment for BNM Volunteers to operate in, including the

use of the Bank’s facilities and time off for staff who engage in volunteering programmes. In 2019, there were

a wide variety of programmes and activities conducted, ranging from financial education to preservation of

the environment. As employees of an organisation whose work is directed primarily at the economy and the
financial sector, helping to equip disadvantaged groups with financial skills is one particular area where BNM
Volunteers has been able to make a difference. The Financial Literacy Programme (FLP), established in 2012, sees
members applying their knowledge and expertise in finance to help underprivileged communities learn about
saving, managing and protecting their money. In 2019 alone, over 120 families benefitted from the FLP.

Financial literacy programme BNM staff delivering financial literacy BNM staff guiding students
for youth. module to teenagers from underserved in group activities during the
families. financial literacy programme.

Other programmes conducted in 2019 included various community outreach activities in the rural areas to
provide critical provisions including food items and school equipment to underprivileged families and children.
While the immediate objective was to alleviate their financial burden and bring joy, BNM Volunteers also strive
to promote upward social mobility via education. BNM Volunteers also provides opportunities for its members
to harness their soft skills, which includes leadership and communication, which are useful for their career in
the Bank while making a difference to the community.

Volunteers preparing food packages for Forest conservation and tree Water safety programme at
underserved families. planting programme at Forest Tadom Hill.
Research Institute Malaysia.
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Governance

Bank Negara Malaysia Is responsible for promoting monetary stability and
financial stability conducive to the sustainable growth of the Malaysian
economy. Our governance arrangements ensure that we continue to discharge
our mandates effectively as a credible and independent institution. These
arrangements are set out by statute — in the Central Bank of Malaysia Act
2009 and other laws that the Bank administers — as well as internal policies
developed within the institution over the years. In addition to clarifying roles
and responsibilities, our governance structures are designed to promote
accountability and high standards of integrity in our operations.

Board of Directors

The Board of Directors is responsible for overseeing
the management and operations of the Bank. It also
reviews the Bank’s performance in delivering its

mandates and directing its resources. This includes
approving the Bank’s budget and its operating plan.

The Board is chaired by the Governor and comprises
the Deputy Governors, the Secretary General of

the Treasury as well as independent non-executive
members who form the majority within the Board.

During the year, the Board engaged extensively
with the senior management team on a number of
matters. These include the Bank’s organisational
and financial performance in 2019, and its

business plan and budget for 2020. The Board

also deliberated on organisational development
priorities, particularly those relating to the
management of the Bank’s human capital, as well
as strategies to build and sustain the Bank’s digital
and cyber risk management capabilities. The

Board also dedicated its attention to reinforcing

a strong culture of integrity, ethical conduct and
professionalism among our employees. It further
considered ways to strengthen project management
within the organisation, in line with increasing
demands on the Bank.
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Governance

Board of Directors*

Standing from left to right Seated from left to right

Abdul Rasheed Ghaffour Tan Sri Ahmad Badri Mohd Zahir

Chin Suit Fang Nor Shamsiah Yunus (Chairman)

Dato Sri Lim Haw Kuang Dato’ N. Sadasivan a/l N.N Pillay

Dato’ Paduka Sulaiman Mustafa Secretary to the Board: Fazlina binti Pawan Teh

Jessica Chew Cheng Lian

The Board of Directors wishes to extend its appreciation and gratitude to Tan Sri Dato’ Sri Dr. Sulaiman bin Mahbob,
Tan Sri Dato’ Seri Siti Norma binti Yaakob and Dato’ Wee Hoe Soon @ Gooi Hoe Soon who completed their service in year 2019.

* As at 29 February 2020.
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Governance

Board Committees*

The Board is supported by three committees, namely the Board Governance Committee, Board Audit
Committee and Board Risk Committee. These committees — consisting solely of independent non-executive
members — assist the Board in providing oversight of the administration of the Bank.

Meetings in 2019

Board
Goverr]ance
Committee

Dato’ Paduka Sulaiman bin Mustafa
(effective 16 November 2019)

- Dato’ N. Sadasivan a/LN. N. Pillay
- Dato Sri Lim Haw Kuang
- Chin Suit Fang

- Responsible for overseeing the
Bank’s governance framework and
practices

- Reviews and makes
recommendations to the Board on
the Bank'’s budget, operating plan
and remuneration policies

- Recommends to the Board on the
appointment and reappointment
of members of the Board and other
committees of the Bank

Board
Audit

Committee

Board
Risj(
Committee

Dato’ N. Sadasivan a/l N. N. Pillay

Dato Sri Lim Haw Kuang

- Dato’ Paduka Sulaiman bin Mustafa
- Chin Suit Fang

- Dato’ Paduka Sulaiman bin Mustafa
- Chin Suit Fang

- Responsible for the integrity of the

Bank’s accounts and financial
statements

- Provides oversight over the

adequacy of the Bank’s internal
controls and compliance with legal
requirements

- Reviews and approves the Bank’s

audit framework, audit charter,
internal audit plan and audit
reports, and oversees management
actions to address material findings

- Responsible for oversight of

financial, operational and
reputational risks

- Oversees the implementation of the

Bank’s enterprise risk management
framework

- Makes recommendations to the

Board on the risk appetite
statement and key risk policies of
the Bank

* As at 29 February 2020.
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Senior Management*

As provided by the Central Bank of Malaysia Act 2009, the Governor is responsible for the management of the Bank
in discharging its mandates. In performing these duties, the Governor is assisted by a senior management team
consisting of Deputy and Assistant Governors. The Bank’s organisation structure is designed to promote clear lines
of reporting and accountability across its wide-ranging functions.

Various management committees are established to enable the senior management team and other senior officers
of the Bank to deliberate on the Bank’s business, and in particular those involving the organisation’s strategy

and top-most priorities. These management committees include policy committees such as the Financial Stability
Committee (refer to Promoting Financial Stability for more information) and the Joint Policy Committee, a committee
tasked to deliberate cross-cutting issues and coordinate policies that may have impact on the financial system and

* As at 16 March 2020.



the broader economy. The management committees enable the Bank to draw on diverse functional backgrounds and

insights across the Bank to arrive at well-informed decisions through open and candid deliberations.

Supported by these structures, senior management sets internal policies and leads the operations of the Bank to
ensure that it gives effect to its objects, carries out its functions and uses its resources in a manner that is effective,
prudent and consistent with the interests of the Bank and the nation.

Nor Shamsiah Yunus
Governor

4 Norzila Abdul Aziz
* | Assistant Governor
Adnan Zaylani Mohamad Zahid
8. ,
Assistant Governor

Abdul Rasheed Ghaffour
Deputy Governor

Mohd. Adhari Belal Din
Assistant Governor

Aznan Abdul Aziz
Assistant Governor

10.

Jessica Chew Cheng Lian
Deputy Governor

Abu Hassan Alshari Yahaya
Assistant Governor

Fraziali Ismail
Assistant Governor

Marzunisham Omar
| Assistant Governor

10.

7
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Other Senior Officers*

Economics

Monetary Policy

International

Data Management and Statistics

Investment Operations and Financial Markets

Representative Offices:
London Representative Office
New York Representative Office
Beijing Representative Office
Foreign Exchange Policy

Financial Development and Innovation
Islamic Banking and Takaful

Insurance Development

Development Finance and Inclusion

Financial Conglomerates Supervision
Banking Supervision

Insurance and Takaful Supervision

Risk Specialist and Technology Supervision
Payments Oversight

Financial Intelligence and Enforcement

Financial Surveillance

Prudential Financial Policy
Consumer and Market Conduct
Money Services Business Regulation

Currency Management and Operations
Finance
LINK and BNM Offices

BNM Office Johor Bahru

BNM Office Pulau Pinang

BNM Office Kuching

BNM Office Kota Kinabalu

BNM Office Kuala Terengganu

* As at 16 March 2020.
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Dr. Norhana Endut
Dr. Mohamad Hasni Sha'ari

Raja Syamsul Anwar Raja Mohammed Affandi

Nor Rafidz Nazri

Abdul Rahman Hussein

Muhamad Jamil Fathi Jamaludin

Azizul Sabri Abdullah
Edward Lu Kean
Norzila Abdul Aziz

Suhaimi Ali

Madelena Mohamed
Lau Chin Ching
Thomas Tan Koon Peng

Vijayakumar MV Nair
Mohd Zabidi Md Nor
Hew Ee-Lu

Daniel Chin Shen Li
Shahariah Othman

Mohd Fuad Arshad

Qaiser Iskandar Anwarudin
Cindy Siah Hooi Hoon

Lim Hsin Ying

Nik Mohamed Din Nik Musa

Azman Mat Ali

Affendi Rashdi

Arlina Ariff

Rosnani Mahamad Zain
Hasjun Hashim

Mohd Irman Haji Mohd Din
Zambre Ismail

Adlis Khairil Sazli Mohd Zaini



Strategic Human Capital

Human Capital Development Centre
Central Banking Services

Human Capital Services

Chief Information Officer

Business Technology
Digital Technology Infrastructure
Cyber Security and Data Protection

Chief Services Officer

Facility Management Services
Hospitality Services

Organisational Security Management
Museum and Art Gallery

Governor's Office

Internal Audit

Risk Management

Legal

Strategic Communications

Abd. Rahman Abu Bakar
Kristina Rai

Ruziana Mohd Mokhtar
Faizal Muhammad Sudin

Tay Gim Soon

Tay Gim Soon
Leong Kwan Seng
Aizuddin Mohd Ghazali

Shamsuddin Mohd Mahayidin

Razman Samsudin
Hairi Adam
Yusoff Sulong

Lim Foo Thai

Abd. Rahman Abu Bakar
Marina Abdul Kahar
Ong Li Ming

Noorul Azmi Mat Dahari
Fraziali Ismail
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Business Plan 2020

The Bank’s mandate to promote monetary stability and financial stability is set out in the Central Bank of
Malaysia Act 2009. To give effect to this, the Bank develops annual and medium-term business plans to lay out

its priorities in any given planning period. The business plans clarify the Bank’s focus and promote alignment
across its different policy areas and corporate functions.

The business planning process enables the Bank to respond to and prepare for changes in its operating
environment, as well as the challenges and emerging risks that we face in delivering our mandate. The annual

business plan drives the way we budget and allocate resources. It is also translated into job targets for teams
and individual employees.

For 2020, our business plan focuses on preserving the Bank’s effectiveness in a more challenging economic and
financial environment.

Ensuring that we can continue to discharge our core mandates effectively

Financial stability

Calibrate regulation and supervision
to reduce procyclicality, and improve
the financial system’s resilience to
financial and operational disruptions

Monetary stability

Adopt an appropriate monetary
policy stance

Positioning the Bank and the financial system to better respond to new operating realities

Financial development Stakeholder engagement
4 Provide strategic and policy clarity on and communications
financial technology developments, .
A inclusion and structural reforms in Increase openness and meaningful
the financial sector engagement

Elevating our capacity and improving processes to deliver with professionalism, efficiency and integrity

Technology

Position the Bank to fully embrace
technology with confidence

People and culture

Bring out the best in the Bank’s
employees

Governance and risk

Internalise good governance and a
sound risk culture

Finances and resources

Sharpen discipline and prudence
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Statutory Committees

In certain areas, the responsibility for decision-making is placed beyond the direct remit of the Board or
Management. These matters are reserved for specific organs created by statute.

Monetary Policy Committee

The primary objective of monetary policy in Malaysia is to maintain price stability while giving due regard to
developments in the economy. Under the Central Bank of Malaysia Act 2009 (CBA 2009), the Monetary Policy
Committee (MPC) of Bank Negara Malaysia is charged with the responsibility of formulating monetary policy
and the policies for the conduct of monetary policy operations.' In this regard, the MPC decides on the policy
interest rate, the Overnight Policy Rate (OPR), to influence other interest rates in the economy.

In carrying out this mandate, the MPC determines the direction of monetary policy based on its assessment
of the balance of risks to the outlook for both domestic growth and inflation. The MPC also monitors risks of
destabilising financial imbalances given their implications for the prospects of the economy. The Committee
meets at least six times a year to decide on the OPR and publishes the Monetary Policy Statement (MPS)
following each meeting to explain its decisions.

The MPC comprises the Governor, the Deputy Governors, and not less than three but not more than seven other
members, including external members who are appointed by the Minister of Finance upon the recommendation
of the Bank’s Board Governance Committee. At present, the MPC has seven members, two of whom are external
members. The membership of the MPC seeks to bring together a diversity of expertise and experience that is
critical for sound decision-making on monetary policy.

Members®

Nor Shamsiah Yunus (Chairman)

Abdul Rasheed Ghaffour

Jessica Chew Cheng Lian

Norzila Abdul Aziz

Marzunisham Omar

Prof. Dr. Yeah Kim Leng (External Member)

Dato’ Dr. Gan Wee Beng (External Member)

* As at 16 March 2020.

' For a detailed account of the evolution of the MPC, and its governance and processes, refer to the ‘Box Article: Evolution of the Monetary Policy
Committee of Bank Negara Malaysia: Key Milestones over the Years' in the Bank’s Annual Report 2015.
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Financial Stability Executive Committee

The Financial Stability Executive Committee (Executive Committee) was established in 2010 pursuant to
Section 37 of the Central Bank of Malaysia Act 2009 (CBA 2009). Its primary purpose is to contribute to the
fulfilment of the Bank's statutory mandate of preserving financial stability through its powers to decide on
specific policy measures that may be taken by the Bank to avert or reduce risks to financial stability.

The Executive Committee is a key component of the accountability framework that has been institutionalised
to exercise the broad financial stability powers accorded to the Bank under the CBA 2009. It is responsible to
ensure that the proposed measures within its purview are appropriate, having regard to the Bank’s assessment
of risks to financial stability. These measures are:
the issuance of orders to a person or financial institution that is not supervised by the Bank to undertake
specific measures;
- the extension of liquidity assistance to a financial institution that is not supervised by the Bank, or to the
overseas operations of a licensed financial institution in Malaysia; and
« the provision of capital support to a licensed financial institution in Malaysia that has ceased to be viable or
is likely to become non-viable.

The Executive Committee consists of seven members, a majority of whom are non-executive members who are
independent of the Bank’s Management. Members are subject to the Executive Committee’s Code of Ethics and
Conflict of Interest, which serve to preserve the integrity of the Executive Committee’s decisions. The Executive
Committee meets at least twice a year.

Members*

Nor Shamsiah Yunus (Chairman)
Abdul Rasheed Ghaffour

Tan Sri Ahmad Badri Mohd Zahir
Datuk Syed Zaid Albar

Rafiz Azuan Abdullah

Yoong Sin Min (External Expert)

Dato’ Abdul Rauf Rashid (External Expert)

* As at 16 March 2020.
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Shariah Advisory Council

The Shariah Advisory Council of Bank Negara Malaysia (SAC) was established in May 1997 as the highest Shariah
authority in Islamic banking and takaful in Malaysia. In the Central Bank of Malaysia Act 2009 (CBA 2009), the
SAC is elevated as a statutory committee and leading authority for the ascertainment of Islamic law in Islamic
financial business.

Given its statutory position, the SAC plays a pivotal role in ensuring the certainty and consistency of Shariah
rulings applied in the Malaysian Islamic banking and takaful industry. The Shariah rulings by the SAC serve as

a main reference for Islamic financial institutions that are regulated by the Bank to ensure end-to-end Shariah
compliance in the structure and implementation of their financial products and services. In addition, the CBA 2009
provides that matters pertaining to the application of Shariah in Islamic finance raised in a court or arbitration
proceeding must be referred to the SAC, whose opinions shall be binding.

The SAC rulings provide the Shariah basis for the development of a comprehensive Shariah contract-based
regulatory framework for Islamic banking and takaful in Malaysia.

The appointment of the SAC members is made upon approval by the Yang di-Pertuan Agong, on the advice of the
Minister of Finance after consultation with the Bank. Currently, the SAC has nine highly qualified and prominent
Shariah scholars and practitioners with vast experience, domestically and abroad, in the areas of Shariah, law,
Islamic economics and finance.

Members*

Datuk Dr. Mohd Daud Bakar (Chairman)

Prof. Dr. Ashraf Md. Hashim (Deputy Chairman)
Sahibus Samahah Dato’ Dr. Haji Anhar Haji Opir
Dato’ A. Aziz. A. Rahim

Prof. Dr. Mohamad Akram Laldin

Prof. Dr. Engku Rabiah Adawiah Engku Ali

Dr. Marjan Muhammad

Burhanuddin Lukman

* As at 16 March 2020.
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Monetary Penalty Review Committee

The Monetary Penalty Review Committee (MPRC) is an independent committee legislated under section 238 of
the Financial Services Act 2013 (FSA) and section 249 of the Islamic Financial Services Act 2013 (IFSA). The MPRC
considers appeals from persons (individuals or institutions) against the administrative monetary penalties or
pecuniary remedies imposed by the Bank in exercising its administrative enforcement powers under the FSA,
the IFSA and the Development Financial Institutions Act 2002.

The MPRC provides an independent avenue for aggrieved parties to appeal against the Bank’s decisions. The
MPRC may decide to either confirm the Bank’s decision or require the Bank to reconsider and reach a decision in
accordance with the findings of the MPRC. The members of MPRC are appointed by the Minister of Finance from
among the non-executive directors of the Bank or other persons external to the Bank.

Members*

Tan Sri Hasan Lah (Chairman)
Prof. Dr. Choong Yeow Choy
Chin Suit Fang

Lillian Leong Bee Lian

* As at 16 March 2020.
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Our Finances

The Bank manages its finances with the objective of ensuring that it has the
resources to discharge its mandates to promote monetary and financial stability
conducive to the sustainable growth of the Malaysian economy. In keeping with
these mandates, we are committed to being disciplined, prudent and responsible
IN managing our resources.

Although we are a statutory body, we do not rely on
public funds from the Government to support our day-
to-day operations. Instead, our operations are funded
by income generated from our investments of the
country’s international reserves. In 2019, we generated
total income of RM11,129 million (2018: RM9,334 million),
net of costs associated with managing the international
reserves portfolio and conducting monetary operations.

Against this, we incur expenses to manage and
administer our day-to-day operations (“recurring
expenditure”) and also expenses to finance
developmental and long term projects in line with

our principal objects and functions (“development
expenditure”). This includes expenditures incurred for
our currency operations and to maintain the country’s
payment infrastructure. In 2019, these expenditures
amounted to RM2,161 million (2018: RM1,772 million).

In 2019, we generated RM8,926 million in net profit after
tax (2018: RM7,521 million). Of this, RM5,400 million (2018:
RM5,000 million) was transferred to our risk reserve.
The risk reserve acts as a crucial financial buffer
against unexpected losses arising from unfavourable
market conditions that are not within our control. This
includes movements of interest rates in the United
States and other advanced economies, fluctuations in
foreign exchange and global equity markets. The Bank is
exposed to foreign exchange volatility in particular due
to investment of the international reserves which are in
foreign currency, while our liabilities are in ringgit.

The remaining RM3,500 million (2018: RM2,500 million) in
net profit will be paid as dividend to the Government.

Our assets, as at 31 December 2019, totalled RM451,600
million (2018: RM447,637 million), with the RM424,090
million (2018: RM419,572 million) international reserves
portfolio constituting the bulk (94%) of our assets.

Our liabilities arise mainly from deposits by financial
institutions (RM163,714 million) and currency in
circulation (RM114,097 million).
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CERTIFICATE OF THE AUDITOR GENERAL
ON THE FINANCIAL STATEMENTS OF
BANK NEGARA MALAYSIA
FOR THE YEAR ENDED 31 DECEMBER 2019

Certificate on the Audit of the Financial Statements
Opinion

| have audited the Financial Statements of Bank Negara Malaysia, which comprise the Statement of
Financial Position as at 31 December 2019 and Income Statement for the year then ended, and notes to the
financial statements, including a summary of significant accounting policies, as set out on pages 103 to 116.

In my opinion, the accompanying financial statements give a true and fair view of the financial position of
the Bank Negara Malaysia as at 31 December 2019, and of its financial performance for the year then ended
in accordance with the Malaysian Financial Reporting Standards (MFRS) and Central Bank of Malaysia Act
2009 to the extent that it is, in the opinion of the Directors, appropriate to do so, having regard to the
objects and functions of the Bank.

Basis for Opinion

The audit was conducted in accordance with the Audit Act 1957 and the International Standards of Supreme
Audit Institutions. My responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of my certificate. | believe that the audit
evidence | have obtained is sufficient and appropriate to provide a basis for my opinion.

Independence and Other Ethical Responsibilities

I am independent of the Bank Negara Malaysia and | have fulfilled our other ethical responsibilities in
accordance with the International Standards of Supreme Audit Institutions.

Information Other than the Financial Statements and Auditor’s Certificate Thereon

The Board of the Bank Negara Malaysia is responsible for the other information in the Annual Report. My
opinion on the Financial Statements of the Bank Negara Malaysia does not cover other information than
the Financial Statements and Auditor’s Certificate thereon and | do not express any form of assurance
conclusion thereon.



Responsibilities of The Board for the Financial Statements

The Board is responsible for the preparation of Financial Statements of Bank Negara Malaysia that give

a true and fair view in accordance with Malaysian Financial Reporting Standards (MFRS) and Central Bank
of Malaysia Act 2009 to the extent that it is, in the opinion of the Directors, appropriate to do so, having
regard to the objects and functions of the Bank. The Board is also responsible for such internal control as
it is necessary to enable the preparation of the Financial Statements of the Bank Negara Malaysia that are
free from material misstatement, whether due to fraud or error.

In preparing the Financial Statements of Bank Negara Malaysia, the Board is responsible for assessing the
Bank Negara Malaysia’s ability to continue as a going concern, disclosing, as applicable, matters related to
going concern and using the going concern basis of accounting.

Auditor’s Responsibilities for the Audit of the Financial Statements

My objectives are to obtain reasonable assurance about whether the Financial Statements of Bank Negara
Malaysia as a whole are free from material misstatement, whether due to fraud or error, and to issue
Auditor’s Certificate that includes my opinion. Reasonable assurance is a high level of assurance, but is
not a guarantee that an audit conducted in accordance with the International Standards of Supreme Audit
Institutions will always detect a material misstatement when it exists. Misstatements can arise from fraud
or error and are considered material if, individually or in the aggregate, they could reasonably be expected
to influence the economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with the International Standards of Supreme Audit Institutions, | exercise
professional judgement and maintain professional scepticism throughout the audit. I also:

a. Identify and assess the risks of material misstatement of the Financial Statements of the Bank Negara
Malaysia, whether due to fraud or error, design and perform audit procedures responsive to those risks,
and obtain audit evidence that is sufficient and appropriate to provide a basis for my opinion. The risk
of not detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control.

b. Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of Bank Negara Malaysia internal control.

c. Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the Board.

d. Conclude on the appropriateness the Board use of the going concern basis of accounting and, based
on the audit evidence obtained, whether a material uncertainty exists related to events or conditions
that may cast significant doubt on of the Bank Negara Malaysia ability to continue as a going concern. If
| conclude that a material uncertainty exists, | have to draw attention in my Auditor’s Certificate to the
related disclosures in the Financial Statements of the Bank Negara Malaysia or, if such disclosures are
inadequate, to modify my opinion. My conclusions are based on the audit evidence obtained up to the
date of Auditor’s Certificate.

e. Evaluate the overall presentation of the Financial Statements of the Bank Negara Malaysia, including
the disclosures, and whether the Financial Statements of the Bank Negara Malaysia represents the
underlying transactions and events in a manner that achieves fair presentation.
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We also provide the Board with a statement that we have complied with relevant ethical requirements
regarding independence, and to communicate with them all relationships and other matters that may
reasonably be thought to bear on our independence, and where applicable, related safeguards.

Other Matters

This certificate is made solely to the Board in accordance with Central Bank of Malaysia Act 2009 and for no
other purpose. | do not assume responsibility to any other person for the content of this certificate.

<

///

(DATO’ NIK AZMAN NIK ABDUL MAJID)
AUDITOR GENERAL
MALAYSIA

PUTRAJAYA
17 MARCH 2020
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BANK NEGARA MALAYSIA

STATEMENT BY CHAIRMAN
AND ONE OF THE DIRECTORS

We, Nor Shamsiah Yunus and N. Sadasivan, being the Chairman and one of the Directors of Bank Negara
Malaysia, do hereby state that in the opinion of the Directors, the financial statements are drawn up so as
to give a true and fair view of the state of affairs of Bank Negara Malaysia as at 31 December 2019 and of
the results of operations for the year ended on that date, in accordance with the Central Bank of Malaysia
Act 2009 and the applicable Malaysian Financial Reporting Standards (MFRS) to the extent that it is, in the
opinion of the Directors, appropriate to do so, having regard to the objects and functions of the Bank.

On behalf of the Board, On behalf of the Board,

L rtmstin® N

NOR SHAMSIAH YUNUS N. SADASIVAN
CHAIRMAN DIRECTOR
27 FEBRUARY 2020 27 FEBRUARY 2020
KUALA LUMPUR KUALA LUMPUR
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BANK NEGARA MALAYSIA

DECLARATION BY THE OFFICER PRIMARILY RESPONSIBLE
FOR THE FINANCIAL MANAGEMENT OF BANK NEGARA MALAYSIA

I, Affendi Rashdi, being the officer primarily responsible for the financial management of Bank Negara
Malaysia, do solemnly and sincerely declare that the financial statements for the year ended 31

December 2019, are to the best of my knowledge and belief, correct and | make this solemn declaration
conscientiously believing the same to be true and by virtue of the provisions of the Statutory Declarations

Act, 1960.
Subscribed and solemnly declared ) .
by the abovenamed at Kuala Lumpur )
this 27 February 2020. )

T ; 46;3%\@‘ B
W - (’%’k Before me,
. AN A
£/ 70 "

&y w03
MOHD FITRY ABDUL GHANI
01/01/2019 - 31/12/2021

NO. 584, JALAN BUKIT RAJA
TAMAN SEPUTEH, 58000 KUALA LUMPUR
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BANK NEGARA MALAYSIA

STATEMENT OF FINANCIAL POSITION AS AT 31 DECEMBER 2019

ASSETS
Gold and Foreign Exchange

International Monetary Fund Reserve Position

Holdings of Special Drawing Rights
Malaysian Government Papers
Deposits with Financial Institutions
Loans and Advances

Land and Buildings

Other Assets

Total Assets

LIABILITIES AND CAPITAL
Currency in Circulation
Deposits from: Financial Institutions

Federal Government

Others

Bank Negara Papers

Allocation of Special Drawing Rights
Other Liabilities

Total Liabilities

Capital
General Reserve Fund
Risk Reserve

Land Revaluation Reserve
Unappropriated Profits

Total Capital
Total Liabilities and Capital

Notes on the following pages form part of these financial statements.

Note

©O 0O N o u &~ b

10

1

12

13
14
15
16

17

2019

RM million

{14,844
4,584
4,662

1,978
2,630
7,112
4,162
11,628

451,600

114,097
163,714
3,568

543
15,834

7,619
2,959

308,334

100
14,831
124,069
740

3,526

143,266
451,600

2018
RM million

411,042
3,802
4,728
3,392

132
6,874
4175

13,492

447,637

106,405
169,133
7,956

859
21,746

7,743
2,138

315,980

100
14,810
113,477
749

2,521

131,657
447,637
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BANK NEGARA MALAYSIA

INCOME STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2019

2019 2018
RM million RM miillion
Note

Total Income 18 11,129 9,334
Less:

Recurring Expenditure 19 (1,325) (1,354)

Development Expenditure 20 (836) (418)

Total Expenditure (2,161) (1,772)

Net Profit Before Tax 8,968 7,562

Less: Taxation 21 (42) (41)

Net Profit After Tax 8,926 7,521

Less: Transfer to Risk Reserve 15 (5,400) (5,000)

Unappropriated Profits of the Year 17 3,526 2,521

Notes on the following pages form part of these financial statements.
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BANK NEGARA MALAYSIA

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED
31 DECEMBER 2019

1.  General Information
Bank Negara Malaysia (the Bank) is a statutory body established under the Central Bank of Malaysia
Act 1958 which has been repealed by the Central Bank of Malaysia Act 2009. The principal place of
business is located at Bank Negara Malaysia, Jalan Dato’ Onn, 50480 Kuala Lumpur.

The principal objects of the Bank are to promote monetary stability and financial stability conducive
to the sustainable growth of the Malaysian economy. In this regard, the Bank’s primary functions are
as follows:

(a) to formulate and conduct monetary policy in Malaysia;

(b) toissue currency in Malaysia;

(c) toregulate and supervise financial institutions which are subject to the laws enforced by the
Bank;

to provide oversight over money and foreign exchange markets;

to exercise oversight over payment systems;

to promote a sound, progressive and inclusive financial system;

to hold and manage the foreign reserves of Malaysia;

to promote an exchange rate regime consistent with the fundamentals of the economy; and

i) to act as financial adviser, banker and financial agent of the Government.

D O
N— N

—~ N~~~
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The Board of Directors approved the annual financial statements on 27 February 2020.

2.  Accounting Policies
The principal accounting policies applied in the preparation of these financial statements are set out
below. These accounting policies are consistently applied to both of the financial years presented,
unless otherwise stated.

2.1 Basis of Preparation of Financial Statements
(@) These financial statements have been prepared in accordance with the Central Bank of

Malaysia Act 2009 and the applicable Malaysian Financial Reporting Standards (MFRS).
Section 10 of the Central Bank of Malaysia Act 2009 provides that the Bank, in preparing its
financial statements, shall comply with the applicable accounting standards to the extent
that it is, in the opinion of the Directors, appropriate to do so, having regard to the objects
and functions of the Bank. The Directors, having considered the Bank'’s responsibilities for
the formulation and conduct of effective monetary policy and promoting financial stability,
are of the opinion that, it is appropriate to differ, in certain aspects, from the applicable
accounting standards.
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2.2

2.3

2.4

2.5

2.6

2.7

(b) The preparation of the financial statements on the basis stated in 2.1(a) requires the
management to make judgements, estimates and assumptions based on available
information that may affect the application of accounting policies and the reported amounts
of assets and liabilities as well as disclosure of contingent assets and liabilities at the date
of the financial statements, and the reported amounts of income and expenses during the
financial year. Although these estimates are based on the management'’s best knowledge of
current events and actions, the actual results could differ from those estimates.

Measurement Base and Accounting Basis
The financial statements have been prepared on an accrual basis, using the historical cost
convention, except as otherwise disclosed.

Foreign Currency Translation

(@) The financial statements have been prepared using Ringgit Malaysia, the currency of the
primary economic environment in which the Bank operates.

(b) Assets and liabilities in foreign currencies are translated into Ringgit Malaysia using
the exchange rate prevailing as at the end of the financial year. Transactions in foreign
currencies during the year are translated into Ringgit Malaysia using the exchange rate
prevailing at the transaction dates.

(c) All foreign exchange gains or losses arising from translation of foreign currency assets and
liabilities are recognised in Risk Reserve while realised gains or losses upon settlement on
Other Assets and Other Liabilities are recognised in the Income Statement.

Gold

Gold is carried at fair value. Unrealised gains and losses from changes in the fair value on gold are
recognised in Risk Reserve. Realised gains or losses from the sale of gold are recognised in the
Income Statement.

Foreign Securities

Foreign securities comprising fixed income securities and equities are stated at amortised cost
or fair value. Fair value changes are recognised in Risk Reserve or in the Income Statement. Upon
derecognition, realised gains or losses are recognised in the Income Statement.

Net Profit
The net profit of the Bank is appropriated in accordance with section 7 of the Central Bank of
Malaysia Act 2009 and only realised gains are available for distribution to shareholder.

Repurchase and Reverse Repurchase Agreements

The amount under repurchase agreements is reported under Other Liabilities and the difference
between the sale and repurchase price is recognised as interest expense in the Income
Statement. Conversely, the amount under reverse repurchase agreements is reported under
Other Assets and the difference between purchase and resale price is recognised as interest
income in the Income Statement.
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2.8 Land and Buildings

(a)
(b)
(c)

(d)

(e

The Bank capitalises all its land while buildings are maintained at nominal cost of RM10 each.

The amount of land capitalised at initial recognition is the purchase price along with any
further costs incurred in bringing the land to its present condition.

After initial recognition, land is stated at revalued amount. Professional valuations of the
Bank’s land will be carried out once every 10 years with any surplus arising on revaluation to
be recognised directly in the Land Revaluation Reserve.

Freehold land is not depreciated. With effect from 2018, leasehold land is amortised over
its remaining life. Land (freehold and leasehold) is revalued once in 10 years and fair value
is determined from market based evidence undertaken by professionally qualified valuer.
Buildings are not depreciated but revalued to a nominal value in the year of acquisition.
Gain or loss arising from the disposal of land is determined as the difference between
the net disposal proceeds and the carrying amount of the land. Upon disposal of

land, any surplus previously recorded in Land Revaluation Reserve is transferred to
Unappropriated Profit.

2.9 Other Fixed Assets
All other fixed assets are completely written-off in the year of acquisition.

2.10 Impairment of Assets
All assets are periodically assessed for impairment losses whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. If such an indication
exists, an impairment review is performed to assess whether the carrying amount of the asset is
fully recoverable.

3. Gold and Foreign Exchange

2019 2018
RM million RM million
Gold 7,723 6,590
Foreign Securities 375,684 361,885
Foreign Deposits 8,929 5,470
Balances with Other Central Banks 13,116 28,326
Others 9,392 8,771
™ o

4.  International Monetary Fund (IMF) Reserve Position, Holdings of Special Drawing Rights (SDR) and

Allocation of Special Drawing Rights

The IMF objectives are to foster global monetary cooperation, secure financial stability, facilitate
international trade, promote high employment and sustainable economic growth and reduce poverty
around the world. The IMF also provides advice and temporary funding to member countries in the
event of balance of payments difficulties.
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IMF Reserve Position

This consists of the reserve tranche position of Malaysia’s quota, lending under the Financial
Transaction Plan (FTP) and New Arrangements to Borrow (NAB). The IMF quota determines the member
country’s voting strength, the financial contributions to the IMF, the amount of financing the member
can access in the event of balance of payment difficulties and the amount of SDRs allocated to the
member. Both FTP and NAB programmes are used to provide loans to members.

Holdings of Special Drawing Rights

Holdings of Special Drawing Rights (SDR) are an international reserve asset created by the IMF. SDR
is periodically allocated to IMF member countries on the basis of the size of member countries’
quota. A member may use SDR to obtain foreign exchange reserves from other members and to make
international payments, including to the IMF.

Allocation of Special Drawing Rights
This liability to the IMF represents an equivalent amount of SDR received since its inception.

2019 2018

RM million RM million

IMF Reserve Position 4,584 3,802
Holdings of Special Drawing Rights 4,662 4,728
Allocation of Special Drawing Rights (7,619) (7,743)
Net position with IMF W - 787

Malaysian Government Papers
Malaysian Government Papers refer to holdings of Government debt instruments that are among the
instruments that can be used in the Bank’s monetary policy operations.

2019 2018

RM million RM million

Malaysian Government Securities 1,819 3,024
Malaysian Government Investment Certificates 159 368
1,978 3,392

Deposits with Financial Institutions
Deposits with financial institutions comprise deposits placed by the Bank with financial institutions
under section 75 (i) and section 100 of the Central Bank of Malaysia Act 2009.

Loans and Advances

Net loans and advances comprise mainly advances extended by the Bank to the participating
institutions under various schemes aimed at promoting growth and development of small and
medium business establishments as well as to help home buyers from the lower income group to
finance the purchase of their first homes. The extensions of these advances are provided under
section 48, section 49 and section 100 of the Central Bank of Malaysia Act 2009.
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Funds for Small and Medium Industries

Fund for Affordable Homes
Others

Land and Buildings

Land, at cost
Freehold

Land, at revaluation
Freehold

Leasehold

Leasehold land
As at 1 January
Less: Accumulated Amortisation

As at 31 December

Buildings, at nominal value
Freehold
Leasehold

2019
RM million

5,766
1,000
346
7,112

2019
RM million

3,314

694
154
4,162

2019
RM million

167
(13)
154

2019
RM

2,230
1,380
3,610

2018
RM million

6,492
382
6,874

2018
RM million

3,314

694
167
4,175

2018
RM million

170

)
167

2018
RM

2,230
1,380
3,610

Freehold and leasehold land, at revaluation, were revalued by an independent valuer on 1 August 2014.

Other Assets

Included in Other Assets are securities purchased under reverse repurchase agreements and
investments in shares and bonds acquired under section 48 (1) and section 100 of the Central Bank of

Malaysia Act 2009.
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2019 2018

RM million RM million

Reverse Repurchase Agreements 6,490 8,266
Investments in Shares and Bonds 4,390 4,401
Others 748 825
11,628 13,492

10. Deposits from Others
A substantial part of these deposits comprises deposits from national institutions, government
agencies and public authorities.

11. Bank Negara Papers
Bank Negara Papers are papers issued by the Bank as an additional monetary policy tool to manage
liquidity in the domestic money market. It also includes Bank Negara Interbank Bills (BNIB) in foreign
currency and this is part of the Bank’s market operations to manage foreign currency liquidity in the
domestic money market.

12. Other Liabilities
Other Liabilities include securities sold under repurchase agreements of RM1,643 million (2018: RM863

million).
2019 2018
RM miillion RM miillion
Repurchase Agreements 1,643 863
Accruals 954 917
Others 362 358
2,959 2,138

13. Capital

In accordance with section 6 of the Central Banking Act 2009, the capital of the Bank shall be
RM100,000,000 and is owned by the Government of Malaysia.

14. General Reserve Fund

2019 2018
RM million RM million
As at 1 January 14,810 14,744
Amount approved and transferred to the General Reserve
. 21 66
Fund during the year
As at 31 December 14,831 14,810
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15.

16.

17.

Appropriations of net profits to the General Reserve Fund and dividends to the Government are
recognised upon the approval by the Board and the Minister as provided under section 7 of the
Central Bank of Malaysia Act 2009.

The transfer to the General Reserve Fund for the year ended 2018 of RM21 million was approved by the
Minister on 25 February 2019.

Risk Reserve

The Risk Reserve are financial buffers comprising cumulative transfers of net profits, unrealised
gains or losses on translation of foreign currency assets and liabilities and fair value changes from
securities carried at fair value.

A market risk measurement framework is used to estimate financial buffers required to cushion
unexpected loss arising from unfavourable circumstances not within the control of the Bank.

2019 2018

RM million RM million

As at 1 January 113,477 118,657
Movements during the year 5,192 (10,180)
Transfer from net profits 5,400 5,000
As at 31 December 124,069 113,477

Land Revaluation Reserve

Land Revaluation Reserve relates to unrealised surplus of land (freehold and leasehold) upon their
revaluation. Upon disposal, the realised surplus relating to the realised asset is transferred to
Unappropriated Profits.

Unappropriated Profits

2019 2018

RM million RM million

Balance 1 January 2,521 2,566
Less: Appropriations approved during the year

Transfer to General Reserve Fund (21) (66)

Dividend paid to the Government (2,500) (2,500)

Current year’s unappropriated profits 3,526 2,521

Balance 31 December 3,526 2,521

In accordance with section 7 of the Central Bank of Malaysia Act 2009, appropriations to the General
Reserve Fund and declaration of dividends to the Government are subject to the approval by

the Board and the Minister, and if approved will be recognised in the next financial year ending

31 December 2020.
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18.

19.

20.

21.

22.

The dividend paid to the Government for the year ended 2018 amounted to RM2.5 billion was
approved by the Minister on 25 February 2019.

For the year ended 31 December 2019, the Board of Directors recommends a transfer to the General
Reserve Fund of RM26 million and dividend payable of RM3.5 billion to the Government.

Total Income

Total income comprises revenue from foreign reserves management which includes interest and
dividends, non-treasury income, realised capital gains or losses, and is stated at net of amortisation/
accretion of premiums/discounts and monetary policy cost.

Recurring Expenditure
Recurring expenditure are expenses incurred in the management and administration of day-to-day
operations of the Bank.

Development Expenditure
Development expenditure are expenses incurred mainly to finance developmental and long term
projects undertaken by the Bank that are in line with its principal objects and functions.

Taxation

The Bank is exempted from payment of income tax and supplementary income tax as set out in the
Income Tax (Exemption) (No. 7) Order 1989. Tax expenses relates to unclaimable withholding taxes on
income from foreign dividend and interest and capital gains taxes on sale of foreign investments.

Contingencies and Commitments

22.1 Contingent Assets
Total contingent assets as at 31 December 2019 amounted to RM1,400 million. These comprise the
Bank'’s total funding to International Centre for Leadership in Finance (ICLIF) Trust Fund of RM800
million and International Centre for Education in Islamic Finance (INCEIF) Trust Fund of RM600
million to finance activities related to training, research and development of human resource
in banking and financial services managed by The ICLIF Leadership and Governance Centre and
INCEIF, respectively. Itis provided in the Trust Deeds that the total funding will be returned to
the Bank when these Centres become self-sufficient in the future.

22.2 Commitments
Total commitments as at 31 December 2019 comprise the following:

Note 2019 2018
RM million RM million
Total Commitments

International Monetary Fund (IMF) (a)
Unpaid Quota (i) 16,371 17,300
New Arrangement to Borrow (NAB) (ii) 1,823 1,790
Bilateral Contribution (iii) 4,093 4,136
Investment with Bank for International Settlements (BIS) (b) 68 69
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Swap Arrangements (c)
ASEAN Swap Arrangement (i) 1,228 1,241
Bilateral Currency Swap Arrangement with
People’s Bank of China (PBOC) (i)@) 110,000 110,000
Bank of Korea (BOK) (ii)(b) 15,000 15,000
Bank of Indonesia (BI) (i1)(c) 8,000 -
Chiang Mai Initiative Multilateralisation (iii) 37,263 37,654
Repurchase Agreement with EMEAP Members (iv) 20,465 20,680

214,311 207,870

(@) Membership with IMF

(b)

(c)

(i)

(ii)

(iii)

The Bank has an obligation to pay to IMF SDR2,892 million, equivalent to RM16,371
million (2018: SDR3,007 million, equivalent to RM17,300 million) or in other convertible
currencies which represents the unpaid portion of Malaysia’s quota in the IMF under
the Articles of Agreement.

The Bank has participated in the New Arrangements to Borrow (NAB), a set of credit
arrangements between the IMF and its member countries to provide a supplementary
source of financing to IMF for the purpose of safeguarding the stability of the
international monetary system. As at 31 December 2019, the amount of undrawn credit
under the NAB is SDR322 million, equivalent to RM1,823 million (2018: SDR311 million,
equivalent to RM1,790 million).

On 23 July 2012, the Bank has pledged a USD1,000 million, equivalent to RM4,093 million
(2018: USD1,000 million, equivalent to RM4,136 million) bilateral contribution to the IMF
for precautionary and financial crisis resolution purposes.

Investment with Bank for International Settlements (BIS)

The Bank has a commitment of SDR12 million, equivalent to RM68 million (2018: SDR12
million, equivalent to RM69 million) which refers to the uncalled portion of the 3,220 units of
shares held by the Bank in the BIS based on the nominal value of SDR5,000 each using the
SDR rate at the date of the Statement of Financial Position.

Swap Arrangements

(i)

ASEAN Swap Arrangement

The Bank has participated in the multilateral ASEAN Swap Arrangement (ASA) together
with other ASEAN central banks and monetary authorities to provide short-term foreign
currency liquidity support to member countries with balance of payments difficulties.
As at 31 December 2019, the Bank’s total commitment amounted to USD300 million,
equivalent to RM1,228 million (2018: USD300 million, equivalent to RM1,241 million) and
there was no request for liquidity support under ASA from any member country during
the financial year.
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23.

(ii) Bilateral Currency Swap Arrangement
(@) On 20 August 2018, the Bank renewed the Bilateral Currency Swap Arrangement
(BCSA) agreement with the People’s Bank of China (PBOC) with the objective of
promoting and facilitating trade settlement in the local currency between the two
countries. As at 31 December 2019, the Bank'’s total commitment under the BCSA is
RM110 billion (2018: RM110 billion) and there has been no request to activate the
BCSA during the financial year.

(b) On 25 January 2017, the Bank renewed the Bilateral Currency Swap Arrangement
(BCSA) agreement with the Bank of Korea (BOK) with the objective of promoting
bilateral trade and facilitating trade settlement in local currency between the two
countries. As at 31 December 2019, the Bank's total commitment under the BCSA
is RM15 billion (2018: RM15 billion) and there has been no request to activate the
BCSA during the financial year.

(c) On27September 2019, the Bank has signed Local Currency Bilateral Swap
Arrangement (LCBSA) agreement with the Bank of Indonesia (BI) with the objective
of promoting bilateral trade and facilitating trade settlement in local currency
between the two countries. As at 31 December 2019, the Bank’s total commitment
under the LCBSA is RM8 billion and there has been no request to activate the
LCBSA during the financial year.

(iii) Chiang Mai Initiative Multilateralisation Arrangement
The Bank has participated in the Chiang Mai Initiative Multilateralisation (CMIM)
arrangement to provide financial support to ASEAN+3 member countries facing balance
of payments and short-term liquidity difficulties. The effective date of the CMIM
Agreement is 24 March 2010. Under the CMIM arrangement, member countries facing
balance of payments and short-term liquidity constraints can obtain financial support
in US dollar through swap arrangements against their respective local currencies. As at
31 December 2019, the Bank'’s total commitment is USD9.1 billion, equivalent to RM37.3
billion (2018: USD9.1 billion, equivalent to RM37.7 billion) and there was no request for
liquidity support from any member country.

(iv) Repurchase Agreement with Central Banks and Monetary Authorities
The Bank has entered into repurchase agreements totalling USD5 billion, equivalent
to RM20.5 billion (2018: USD5 billion, equivalent to RM20.7 billion) with various central
banks and monetary authorities under the Executives’ Meeting of East Asia-Pacific
Central Banks (EMEAP) to provide liquidity assistance in times of emergency. As at 31
December 2019, there was no request for liquidity assistance from any counterpart.

Financial Risk Management

The Reserve Management Committee oversees the assessment, measurement and the control of
the investment risks in the management of reserves to be within acceptable levels to ensure that
the objectives of capital preservation, liquidity and reasonable returns are met. In undertaking this
function, the major risks of the investments fall into the following areas:
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(@) Market Risk
Market risk is the exposure of the Bank’s investments to adverse movements in market prices
related to foreign exchange rates, interest rates and prices of bonds and equities. Market risk
is assessed and monitored on a daily basis. A benchmark policy approved by the Board of
Directors reflects the long-term objectives and acceptable risk-return profile of the investments.
Investments may be made in instruments that are different from those in the benchmark. This
deviation in investment is controlled through a set of risk management limits, governance
arrangements and investment guidelines that are also approved by the Board of Directors.
Sensitivity analysis and stress testing are undertaken to assess emerging risks and potential
marked-to-market losses from adverse movements and volatility in the market, as well as
liquidity conditions.

(b) Credit Risk
Credit risk is the risk of default of the issuer of the debt or failure of the counterparty to perform
its contractual obligation to the Bank resulting in the Bank not receiving its principal and/or
interest that has fallen due in a timely manner. A comprehensive credit risk framework governs
the permissible investments and the risk appetite of the Bank, thus ensuring investments in
issuers and with counterparties of good credit standing. The framework, which is approved
by the Board, also incorporates market-based credit indicators such as ratings implied from
financial market prices, and internal credit assessment. This enhances the credit risk framework
by providing a more dynamic and forward-looking credit assessment.

(c) Operational Risk
Operational risk is the risk of financial losses due to failed internal processes, inadequate
controls and procedures, or any other internal or external events that impede operations.
Operational risk is mitigated through a governance framework and effective implementation of
risk controls and limits. A comprehensive operational risk surveillance mechanism is in place to
support the identification of emerging risks in the Bank’s operations to allow for action to be
taken in managing gaps and in mitigating financial losses.

24. Bank Negara Malaysia Staff Welfare Account (SWA) and Bank Negara Malaysia Staff Welfare Account
(Medical Fund) (termed as the ‘Medical Fund Account’)

The SWA was established on 1 March 1991 under section 15 (5) and (6) of the Central Bank of
Malaysia Act 1958 while the Medical Fund Account was established on 21 June 2006 under section
15 (6) of the Central Bank of Malaysia Act 1958. Both the SWA and the Medical Fund continue to
exist under section 83 (4) and (5) of the Central Bank of Malaysia Act 2009.

The SWA is governed under the Bank Negara Malaysia Staff Welfare Account Trust Directions
1991. As stipulated in the Trust Directions 1991, the SWA shall be administered by a committee
authorised by the Board (Authorised Committee of the Board). The accounts of the SWA are

to be maintained separately from the other accounts of the Bank and shall be audited in the
same manner of the Bank’s Account. The objective of the SWA is to provide loans to the staff for
certain allowable activities, finance the activities of the staff associations and give education
excellence awards to the children of staff. The SWA also manages the insurance compensation of
the deceased staff received by beneficiaries who have yet to attain the legal age.
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The Medical Fund Account is governed under the Bank Negara Malaysia Staff Welfare Account
(Medical Fund) Trust Directions 2006 and Supplementary Trust Directions 2017. The objective
is to assist the Bank to meet the medical expenses of eligible retirees and their dependents.
As stipulated in the Staff Welfare Account (Medical Fund) Trust Directions 2006, the Medical
Fund shall be administered by a Medical Fund Committee. The Medical Fund Account is to be

maintained separately under the Staff Welfare Account and shall be audited in the same manner
of the Staff Welfare Account.
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