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Bank Negara Malaysia’s initiatives to develop the onshore financial
market

Broadening and deepening of the onshore foreign exchange market

Following the measure to reinforce existing rules that have been in place to prohibit facilitation of
ringgit non-deliverable forward (NDFs) offshore, the Financial Markets Committee, in collaboration
with Bank Negara Malaysia (BNM) has announced several initiatives and measures to enhance
the liquidity of the foreign exchange (FX) market, including deregulate the onshore ringgit hedging
with effect from 5 December 2016. The measures are as follow:

1.

Liberalisation and deregulation of the onshore ringgit hedging market

To provide greater flexibility for managing foreign exchange (FX) risks, residents (including
resident fund managers) may freely and actively hedge their USD and CNH exposures up
to a limit of RM6 million based on total outstanding of net ringgit position (notional) at any
one time, per client, per bank, subject to a one-time declaration of non-participation in
speculative activity. This flexibility allows residents to cancel and unwind the forward
contract entered for hedging exceeding RM6 million, the normal due diligence process by
the onshore bank applies.

Resident and non-resident fund managers can now actively manage their FX exposure up
to 25% of their invested assets on a net position basis. To qualify for this arrangement,
registration with BNM would suffice. The investor is allowed to fully hedge their investment.
For hedging more than 25% ringgit investment would require documentary evidence.

To broaden accessibility of foreign investors and corporates to the onshore FX market,
offshore non-resident financial institutions may participate in the Appointed Overseas
Office ! (AOO) framework which will be accorded additional flexibilities on ringgit
transactions. These flexibilities include FX hedging (own account/on behalf of client) for
current and financial account based on commitment, opening of ringgit account (book-
keeping) and extension of ringgit trade financing.

Streamlining treatment for investment in foreign currency assets

Resident entities with domestic ringgit borrowing are free to invest in foreign currency
assets both onshore and abroad up to the prudential limit of RM50 million.

Residents without domestic ringgit borrowing shall continue to enjoy flexibility of investing
in foreign currency assets both onshore and abroad up to any amount.

This gives equal treatment for residents with ringgit borrowings investing in foreign currency
assets whether in the onshore or offshore market.

Incentives and treatment of export proceeds

Exporters can retain up to 25% of export proceeds in foreign currency. They may hold
higher balances with approval from BNM to meet their obligations in foreign currency.

1 Appointed Overseas Office refers to appointed overseas parent company, subsidiary company, sister
company, head office or branch of a licensed onshore bank’s banking group, excluding international
Islamic Bank.



o Payment by resident exporters for settlement of domestic trade in goods and services is
now to be made fully in ringgit.

e All ringgit proceeds from exports can earn a higher rate of return via a special deposit
facility. The special deposit facility for ringgit proceeds will be offered to exporters via all
commercial banks and receive a rate of 3.25% per annum. This facility will be offered
until 31 December 2017 subject to further review.

¢ In addition to the newly announced hedging measures, exporters are also able to hedge
and unhedged up to 6 months of their foreign currency obligations.

What does SERC think?

A deep and liquid foreign exchange market is a precondition to develop a well-functioning onshore
market to facilitate greater hedging flexibility to minimize exchange rate risk. These measures are
expected to help enhance continuous supply of foreign currency in measured steps to create a
liquid and deep onshore foreign exchange market.

The new measure which requires exporters to retain up to 25% of export proceeds in foreign
currency w.e.f 5 December 2016 is a refinement from “no retention limit” in the foreign currency
account (FCA), which has been in place since 23 March 2005. The new measure does not apply
to existing foreign currency balances. It applies to export proceeds received after 5 December
2016. The rule which requires all export proceeds to be repatriated back to Malaysia within six
months from the date of export remained in place.

This measure should not be perceived as a restriction to trade facilitation as some flexibility will be
given to exporters who may want to hold higher balances, subject to Bank Negara Malaysia’s
approval. They can also manage the exchange rate risk through hedging and unhedging up to six
months of their foreign currency obligations.

While some operational issues are expected during the transition period, Bank Negara Malaysia
continues to actively engage with all businesses, especially exporters to ease the cost of managing
foreign exchange as well as to smoothen the relevant administrative processes. For ease of foreign
exchange conversion cost, exporters are allowed to use the same conversion rate to reconvert
export proceeds converted into ringgit into foreign currency for the following: (a) up to the value of
6 months import foreign currency loan obligations; (b) current international transactions; and (c)
permitted payment in foreign currency between residents up to 31 March 2017.

A sweetener in the form of a higher rate return of 3.25% pa is offered to exporters placing the
ringgit proceeds in a Special Deposit Facility (SDF) with commercial banks, to partly compensate
for the cost associated with the lower retention of export proceeds in foreign currency. Resident
exporters are free to withdraw funds from SDF for other purposes, except using the funds to place
into other banks’ SDF. The SDF will pay a daily rate of 3.25% p.a. on end-of-day balances. All
banks will offer the same rate of 3.25% p.a. for the SDF. Prior to this new ruling, exporters earned
a lower rate return of less than 2% for export proceeds placed in the foreign currency account.

While some viewed this new rule on the retention limit of export proceeds in FCA as a step
backwards, but viewed objectively, imposing a limit on the retaining of foreign currency is justified
and warranted given the worsening imbalances in the foreign exchange market, if not timely nib in
the bud will seriously constraint the development of a viable onshore foreign exchange market.
Hence, this measure will ensure continuous liquidity of foreign currency.



Despite enjoying strong trade surpluses over the years, only a small fraction of 1% of total
accumulated surplus was converted to ringgit during the period 2011-15, marking a decline from
28% of total during the period 2008-2010. This is an unhealthy trend as it does not bode well for
the ringgit and reserves accumulation. Trade surplus is a dependable contributor to reserves
accumulation compared to other forms of capital flows, especially portfolio money which is highly
susceptible to reversals.

Rebalancing of the foreign currency in the foreign exchange market is vital given our sizeable trade
volume and value. This will provide a big pool of forex to facilitate greater trade and investment.

More importantly, this measure will help to provide a support to the ringgit via a steady
accumulation of foreign reserves from the trade surplus. It helps to improve demand for the ringgit
and ease the pressure on the ringgit, offsetting the impact from capital reversals. It is estimated
that the measure will translate into RM100 billion equivalent of foreign exchange converted to
ringgit. Theoretically, this means a boost of US$23 billion to BNM'’s foreign exchange holdings.

Bank Negara Malaysia’s prompt policy intervention and refinement, including building firewalls and
other backstops as well as open communications are pertinent to underpin confidence on the
ringgit and prevent market’s negative perception and sentiment.

Malaysia’s flexible exchange rate policy has served us well in managing currency volatility
adjusting to massive capital reversals during a few episodes of wide shifts in capital flows.

Bank Negara Malaysia’s strong assertion of no capital controls and no need to peg the ringgit
underscores its ability to deal with the ringgit’s short-term volatilities.



Frequently asked questions

A. Export proceeds and foreign currency accounts

Q1.

ANs:

Q2.

Ans:

Q3:

Ans:

Q4.

ANs:

Q5:

ANs:

Q6:

Ans:

Q7.

ANS:

Can exporters retain foreign currency funds with overseas banks?
Under the prevailing Foreign Exchange Administration (FEA) rules, resident exporters are
required to receive and retain the full value of export proceeds with onshore banks.?

What is the impact of this measure on existing export proceeds and outstanding
foreign currency balances?

The new measure does not apply to existing foreign currency balances. The new measure
applies to export proceeds received from 5 December 2016 onwards.

How is the 25% retention of export proceeds computed?
The 25% is computed based on each receipt of export proceeds.

Is export trade financing facility subject to the 25% retention limit?
For export trade financing facility, the 25% retention is computed upon drawdown of the
facility. Actual export proceeds to be used for repayment of export trade financing.

Mustration:

MNaon- 1 March:
1 January: resident Actual export .
Ship goods to Ernceedds (100% u:anCI

t e used to repay trade
customer Goods FC financing facility)
FC i

Exporter Banking

i instifution

15 January:

Trade financing disbursement
(retention up to 25%)

Does this requirement include proceeds from services? Does this requirement
include proceeds from merchanting trade3?

The requirement is only applicable to proceeds from the export of goods. Export of goods
is defined as movement or transfer of goods by land, sea or air from Malaysia to any
territory outside of Malaysia. The requirement is not applicable on proceeds derived from:
(a) export of services including merchanting trade; or

(b) goods exported under a border trade agreement entered into by the Government of

Malaysia with any foreign government.

Does the conversion of the remaining 75% export proceeds have to be undertaken
on spot basis?
The remaining 75% export proceeds can be converted on spot or forward basis.

Are export proceeds received earlier than maturity of a forward contract entered to
convert foreign currency export proceeds into ringgit subject to the 25% retention
limit?

The exporter is allowed to retain export proceeds in foreign currency in Trade FCA prior to
delivery of the forward contract.

2 Onshore banks refer to licensed banks and licensed investment banks under the Financial Services Act
2013 or licensed Islamic banks under the Islamic Financial Services Act 2013.

3 Merchanting trade refers to the selling of goods to a non-resident where the goods are shipped from an
overseas location to another overseas location without entering or leaving the territory of Malaysia.
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Q8:

AnNs:

Q9:

ANs:

Q10:

ANs:

Q11:

AnNs:

Q12:
ANs:

Q13:

ANs:

Q14:
Ans:
Q15:

Ans:

Q16:

Ans:

Q17:

ANS:

Q18:

AnNs:

Are exporters allowed to convert ringgit into foreign currency to meet foreign
currency obligations if the retained foreign currency is insufficient?

Yes. In addition to utilising the retained foreign currency for import and loan obligations,
residents (including exporters) are allowed to convert ringgit into foreign currency up to the
value of 6 months import and foreign currency loan obligations.

Can exporters request to use the same conversion rate to reconvert export proceeds
converted into ringgit into foreign currency?

Yes. Exporters may request to simultaneously reconvert export proceeds into foreign
currency at the same rate for the following:

(a) up to the value of 6 months import foreign currency loan obligations;

(b) current international transactions; and

(c) permitted payment in foreign currency between residents up to 31 March 2017.

Is there a time limit on the retention of the foreign currency proceeds?
There is no time limit on the retention of the foreign currency proceeds.

What can the retained foreign currency funds be used for?

The retained foreign currency can be used for payments of imports, foreign currency loan
obligations and other current international transactions (i.e. dividend payments or
remittance for family living expenses).

Are foreign currency accounts (FCA) | and Il still applicable?

With the policy realignment, FCA | and Il are replaced with Trade and Investment FCAs

respectively where funds in:

(a) Trade FCA shall be used to meet import and loan obligations only and other current
international transactions; and

(b) Investment FCA can be used for investment and other purposes including payment for
import and loan obligations.

Can resident companies continue to borrow foreign currency from resident entities
within its group of entities or its resident direct shareholder? Can residents enter
into cash sweeping arrangement with other resident companies within the group of
entities?

Yes. Foreign currency funds for the foreign currency borrowing/lending may be sourced
from Trade FCA or Investment FCA and shall be credited (received) into Trade FCA.

Do resident corporations need to maintain Investment FCA to undertake
investments in foreign currency assets onshore or offshore?
Yes.

Are importers required to unwind the forward foreign exchange contracts exceeding
the 6 months tenure that were entered into prior to 5 December 20167
No as the requirement does not apply to transactions entered prior to 5 December 2016.

Where do exporters transfer its existing foreign currency funds from FCA 11?
The existing foreign currency funds can be transferred to Investment FCA or FCA Trade.

Can corporations without export proceeds convert ringgit into foreign currency to
pay import and loan obligations?
Yes. The corporation can convert up to the value 6 months of import and loan obligations.

Does the export retention limit apply to resident individual, sole proprietor or general
partnership?
Yes.



Q19:

Ans:

Q20:

Ans:

Q21:

Ans:

Q22:

AnNs:

Can residents convert ringgit into foreign currency for education and employment
abroad purposes?
Yes.

Are resident exporters allowed to transfer foreign currency funds from Trade FCA to
Investment FCA or vice versa?

Transfer from Trade FCA to Investment FCA is subject to the investment limit. Transfer
from Investment FCA to Trade FCA is allowed. In addition, there is no restriction for transfer
of funds between the same type of FCA (i.e. Trade FCA to Trade FCA, or Investment FCA
to Investment FCA) of the same beneficiary.

Can resident exporters choose to convert with banks that offer the best rate?
Yes, resident exporters may enter into foreign exchange contracts, spot or forward basis
with any onshore banks.

What are the incentives granted to exporters of goods following implementation of

the new measures?

Exporters of goods are granted with the following incentives:

(a) All ringgit proceeds from exports conversion can earn a higher rate of return via a
special deposit facility (refer to FAQs on Special deposit facility for resident exporters);
and

(b) Flexibility to cancel and unwind forward contracts.

B. Special deposit facility for resident exporters

Q23:
AnNs:

Q24:
Ans:

Q25:
ANs:

Q26:
Ans:

Q27:
Ans:

Q28:

ANS:

Q29:
Ans:

Who is eligible for this Special Deposit Facility (SDF)?
The SDF is offered to resident exporters, which receive ringgit arising from the conversion
of foreign currency export proceeds.

Which banks offer this SDF?

All licensed onshore banks shall offer the SDF to resident exporters when the conversion
to ringgit is made by the bank. Exporters can approach banks with existing relationship or
approach new banks to inquire on this SDF.

How to activate this SDF?

Upon receipt of the foreign currency export proceeds, the bank shall offer this SDF when
converting into ringgit proceeds. Resident exporters can decide to place the ringgit
proceeds into SDF or to use for other purposes.

What does this SDF provide?
The SDF will pay a daily rate of 3.25% p.a. on end-of-day balances.

Is the rate similar from all banks?
All banks will offer the same rate of 3.25% p.a. for the SDF.

How much of the converted proceeds can be placed into this SDF?
Resident exporters can make full or partial placement of the proceeds arising from the
export conversion.

Can funds be withdrawn from the SDF?
Resident exporters are free to withdraw funds from the SDF for other purposes, except
using the funds to place into other banks’ SDF.



Q30:

ANs:

Q31:

ANs:

Q32:
Ans:

Q33:

ANs:

Q34:
AnNs:

Can any other source of funds be placed into this SDF?

No. Placement of funds into SDF is restricted to export conversion proceeds. Upon
withdrawal, only remaining balance will be paid at the daily rate of 3.25% p.a. Exporters
will not be able to make future placement into the SDF using previously withdrawn fund
from the SDF.

Can exporters convert the remaining 25% foreign currency export proceeds into
ringgit and place into the SDF? Can exporters choose to convert 100% of incoming
foreign currency export proceeds and place into SDF?

Yes. The ringgit proceeds are source from exports and thus eligible to be placed into the
SDF.

For exports that are settled and received in ringgit, can exporters placed such
proceeds into the SDF?
Yes. Bank will need to ensure proper documentation that the ringgit is from export proceeds.

Can an exporter request the export conversion proceeds (which was converted by
Bank A) be placed into another bank’s SDF? Can exporter transfer funds from other
accounts into SDF e.g. current account in Bank A into SDF Bank A or into SDF Bank
B?

No. The SDF of Bank A can only receive export proceeds that have been converted by
Bank A only. Bank A and Bank B shall ensure that other type of funds (i.e. not export related)
are not allowed into the SDF.

How long is SDF offered?
The offer shall last up to 1 year, until 31 Dec 2017.

C. Payment in foreign currency between residents

Q35:
ANs:

Q36:
ANs:

Can an exporter pay another resident in foreign currency?

Any settlement for goods and services between residents shall only be made in ringgit,
including where payment is made by another party on behalf of the resident.
Notwithstanding the above, residents with initial contractual agreement entered prior to 5
December 2016 may continue to make or receive payment in foreign currency until 31
March 2017 provided that the payment is:

(a) made by an exporter using export proceeds; or

(b) approved by the Bank.

Payments may be made from the payer’s Trade FCA or Investment FCA. Payee receiving
such foreign currency payment may retain full amount of the payment in foreign currency
in its Trade FCA. This flexibility is granted to enable residents to re-negotiate existing
contractual agreements in accordance to the new measures.

Can aresident invoice another resident in foreign currency?

There is no restriction for a resident to invoice another resident in foreign currency except
the currency of Israel. However, all settlements for goods and services between residents
shall only be made in ringgit.

(Source: Bank Negara Malaysia, 15 December 2016)



Exhibit 1

1. Process

e Licensed onshore bank is required to facilitate a resident to retain up to 25% of the
resident’s export proceeds of goods in foreign currency in the Trade Foreign Currency
Account (FCA). The balance of such export proceeds shall be converted into ringgit.

2. lllustration

o A resident entity, Company XYZ has an incoming export proceeds of goods on 1
January 2017 amounting to USD100 million. Company XYZ maintains a Trade FCA
and a ringgit account with a licensed onshore bank, Bank A.

e On 1January 2017, upon receipt of export proceeds of USD100 million, Company XYZ

retains the maximum amount of 25% of its export proceeds in foreign currency. Bank
A shall immediately:

Trade FCA Ringgit account (RM million
(US$ million) equivalent)@ RM4.00/US$

a) Retain export proceeds in foreign o5
currency

b) Convert export proceeds into 300
ringgit
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