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Is it Just an Issue
of Technology?

by Saravanan Ramasamy

C ustomer retention is the
buzzword among bankers in
Malaysia these days. With the
onslaught fo foreign players,
local banks have no choice but
to be efficient and start picking
up or at the very least defend their
market share. In response to
fierce competition, quite a
number of local banks have
already embarked on
implementing Customer
Relationship Management (CRM)
strategies with the intention of
attracting and retaining profitable
customers. In this regard, it is
crucial for the management to
have a clear desired business
objective before embarking on
implementing the CRM strategy.
However, it is sad to note that
many bankers view CRM as just
technology issue. Very often,
technology seems to be the main
driving force behind an
organisation’s CRM pursuit.
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CRM - Is it Just an Issue of Technology?

Beyond Technology

Although technology plays an
important role in CRM strategy,
solving technology issues per se will
never result in an organisation
reaping the full benefits it is otherwise
entitled to. Banks have to realise that,
on top of technology, CRM is also an
issue of business process re-
engineering an organisation’s cultural
change, training execution,
performance measurement and
salary compensation which may or
may not be supported by the CRM
technology. In this vein, it is crucial
for CRM related decisions to be made
jointly with the IT department as well
as other business units to ensure a
CRM execution that is seamless,
consistent and coherent. For
example, the IT department may
decide on purchasing a leading edge
CRM software but it may not meet
the requirements of the marketing
and service channels team who are
in a better position to understand
customers’ needs. The focus of CRM
should be on how to maximise
returns from the existing customer
base. Herein lies the importance of
effective cross-selling and up-selling
to existing customers. A sales-
oriented culture needs to be nurtured
bankwide, especially amongst
frontline staff. This culture is
particularly relevant for Asian banks
where the cross product holding per
customer is said to be only between
1.1 and 1.2, which is much lower that
their western counterparts. In the
guest to embrace a sales-oriented
culture, some banks’ branch staff are
given incentives, both pecuniary and
non-pecuniary, whenever they meet
or exceed the sales target. Very often,
these incentives are tied to customer-
centric indicators such as cross sales
per employee, customer acquisition
and customer satisfaction. In some

cases, branches are given a scorecard
to gauge their effectiveness in
achieving sales targets. Adequately
training and empowering frontline
staff are other initiatives banks have
undertaken to cultivate the sales
culture. This is extremely important
to ensure frontline staff can effectively
and efficiently conclude a sale
without being bogged down by
administrative functions and
paperwork. This means that banks
have to re-engineer their business
processes especially in credit
approvals, collections and
recoveries, and service request
fulfillments.

A New Mindset Required

Traditionally, banks have been very
much transaction-oriented where the
focus was on improving process
efficiency. Banks in developed
countries were quick to realise that
they needed to embrace a customer-
oriented culture in order to be at the
industry’s forefront. However, the
bulk of the Asian banks’ branches
remain transaction centers rather
than sales offices. It is only lately that
Asian banks have begun to realise
they need to adopt a customer-
centric approach in order to increase
or, at the very least, retain their
customer base. Adopting a sales-
oriented and customer-centric
approach may not be as easy as one
may think. All in all, a new mindset
is required. In this quest, formulating
and implementing a sound CRM
strategy is appropriate. For example,
banks may undertake Sales Force
Automation (SFA) and Sales Force
Effectiveness (SFE) projects with the
hope that these tools will provide
sales leads, which may in turn
generate higher sales through both
cross-selling and up-selling. On top
of these “operational CRM tools”,

continues on next page
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some banks have put in place “analytical CRM tools”
which consist of data warehousing, data mining and
customer and product profitability analyses. However,
one should bear in mind that no matter how sophisticated
these tools are, they will just remain tools and will never
bring benefits if human touch is lacking. Only when the
data obtained from these tools is analysed and understood
in the form of proactive actionable knowledge by staff,
will banks reap the actual rewards. The technological
challenges of CRM are often not too hard to be tamed.
The real challenge lies in effectively and efficiently
executing CRM’s change management journey.

The Way Forward

CRM should be viewed as a journey of continuous
learning and improvement. Banks often spend thousands,
if not millions of dollars on CRM projects only to realise
that they do not produce the desired end results. This is
very often due to their failure to treat CRM as more than

just a technological improvement. Banks have to take
note that a good CRM strategy must take into account
the elements of business process efficiencies and
organisational related changes on top of technological
improvements. No doubt this poses a real challenge to
management but the benefits of a well thought out CRM
strategy would definitely be overwhelming.

Saravanan Ramasamy is a member of the Malaysian
Institute of Accountants and
draws his working experience
from several multinationals,
namely Arthur Andersen,

Accenture and ACNielsen. In his

(B Ly

free time, he follows the

developments in the banking industry.

EXCLUSIVELY FOR IBBM MEMBERS
FOR THE FIRST TIME EVER, ENJOY UP TO 30% DISCOUNT ON MICROSOFT OFFICE
TRAINING

MCSB Education Services is a leading training provider in Information Technology. Our training, which has met
local and international standard is conducted by Microsoft Certified Trainers and Microsoft Office Specialists. For
the first time ever, IBBM Members will enjoy up to 30% discount for all courses conducted from August to October
2005. For further clarification, please contact Christopher Ang at 03-21474991 or at 016-2869532.

AN OPPORTUNITY NOT TO BE MISSED

Course Normal Fee IBBM August September  October
Member’s Fee

Microsoft Word (Basic/Intermediate) 300 220 1-2 5-6 3-4
Microsoft Word (Advanced) 350 280 15-16 19-20 17-18
Microsoft Excel (Basic/Intermediate) 350 280 3-4 7-8 5-6
Microsoft Excel (Advanced) 390 280 17-18 21-22 19-20
Microsoft PowerPoint (Basic/Intermediate) 180 130 5 9 7
Microsoft PowerPoint (Advanced) 200 150 19 23 20
Microsoft Access (Basic/Intermediate) 350 228 17-18 12-13 10-11
Microsoft Access (Advanced) 750 480 22-24 26-28 24-26
Microsoft Project (Basic/Intermediate) 650 480 10-11 14-15 12-13
Introduction to Networking 280 250 12 16 14
Exploring the World of the Internet 280 250 12 16 14
Designing Web Pages with MS FrontPage 550 400 25-26 29-30 27-28
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Effective Branch Management

The survival condition of the
financial sector in the early 21st
century is to propose to its
customers quality products and
services at a lesser price than its
competitors.

This need forces institutions all
over the world to perpetrate a real
“reengineering” of their
organisation in order to proceed
to a drastic reduction in
production price, to internal
technology and distribution
management in order to
maintain their competitiveness.
The reengineering of the bank on
a branch level concentrates on
all the branch’s aspects:
profession, segmentation,
distribution, quality and value
chain.

A unique branch strategy does
not exist. A branch has to
examine its socio-economic
context:

e who are my competitors and
how strong are they in terms
of location, appreciation by the
customer, offered products,
types of customers served?

e what is the local economic
environment: dynamic area
versus lagging, rural versus
urban, industrialised versus
agricultural, young population
versus old population, etc.?

e what is the local image of the
bank, what network does it
have with the decision makers
of the area?

Based upon this data, local
strategy can be made up. It is
then that a branch manager can
discover how far he will be able
to follow national strategy and
directives. A branch can be
situated in an industrialised area
with a lot of small. medium-sized

by Louis Delcart
Senior Banking Consultant
Belgian Bankers Academy

enterprises (SME) and corporate
potential, but the area where
people do not want to live. So, it
can afford an SME specialist but
not an investment specialist for
high-networth customers. It is
better to call upon that type of
specialist when necessary.

In this context, the definition of
the branch becomes different.
The branch is part of a “retail”
organisation that has to make as
much profit as possible, by
equipping its customers with as
many products as possible,
especially those with a high profit
margin.

The role of the branch is
customer and not operation-
orientated. The branch has to
manage the scarce human
resources at its disposal in the
most profit-oriented way. This
means that every minute spent
on a customer counts and should
be as rewarding as possible, in
both the short or long run.

Customers with less or no
potential should be directed to
less human resource consuming
time that can be given by
machines. This requires an
important knowledge of
customer profitability on an
individual basis, or at least, as a
segment. Customer segmenta-
tion is, therefore, a must. It
enables the branch to manage
its relationship with each
customer as efficiently as
possible. Moreover, the customer
is looking for a type of
personalised service adapted to
his own needs.

Service quality is the second
important step to be taken.
Service quality is the foundation

for services marketing because
the core product being marketed
is performance. Performance is
the product: performance is what
customers buy. A strong service
concept gives companies the
opportunity to compete for
customers; a strong performance
of the service concepts builds
competitiveness by earning
customers’ confidence and
reinforcing branding,
advertising, selling and pricing.
(Leonard Berry & A
Parasuraman: Marketing
Services. Competing through
Quality, 1991)

Productivity is the third key word
in the branch’s strategy. It
requires effective human
resources management and
career planning, focusing upon
maintaining challenge and
motivation. The role of the
branch is now completely
different from the one it played
in the 80s. It is no longer a point
for social contact. It is a place
where customers can do those
operations that still need human
intervention, such as currency
exchange, transfers abroad,
savings and investment
operations and credit operations.
In the last two cases, contact via
appointment replaces queuing at
the counter.

For the benefit of financial
institutions in the coming years,
a harmonisation of marketing,
analytical accountancy, balance
management and management
audit will be crucial. Customers
are changing drastically, due to
training, environment,
technological and sociological
development and globalisation of
the economy. Their needs are
becoming more and more

continues on next page
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specific. Therefore, it is
paramount to be very much
aware of their needs and
expectations in order to serve
them. Market segmentation is a
first requirement, in order to
serve them better. Profitability
requires, on the other hand,
mobilising the best personnel for
the most profitable customers. It,
is therefore, important to know
those best customers and their
needs. Finally, the battle in the
financial services industry will
not be played any more on the
level of basic bank products, but
on the level of added value. This
added value can be set up in
terms of more sophisticated
products, with a lot of human or
technology driven consultancy,
but also in terms of
individualised customer service

quality.

Each market the bank is engaged
in should be sufficiently defined
in such a way that the branch
can answer each of the following
questions:

e Who precisely
customers?

e What are their needs?

e What products or services of
the bank meet these needs?

e Can we provide these
efficiently, profitably and at an
acceptable level of risk?

e What resources does the bank
need to deliver these services?

e How will the bank manage
these resources?

are the

In practice, both corporate and
consumer customer segments
should be subdivided and have
separate needs matrices
completed for each key customer
class. Every bank’s aim is to
combine its segmentation with
the ultimate basis being the

customers’ profitability. In the
case of the private individuals’
market, the ultimate
segmentation is based upon 3
categories (as an example): the
High Networth Individuals
(HNWI) mark contributing largely
to the banks net profitability, the
Standard Customer market
contributing reasonably to the
bank’s net profitability and the
Mass Customers market
contributing to the bank’s gross
profitability but requiring an
important cost reduction
strategy. Personnel should be
dedicated more or less to the
various segments based upon
that segmentation.

A branch’s performance is one of
the essential parts to be
measured by a bank. It can be
benchmarked within the bank.
Studies within French and
Canadian banks showed that, in
terms of performance, there
could be a gap of 1 to 20 between
agencies of the same bank. This
means that in the same bank, an
employee from one branch serves
20 times as many customers as
a colleague in another branch.
Basically, banks should
calculate the branches’
profitability and productivity.

The Role of the Branch

Manager
Traditionally, the function of
bank branch managers

depended on branches’ roles.

These were to:

e offer appropriate financial
service to branch customers;

e attract customers to the
branch;

e suggest financial services that
should be developed; and

e earn and contribute profits to
the bank.

A number of characteristics and
attributes helps the branch in
becoming more efficient, and the
branch manager can contribute
in shaping these factors. They
consist of:

e branch facilities and “style”;

e branch layout, attempting to
combine efficiency with
personal service and a pleasant
atmosphere;

e staffing: i.e. character, type of
support required and training
requirements;

e automation: i.e. the type of
automatic and electronic
facilities available inside and
outside the branch; and

e merchandising, or marketing
activities undertaken in the
branch.

In the last few years, branch
managers have realised that in
order to improve their branches’
performance, it is important to
embark on the following
activities:

e assess branch strengths and
weaknesses, through analyses
of customers’ behaviour,
opinions and attitudes;

e analyse branches’ personnel:
their abilities, competence and
efficiency in serving branch
customers;

e analyse branches layout;
physical impact and location;

e study branches catchment
area in order to identify
additional local opportunities;

e develop marketing activity
plans for each branch:
optimising the number of
tellers, where too few tellers
lead to queues and too many
to too much cost; and

e joint responsibility with area
managers in formulation of
plans for and participation in
publicity campaigns.
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Electronic Payment’s
Initiatives and Issues in Malaysia

Introduction

The payment systems in Malaysia
have received much publicity of late,
with the financial industry actively
promoting awareness of electronic
payment options. In safeguarding
public, Bank Negara Malaysia has
exercised its regulatory powers and
oversight function with the enactment
of the Payment Systems Act, 2003. The
Act, which came into effect on
November 1, 2003, defines a
payment system as any system or
arrangement for the transfer, clearing
or settlement of funds or securities.
The Act sets out a comprehensive
regulatory oversight framework which
is essential in governing the changing
payment landscape in Malaysia.
Evidently, a lot of development work
and positive measures have since
been introduced. This is primarily
because an efficient, reliable and
smooth functioning payment system
contributes to the economy’s dynamic
growth. In addition, it is also
recognised that such payment systems
are also essential for the soundness
of the financial system as well as the
dynamic functioning of the financial
markets. Given its importance, Bank
Negara Malaysia performs three vital
roles in the area of payment systems
to promote market innovation:

(i) As an operator of payment
systems in Malaysia;

(i) As the overseer of payment
systems in Malaysia; and

(iii)As the facilitator to various
payment system services.

Bank Negara Policies and
Directions

The thrust of BNM policies and
initiatives in payment systems is to
improve theirs overall efficiency in
terms of price. Equal in importance
is the availability of the various

by Lee Khee Joo

different payment modes to be made
readily accessible and convenient to
the public together with the
expediency of payment or settlement
among financial institutions.
Underlying this objective, top priority
is also given to promote various
efficient and effective delivery
channels so as to enhance safety of
the payment systems. The emphasis
is that financial institutions should not
only offer efficient and cost-effective
e-payments but also strategise the
development of the e-payment
infrastructure. A case in point is the
deliberate effort to promote the
migration from a predominantly
paper-based system, e.g. cheques to
electronic payments or e-payments.
The table below indicates that
Malaysian consumers are heavy users
of cheques as compared to other
payment instruments.

Although the overall increase in the
usage of other non-paper based
payment facilities had increased in
2004, cheque issuance remains
popular and its value constitutes
95.7% of total non-cash payment.

New Initiatives in 2004

It is recognised that the electronic
funds transfer (EFT) systems are more
efficient and faster than cheque
processing systems. EFT is also more
secure and capable of effecting the
finality of payment with greater
certainty. In 2004, four notable
developments in e-payments have
been highlighted. They are as follows:

(@) The upgrade of the RENTAS
System,;

(b) The promotion of the Interbank
Giro (IBG) system;

(c) The enhancement of the shared
automated teller machine (ATM)
network operated by the
Malaysia Electronic Payment
System Sdn Bhd (MEPS); and

(d) The introduction of the Financial
Process Exchange (FPX).

Given that EFT has many benefits, the
way forward is to accelerate the
migration from paper-based payment
instruments such as cheques to e-
payments.

Source : Bank Negara Annual Report, 2004

Non-Cash Payments in Malaysia

2003 2004

Value (%) | Volume (%) | Value (%) | Volume (%)
Cheques 96.67 34.04 95.65 28.75
Credit cards 2.48 27.68 3.03 25.74
Credit transfers (IBG) 0.63 0.24 1.10 0.57
Charge cards 0.16 1.42 0.16 1.03
E-purse-Toll Payments|  0.05 36.40 0.06 43.69
E-purse — Retalil 0.01
Debit cards 0.01 0.22 0.21

100.00 100.00 100.00 100.00
... Negligible

Source : Bank Negara Report 2004

continues on next page
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Initiatives and Issues in Malaysia

RENTAS — Realtime Gross
Settlement System

BNM introduced Real Time Electronic
Transfer of Funds and Securities
(RENTAS) in 1999 as a real-time gross
settlement system. RENTAS is the
major wholesale payment system for
settling funds and scripless securities
between participating financial
institutions on a real-time, on-line
basis operated by BNM. As at end-
December 2004, there were 51
participants comprising Bank Negara
Malaysia, commercial banks, Islamic
banks, merchant banks, discount
houses, finance companies, universal
brokers and Cagamas Berhad, the
national mortgage corporation.
According to the Bank Negara
Malaysia Report 2004, the RENTAS
System settled 1.9 million
transactions amounting to RM17.9
trillion in 2004, an increase of 4.1%
in volume and 29.8% in value of
transactions compared to year 2003.

Other than members of RENTAS, it
should be noted that the general
public can also effect third-party fund
transfers. In this regard, the general
public can also effect fund transfers
through RENTAS but the minimum
amount involved should be
RM50,000, e.g. if a person, A, wants
to send RM60,000 electronically via
RENTAS to his relative, B, the fund
can be channelled through any
RENTAS financial institution under a
third party arrangement. However, a
fee will be charged by the financial
institutions on such a transfer. In
2004, BNM revised the access policy
to the RENTAS System to improve
operational efficiency and to reduce
settlement risk within the financial
system.

More importantly, to improve the
RENTAS System’s efficiency and

resilience, its hardware was upgraded
with 2.3 times additional capacity
such that processing time improved
by about 20% and the end-of-day
batch processing cycle shortened by
2 hours.

Interbank Giro System
Whilst RENTAS is largely for
wholesale payments, the Interbank
Giro System (IBG) caters to retail
payments by people on the street. In
other words, consumers can also use
the Giro credit transfer instead of
cheques to make payments. The IBG
system is operated by MEPS. This
system facilitates credit transfers to be
made between banks electronically
either on a same day (T+0) or next
day (T+1) basis. This means that any
customer of a commercial bank who
wants to transfer funds from his
savings or current accounts via a
commercial bank to another party
with the same or another commercial
bank can use the GIRO system to
effect the fund transfer electronically.
Fund transfers will be transacted on
a same day or next day basis. T+0
means if the funds transfer is done
before 12 noon, it can reach the
beneficiary on the same day.
Otherwise, the funds will be available
to the beneficiary the next day (T+1).
The charge is only RM2 per
transaction. Unquestionably, GIRO
has the potential in the
future to become a major
retail payment system in
Malaysia.

In 2004, BNM promoted
an open access policy
under IBG by encouraging
the removal of barriers of
entry to include locally
incorporated foreign
banks. (It used to be
confined to domestic |

banking institutions only). Therefore,
all locally incorporated foreign banks
can now participate in IBG. This
brings the number of participants in
the IBG to 13.

In 2004, the IBG system recorded a
significant growth in terms of value
and volume of 187.6% and 88%
respectively compared to 2003. It is
noted that besides funds transfers,
other payments such as credit card
payments or loan repayments have
been introduced by some commercial
banks to be made available via IBG.
The process is simple — just fill up a
form to effect the funds transfer
through your savings or current
account. In this regard, some banks
also allow funds transfers under IBG
to be transacted through their internet
banking services. Therefore, it is
without doubt the general public will
capitalise on the network of financial
institutions to effect funds transfers or
the related payments through IBG.

Shared MEPS ATM Network

Automatic teller machines (ATMs) are
widely accepted by the general public
and are fast expanding throughout
Malaysia. All ATM transactions are
carried out using the Bankcard. The
Bankcard has three standard
applications, i.e. an ATM function, an
e-debit function and the MEPS Cash

continues on next page
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e-purse function. As at end 2004, there were 5,565 ATMs
in Malaysia.

Along with these ATMs, there is also the shared ATM
network operated by MEPS. MEPS was incorporated in
1996 and is owned by 10 commercial and 2 Islamic banks.
The MEPS Shared ATM Network allows banking
institutions and its members to leverage on each other’s
ATMs, thereby resulting in cost savings in infrastructure
development. In addition, this network also allows
customers wider accessibility through a larger pool of
ATMs throughout Malaysia with a minimum charge of
RM1 per ATM withdrawal.

In an effort to enhance efficiency in the financial system
and increase connectivity, the Development Financial
Institutions (DFIs) joined the MEPS Shared ATM Network
in June 2004, enabling customers of participating banks
and the DFI to have access to an expanded MEPS Shared
ATM Network. DFIs, e.g. Bank Simpanan Nasional, Bank
Kerjasama Rakyat Malaysia, Bank Pertanian Malaysia,
Malaysia Industrial Development Finance Berhad, Borneo
Development Corporation, Sabah Development Bank
Berhad, Sabah Credit Corporation, Export-Import Bank
Malayisa Berhad, Bank Industri dan Teknologi Malaysia
Berhad, Malaysia Export Credit Insurance Berhad, Credit
Guarantee Corporation Malaysia Berhad and Lembaga
Tabung Haji are specialised development institutions
formed to perform their mandated socio-economic
functions. It is reported that the DFIs collectively own 860
ATMs as at end 2004.

A Bank Negara Annual Report, 2004

Financial Process Exchange

A new addition to the payment systems in Malaysia is the
Financial Process Exchange, an “account-based”, multi-
bank, internet-based payment system. The Financial
Process Exchange (FPX) was introduced by MEPS in
October 2004. It rides on the existing commercial banks’
internet-based payments system that allows participants
such as corporations to make payments electronically via
the internet banking services of banking institutions to
provide on-line payments for e-commerce transactions.

In simple terms, many e-commerce transactions in the
market place can make use of FPX where the buyers’ banks
guarantee payments whereas sellers’ banks provide
internet interfaces to businesses. The FPX facilitates the
clearing and settlement among the financial institutions.
Currently, 7 out of 25 commercial banks with internet
banking are participating in the FPX. It is expected that
more banks and merchants will join the FPX to provide
efficient B2B or B2C payment services to their corporate
and retail customers. Needless to say, FPX will benefit
consumers.

Conclusion

As Malaysia moves to become a developed nation, we
have to benchmark against the region and the world in
creating a progressive and effective payment system. Bank
Negara Malaysia’s primary objective is to ensure the
security, safety and efficiency of the country’s payment
systems. As part of the effort to promote a robust payments
system architecture, BNM has formed a National Payments
Advisory Council to oversee the various payment systems
issues or problems. Moving forward, BNM will work
closely with various financial institutions, MEPS and other
government bodies to promote efficient and secure
payment transactions at lower costs, including migration
to e-payments channels in line with the objectives to
facilitate economic activity as well as to promote overall
financial stability.

Lee Khee Joo previously served in Bank Negara Malaysia
as Chief Internal Auditor. Upon retirement in 1997, he
joined the private sector and served two banks. Currently,
Lee is Executive Vice President, Project Management
Office, Malayan Banking Berhad. An avid reader and
writer, Lee has also written books entitled, “So You Want
to Be an Accountant™ and “Credit Facilities for Small and

Medium Industries”.



MALAYSIA AND CHINA GIVE UP PEG

Malaysia and China remove their currency pegs tp the US Dollar for a
managed float against a basket of trade-weighted currencies. Bank Negara
Malaysia announced on July 21, 2005 that the value of the exchange rate
of the ringgite in a managed float would be determined by economic
fundamentals. The exchange rate after shifting to this new system is not
expected to deviate significantly from the current prevailing level.

Bank Negara will monitor the exchange rate against a currency basket to
ensure that the exchange rate remains close to its fair value. Promoting
stability of exchange rate continues to be a primary policy objective. Changes
in the international and regional financial and economic environments
made it important for Malaysia to have a stable exchange rate against its
major trading partners, in particular, regional countries.

BURSA MALAYSIA RECEIVES APPROVAL FOR CDS
ACCOUNT LIBERALISATION AND CLEARING FEE
INCREASE

Bursa Malaysia Berhad (Bursa Malaysia) announced that it had, on 14 July

2005, received approval from the authorities on the liberalisation of the

Central Depository System (CDS) account structure. Amongst others, the

liberalisation will provide the following benefits to investors:

= Efficiency in managing their portfolios as it would not be mandatory for
them to open multiple CDS accounts; and

= Cost effectiveness when dealing in Malaysian securities, as there would
be lesser CDS accounts to operate.

In conjunction with the CSD account liberalisation, the authorities have
also approved the increase in the maximum clearing fee payable per contract
from RM200 to RM500, whilst maintaining the rate at 0.04% of the contract
value. The increase in the clearing fee cap is subject to the implementation
of the CDS account structure liberalisation.

BURSA MALAYSIA TO START CLEARING OTC
CONTRACTS

Bursa Malaysia Derivatives Clearing Bhd, a subsidiary of Bursa Malaysia
Bhd, started clearing Over-the-Counter (OTC) traded derivatives contracts
from 8 July 2005. The Clearing House currently clears futures and options
traded on Bursa Malaysia Derivatives Bhd including the KLCI Futures, Crude
Palm Oil Futures, Crude Palm Kernel Oil Futures, KLIBOR Futures and MGS
Futures.

COUNTRY NEWS BRIEF

LISTING REQUIREMENT
AMENDMENTS IN
RELATION TO EXCHANGE
TRADED FUNDS

Bursa Malaysia Securities Berhad has
made amendments to its Listing
Requirements for the Main Board and
Second Board (the ETFs
Amendments) in conjunction with
the introduction of Exchange Traded
Funds (ETFs) to the Malaysia capital
market. The introduction of ETFs will
expand the range of investment
options available to investors as well
as further build liquidity within the
equity market in Malaysia. The ETF
Amendments have been made in
conjunction with the issuance of the
new Guidelines On Exchange Traded
Funds (“ETF Guidelines”) by the
Securities Commission (SC). The latter
took effect from 21 June 2005. The
key changes are as follows:

= Addition of a new definition of

“ETF”, which follows the
definition wunder the ETF
Guidelines;

e Prescription of the minimum
contents of the deed of an ETF;

= Incorporation of a new provision
on application for listing and
application for quotation of an
ETF, as well as the contents of
such applications. Bursa
Securities will require a
management company of an ETF
to submit an application for listing
and application for quotation
based on the entire fund size that
has been approved by the SC;
irrespective of whether the units
will be issued upon or subsequent
to listing;

= Prescription of announcements to
be made on a real time or near
real time basis or daily basis; and

= Prescription of new requirements
on immediate announcements to
be made in relation to an ETF. Y,

NEW DIRECTOR GENERAL FOR LABUAN OFFSHORE FINANCIAL SERVICES AUTHORITY

(LOFSA)

Encik Azizan Abdul Rahman has been appointed as the
Director General of the Labuan Offshore Financial
Services Authority (LOFSA) with effect from 1 July 2005.

in 1979 after graduating with an accounting degree from
University Malaya. After receiving his MBA from the
University of Queensland, Australia in 1994, he was

posted to the Finance Department of Bank Negara

Encik Azizan was formerly Director of the Banking
Supervision Department in Bank Negara Malaysia. He
began his career in the Banking Supervision Department

Malaysia and later promoted as a Director in 1996. In
1999 he was given the responsibility of heading the
Banking Supervision Department.

continues on next page
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BURSA SETS UP ICM DEPARTMENT TO GROW ISLAMIC CAPITAL MARKET

Bursa Malaysia Berhad announced that the exchange had
established an Islamic Capital Market (ICM) department
on 1 June 2005 in supporting the growth of the Malaysian
ICM. The ICM will lead and coordinate Bursa’s efforts
towards further developing the Malaysian Islamic Capital
Market through support and commitment from market
participants. It has also been entrusted to seek and grow
international Islamic investors’ participation in Bursa

Malaysia. Malaysia is the first Islamic country that has
had its exchange demutualised and listed on the market.
As at 31 May 2005, there were Syariah compliant 816
counters representing Bursa Syariah Index’s
components. This represents 82.5% of the total listed
companies or 64.0% of the market capitalisation on
Bursa Malaysia. In addition, Malaysia is the only country
in the world that offers a holistic set of ICM infrastructure

7

N

THE THIRD NATIONAL SME DEVELOPMENT COUNCIL MEETING

The National Small and Medium Entreprises (SME) Development convened its third meeting on June 8, 2005 to
discuss issues pertaining to development of SMEs in Malaysia. Conclusions of the meeting are as follows:

New Trade Financing Products for SMEs

= The Council agreed on the introduction of the Multi

Currency Trade Finance Facility and Indirect Exporter
Financing Scheme, to be available under both
conventional and Islamic financing. These products,
which will be launched in the third quarter of 2005,
are aimed at encouraging SMEs to export their goods
and services to the non-traditional markets, especially
member countries of the Organisation of Islamic
Conference. With these products, SMEs can obtain both
pre- and post-shipment financing at attractive financing
costs with no collateral requirement, while credit risks
will be shared between the banking institutions and
the Malaysian Export Credit Insurance Berhad.

Online Training Portal for SMEs

The Council endorsed the roll-out of the Human
Resource Development Portal (HRD Portal), a web-
based training portal developed by Pembangunan
Sumber Manusia Berhad to enable employers and
training providers to interact online as one training
community. The HRD Portal (www.hrdportal.com.my)
will assist employers to search, identify and register for
training programmes online, and at the same time, allow
training providers to offer their training programmes
and activities online.

Framework for SME Development Planning

The Council approved the adoption of a new policy
formulation and evaluation framework to enhance the
effectiveness of all Government's programmes to support

N

SMEs. The framework involves the identification of broad
strategic priorities and targets for SME development, as
well as the establishment of comprehensive key
performance indicators to evaluate effectiveness of SME
development programmes by all Ministries and
Agencies involved in SME development.

SMEs" Access to Financing

The Council also reviewed the progress in access to
financing by SMEs and noted that bank lending to SMEs
has continued to increase strongly by 10.4% to RM89.3
billion at end-April 2005. In the first four months of
2005, banking institutions approved RM11.1 billion of
loans to about 27,000 SME accounts (2004: RM31.6
billion to 92,000 SME accounts). This was
complemented by financing extended by the
development financial institutions, where their SME
loans increased by 7.7% to RM3.9 billion at end-2004.
In addition, there are 72 Government funds with total
allocations of RM10.3 billion for SMEs, while Bank
Negara Malaysia has five special funds for SMEs with a
total allocation of RM8.9 billion.

Adoption of Definition for SMEs in Various Sectors for
Targeted Development
The Council was informed that the National SME
Definitions for the manufacturing, manufacturing-
related services, primary agriculture and services sectors
have been finalised. The new definitions will be adopted
by all Ministries, agencies and financial institutions
involved in the development of SMEs.

¥
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PERSONAL QUEST

Delegation — Is it Good or Bad

It conjures up different images, some positive and others
negative. Delegation can mean both good and bad for
some people, depending on how they view it. Those who
are delegated to do tasks (delegatee) may either take it as
an opportunity to learn or think that it involves doing much
more than their usual workload. Some who delegate
(delegator) may see it as a chance to pass on the bulk of
their work as positive whilst others may be unwilling to
give work in fear of unsatisfactory results.

Delegate means “to send from” in Latin. When delegating,
you are sending the work "from" you "to" someone else.
Delegation can mean the art or process of empowering
group members or individuals through task completion
in an effort to reach the organisation’s goals and objectives.
Teamwork and cooperation can be built through the
delegation process. Some tasks can be delegated and some
cannot. Those which can be delegated are part of the
normal work flow and that enable members to develop
their own leadership skills. Tasks that should not and
cannot be delegated are that of a highly sensitive or
political nature, including those that are confidential or
could lead to interpersonal conflicts.

C':O!Hrw

Goop, MoRE
OPPORTUNITY TO
LEARN AND
PERFORM

Positive and Negative Views of Delegation

Not everyone can delegate well. Some signs that you may

need help with delegation skills include:

- constantly taking work home and/or working overtime

- not receiving work you assign on time;

- finding a pile of work awaiting you when you return
from an absence; and

- making decisions without staff input, thus causing
resentment.

According to Robert E. Nielson in “The Powers of Letting
Go - Delegation”, effective delegation is achieved through
four basic steps:

1. Preparing to delegate

2. Delegating tasks to team members

3. Monitoring the delegation

4. Evaluation the delegation

The first important step is choosing the right person to
delegate the task to . Ask if there’s a right person to do the
task, and then who it is. Another key component of the
delegation skill is the ability to find a win-win deal that
both parties can achieve results and satisfaction. Make
sure that you will be able to monitor the progress of task
execution and know if the task is actually completed. What
you give the delegatee is the responsibility for how the
task is executed, the method of execution. It is also vital
to impart the appropriate level of authority to the delegatee
as required in completing the tasks. You need to
communicate effectively and clearly to the delegatee what
is the expected outcome and requirements for the tasks.

If you look at delegation in a positive manner, it:

= helps people (delegatees) grow in an organisation

= provides the delegator with more time and thus, will
able to take on higher priority projects;

= increases the opportunity of promotion for both the
delegator and delegatee;

= incourages teamwork and participation in work;

= makes the overall department and organisation more
efficient and produces a higher level of output; and

= promotes multi-tasking amongst staff. It’ll be easier for
staff to take on other job functions, thus, allowing for
greater flexibility of work assignments.

Fortow-up

Match the Right Person with the Right Task
continues on next page
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PERSONAL QUEST

Three Myths About Success in an Organistion

There are problems to delegation with managers who fail = Takes pride in constantly being busy;

to delegate properly. They include: Seldom use his/her time efficiently or effectively;

= Team members given the responsibility but not the There may be a deep sense of insecurity; hence the
authority to fulfill the tasks; need to prove him/herself; and

= Assignments are given without the necessary Tend to be overly concerned with what others think
information and explanation;

= Too much work delegated to a team member; and The Perfectionist Myth

= Insistence on a particular work method. The adage “If you want something done right, do it

yourself” reflects the perfectionist managers.

How 'S THE
PROJECT COMING

The characteristics of a perfectionist include:

= Pays special attention to the details of every assignment
and expects to have everything pefect;

= Sincerely believe he/she can do most tasks better than
any of their employees;

= Might entrust a job to an employee only if it is not
deemed important;

= A lack of trust in other employees and their ability to
do assigned work; and

= Fears that mistakes by employees will reflect badly on
his or her reputation for competence

N : = Feels a loss of control once a task is delegated

When delegation is carried out effectively  The Superworker Myth
and appropriately, work flow becomes
easier and much improved. This bodes well
for everyone in the organisation; the
delegator and delegatee.

Robert E. Nielson in “The Powers of Letting
Go - Delegation” maintained that there are
three myths that many managers believe,
if adhered to, will make them successful in
an organisation:

1. The superworker myth;

2. The perfectionist myth; and

3. The replacement myth.

The Superworker Myth HiN%AL(\Es?\_" \
Many managers do not delegate because JouN 15 — A=
they wish to be perceived as superworkers. j Too NEW T

They could have a martyr complex or a LINDERSTAND.

larger ego and believe they have to prove
themselves to others.

A superworker has these characteristics:

= Enjoys having the reputation of being
hardworking; The Replacemen‘l‘ MYTh

= Often willing to work longer hours than
anyone else;

Source: Robert B. Nelson, “Delegation”, Scott, Foresman and Company, 1988, page 35

continues on next page
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PERSONAL QUEST

-

continued from previous page

The Replacement Myth

be replaced.

to:
= Fear that an employee who does a great job will end

Three Myths About Success in an Organistion

Some managers do not delegate as they feel they might

Managers with the replacement complex have a tendency

up replacing or outshining them;

= Believe that an employee who does not do well will
affect his or her performance and cause him or her to
be replaced; and

= Expect employee who does well to claim for more
rewards for taking on additional responsibilities.

-

Deciding Whom to Hire

Scenario:

You have just been promoted to head a new department.
You will need to employ staff for your department and
develop a new product. First, you will have to focus on
an outline of the type of people in your department, the
people you need to develop the product, how many
people you need and how long it will take to develop the
product. The development plan includes outlining who
your team members will be and what you will be
delegating to them.

Alternatives:

1. Hire all experienced professionals

2. Hire all inexperienced personnel that you will train and
teach

3. Hire equal numbers of experienced and inexperienced
personnel.

4. Hire a greater number of inexperienced and
experienced personnel.

5. Hire a greater number of experienced than
inexperienced personnel.

Alternative 1

As a new manager, you may have strong views about how
things should be done but you must learn to accept the
viewpoints of team members who have experience. They
may not agree all the time as they may have their own
ideas on how to work on the product. This may be a more
costly alternative as you need to pay more for experienced
staff but they may require less training and supervision.

Alternative 2

The major disadvantage is that it would require a great
deal of on-the-job training. You may not delegate too much
of the work especially tasks that need authority. Hence,
you have fewer risks because you will be maintaining
most of the control for the product. However, since you
will delegate lesser work, you may end up having to work
longer hours, have more pressure and stand the risk of
losing patience. You may save on salaries but need more
time to teach and supervise inexperienced staff.

Alternatives 3 and 4

A mix of experienced and inexperienced personnel will
teach you how to give up some control while you are
teaching new team members how to assume new
responsibilities. You can also have the experienced
personnel help guide the inexperienced.

Alternative 5

You will have a large number of highly qualified
professionals who can act as equals in determining design
strategies. It will minimise the time you must devote to
training new professionals. You will be able to delegate
low levels of authority to the inexperienced staff and high
levels of authority to the experienced professionals.
Sources:

Robert B. Nelson, “Delegation”, Scott, Foresman and Company, 1988

http://www.gmu.education, “Leadership Tips — Delegation”
http://www.liraz.com, “Delegations Tips”, Liraz Publishing Co.
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Painting Picture-Perfect Internal Auditors

by Azman Ismail
Bumiputra Commerce Bank Berhad

Is compliance auditing a thing of the past? In the era of
globalisation, how relevant is compliance auditing to an
organisation? And, what actually is expected from the
money spent on setting up the Internal Audit Division?
Do we need them to just play the role of mere policemen?

The expectation to be the corporate watchdog has
somehow led Internal Audit Divisions (IADs) to place a
high degree of emphasis on compliance with policy and
procedures. Duties are very clear-cut and specific: to report
all instances of breaches and non-compliance to the
policies and procedures. As a result, more often than not,
internal auditors were seen as the enemies of the rest of
the quarters in the organisation. And why not, when they
were out there only to report all the “tiny weenie” little
failures to conform to documented
procedures, even the fine print.
Often, the end-results were thick
audit reports full of negative
findings, ticked off auditees,
defensive managers and auditors
were left with negative remarks
and plenty of enemies, sometimes
even death threats.

Those days are about to be
forgotten for some organisations.
Over the years, the internal audit
profession has evolved
tremendously. As it progresses, the
profession has evolved from an orthodox image of a close-
ended traditional compliance-centric approach to a more
open, more involved, proactive and friendly approach.
The evolution will see the silver lining above the 1ADs
and paint a new picture-perfect image of internal auditors.
And before you know it, some organisations will see the
implementation of realigned strategies and initiatives
originating directly from their IADs.

Evolution in Progress

As organisations move forward to face the new challenges
of new era of globalisation, IADs are expected to fit into
bigger ‘shoes’ as the catalyst of change, in order to pave
the way to ensure the organisations’ survival and success.
Why not, when auditors are the fortunate ones to have
the best of two worlds. Auditors are the ones in constant
communication with the operations and business people;
they understand their problems and most importantly, they
know their clients’ state of affairs. Auditors are also in
direct communication with the Management and the
Board of Directors, the decision makers in the
organisation. Who else is in a better position than the
auditors?

However, to take up the responsibility, it is inevitable for
IADs to go through their own evolution process, in the
form of new roles and va alue-driven approach.

Business Partner

To take responsibility, IADs need to play more active and
dynamic roles as internal consultants, concentrating more
on business issues and helping business units to achieve
their objectives whilst focusing on adding value to the
organisation and shareholders. The function is no longer
restricted to being mere faultfinders but to contribute in
bridging the gap between the business and operational
units, and management.

In doing so, it is important that auditors take a 360-degree
turn from the traditional
views of looking at audit.
Auditors have to look at the
business unit, not only from
the perspective of the unit
itself and the compliance
aspect but also from the
perspective of their internal
and external customers
with greater emphasis to be
placed on business issues,
taking into account the
performance, outlook and
potential. It is important to
also realise that by looking
at business issues, the concentration areas will also include
compliance but if the approach is to zoom only on
compliance issues, chances are the business issues will
slip away. The impact is even bigger as auditors will see
themselves contributing directly to the success of the
business units as well as that of the organisation.

The new approach, coupled with various other initiatives,
will move IADs closer to being business partners to the
management and strategic assets to the organisation. That
is why many IADs are continuously looking for avenues
to improve their services and to realign their strategies
parallel to the organisation’s emphasis and direction.

Centre of Excellence

In an effort to further launch the internal auditing function
to greater heights, a number of IADs are working towards
transforming themselves as the organisation’s centre of
excellence.

The programme will provide more value-added services
to the organisation as it allows IADs to contribute directly
to the human resource development and assist in solving

continues on next page
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continued from previous page

Painting Picture-Perfect Internal Auditors

shortage of skilled staff. IADs will serve as training grounds
for staff to gain hands-on experience and knowledge on a
wider spectrum of businesses under the organisations. The
end results will see IADs as the centre to develop and
nurture new breeds for redeployment to the various units
within the organisation. The programme’s success is vital
for the organisation’s succession planning efforts as it will
prepare, develop and train auditors and staff to be the
organisation’s future leaders equipped with, among other
things, solid grass root foundations in products and
processes, a strong sense of compliance as well as
analytical abilities.

The existing concept of virtual auditing, which has been
seen as playing more of a supporting role in the past, will
be the cutting edge and will be further exploited in the
future, as the new audit approach will largely utilise virtual
auditing as the core element.

With this tool, the IADs of large organisations find that
the requirement to conduct audits on all auditable units
at least once a year is no more an impossible task. Virtual
audit will not only be utilised in the audit planning stage
to accommodate the assessment of the state of health of
the units and determine the risks associated with them
but also as part of the continuous auditing or monitoring
process.

The challenge for IADs is to establish a common
understanding that control is everybody’s business. To
make all quarters subscribe to the idea and be compliance-
conscious and work towards ensuring compliance to the
internal policies and guidelines are keys to a strong
compliance culture.

No doubt, compliance and governance have always been
integral parts of an organisation and today, and they still
are. Often, successful organisations are built around strong
compliance and corporate governance culture, apart from
good risk management practices. And, to have all staff
complying with policies and procedures would be a dream
come true for top management down to middle managers.

However, even some proactive Operations people have
been asking, “But why do we need internal auditors to
point out our failures to comply when it is part of our
duties and responsibilities to do so? Don’t we know more
about our jobs and how to take care of our dirty laundry?”

The vision has been translated into a series of initiatives
and tools, among others, most commonly implemented
Internal Control Self Assessment (ICSA) and Self Audit
Questionnaires (SAQ) to encourage self-evaluation of the
strengths and weaknesses of internal controls and first level

compliance checking within their own units. Such tools
are seen as a perfect vehicle to shift internal audit functions
from past expectations to the new frontiers.

Shifting a portion of internal control and compliance
monitoring to be part of the responsibilities within business
units themselves will allow IADs, to some extent,
concentrate more on business issues and other value-
added services.

The current workforce’s capability and knowledge level
should be acknowledged as a critical ingredient for
evolution to take place. To achieve the long list of
objectives, it is important that IADs have the right people
with the right skills, knowledge and attitude. This can be
materialised through continuous training and skill
development programmes, coupled with team building
and co-sourcing programmes to leverage on their potential.
With strong support from capable auditors, evolution is
just around the corner.

However, even with the new approach and state-of-the-
art technology in hand, evolution will not take place
without cooperation from all levels. The ability and
willingness to work as a team is the key to the
organisation’s success and survival. No doubt, individual
objectives are different but when it comes to the big
picture, everybody is working to achieve the same
objective, even auditors.

The perception of auditors as faultfinders is fast fading and
as the new image and roles emerge, a whole new door of
opportunity opens up for organisations to start painting
their own colours of success.
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