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    reviously, China’s yuan and
Malaysia’s ringgit had one thing
in common. They were wedded
to the US dollar. Now, they have
one more thing in common
whereby they were both “de-
pegged” at the same time. In
1994, China devalued its
currency and pegged it to the US
dollar at around 8.3 yuan to the
US dollar, within an extremely
narrow band. Four years later,
Malaysia fixed its exchange rate
at RM3.80 to the US dollar in the
midst of the 1997/98 financial
crisis. On Thursday, July 21,
2005, both Malaysia and China
respectively decided to drop their
currencies’ peg to the dollar and
move to a managed float.
However, there are some
differences between Malaysia’s
and China’s managed float.
Firstly, China’s managed float is,
in essence, a crawling peg
whereby the yuan will be
revalued upwards by
progressively adjusting the
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trading band. On the other hand, Bank
Negara Malaysia did not set a trading
band, in that the ringgit will be
determined totally by the market.
Secondly, China’s central bank has to
intervene in the foreign exchange
market to maintain the yuan within the
undisclosed trading band. In contrast,
Bank Negara Malaysia only needs to
intervene in the local foreign exchange
system because the ringgit is still non-
tradable overseas.

At this juncture, it will be interesting
to analyse what drives these countries
to set their exchange rate policies?
Though a country’s exchange rate is
closely linked to interest rate and price
stability, speculative capital flow
seems to be the driver in determining
exchange rate policies.

Exchange Rate Policy
To curb speculative capital flow, some
Asian countries have allowed their
currencies to appreciate as the
demand for the local currency
increases. Countries like Singapore
allow their exchange rate to fluctuate
within an undisclosed exchange rate
band. Typically, when there is a huge
inflow of ‘hot money’ from abroad, the
domestic currency tends to appreciate
resulting in an increase in imports
(imports become cheaper) and a
decrease in exports (exports become
expensive). In the long run, the current
account deficit (imports exceeding
exports) causes the currency to
depreciate. Although this may increase
the risk of a loss of export
competitiveness in the short run
because exports are now more
expensive, domestic price stability is
maintained in the long run. This is
primarily important for export-
oriented nations like Singapore and
Taiwan, which have little choice but
to rely on exchange rate appreciation
to achieve price stability.

Intervention Without
Sterilisation
For countries that give more
importance to exchange rate stability
rather than price stability, monetary
authorities do intervene by buying the
foreign inflow using the local currency.
In the case where monetary authorities
intervene by increasing foreign
exchange reserves without
corresponding sterilisation to offset the
effects of an increase in the supply of
local currency in the market, the local
currency exchange rate will become
weaker with a downward pressure on
the domestic interest rate. Thus,
‘unsterilised’ intervention is more
inflationary (i.e. more money chasing
after few goods) and a less preferred
approach to cope with capital inflow.
The circumstances may be slightly
different for countries like Hong Kong
where interest rates in Hong Kong
follow the U.S. trends very closely. An
inflow of funds into Hong Kong will
lead to an increase in the money
supply without affecting domestic
interest rates. Thus, in this case,
intervention without sterilisation does
not exert the said inflationary pressure.

Sterilised Intervention
Undoubtedly, the massive capital
inflow into the Asian region had led to
a rapid increase in foreign exchange
reserves. This in turn had caused the
entire money supply to swell through
the credit multiplier effect, vis-à-vis
pushing down domestic interest rates
and exerting inflationary pressures. In
order to curb this phenomenon, some
monetary authorities employ the
sterilisation methods via open market
operations (buying and selling local
currency denominated bonds),
issuance of central bank securities,
transfer of public deposits from private
banks to the central bank and
manipulation of reserve requirements.
These measures are primarily used to
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reduce the availability of local currency in the market,
which in turn will significantly reduce the credit multiplier
effect. Apart from achieving macroeconomic stabilisation,
sterilised intervention maintains the health of the financial
system by keeping bank lending from expanding as a result.

The Optimal Policy
Having discussed the different strategies available to cope
with the inflow of foreign funds, the question now is which
one of these measures is said to be optimal? Well, the answer
to this question may not that straightforward. The optimal
policy response differs depending on the nature of the capital
inflow and the country’s economic structure. In the case of
short-term speculative inflows, sterilised intervention to
stabilise both the exchange rate and money supply is
desirable. At the same time, widening the band of exchange
rate fluctuation should enhance the effectiveness of
monetary policy while deterring  speculative inflow. In the
case of sustained inflow, the resulting appreciation of the
real exchange rate can take the form of higher inflation or
currency appreciation. Here, the trade off depends on the
policy objective (price stability versus exchange rate
stability) and the said country’s economic structure
(openness of capital and goods markets). Until the 1997
Asian financial crisis, many Asian countries had been quite
successful in the sterilised intervention method discussed
above. However, the crisis has taught us that a wider band
might have been better to allow more appreciation and
less incentive for speculative inflows.

The Case for China and Malaysia
In the case of China, some people have suggested an
increase in the renminbi exchange rate band as a first step
towards a more flexible exchange rate system. The problem
here is that if the renminbi is substantially under-valued,
an increase in exchange rate band will only cause an
immediate surge in renminbi to the upper end of the band,
which in turn invites more speculative pressure on
renminbi. A more practical transitional arrangement will
be to engineer a very moderate appreciation of the
renminbi with the precondition that speculative funds
cannot profit after the deduction of transaction costs. The
benefit of a very moderate appreciation is that it can
maintain the renminbi in the under-valued region for a
reasonably long period, which in turn may be useful in
ensuring strong and sustainable economic growth. The
moderate appreciation can also be used to offset some of
the imported inflation vis-à-vis laying a good foundation
to achieve an inflation rate lower than the global average
in the longer term.

In Malaysia’s case, it will be a costly and, ultimately, futile
exercise to defend a ringgit trading band in the
international currency market as Malaysia’s foreign
exchange reserves amount to only USD75bil as opposed
to China’s which amount to a tune of USD800bil. Thus,
Bank Negara’s move to maintain ringgit as a non-tradable
currency in the international market and to move to a
managed float against a basket of currencies is best, given
the circumstances. In essence, the economic rationale
of Malaysia’s move is very similar to that of China’s
whereby a moderate appreciation with the precondition
to deter speculative profits is the policy aim.
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A    s banks continually undergo
change in the fast-paced 21st century,
one’s success and effectiveness as a
bank manager will depend
increasingly on the ability to lead
people, influence them towards
accepting the needed change and
guide them through the often painful
transition. John D Rockefeller,
commenting on the empire he was
building, said: “I will pay more for
the ability to deal with people than
for any other ability under the sun.”
Surveys of top executives and
entrepreneurs invariably rate
leadership skills more vital to a
manager’s progress than intelligence,
decisiveness, job knowledge or skills.

Your own ability as a bank manager
to lead your people towards
performance and change is essential
regardless of your function or level
within the bank. However, you must
recognise upfront that there is a big
difference between merely affecting
people’s behaviour and actually
influencing it. Affecting produces a
short-term change in behaviour
whereas influencing produces a long-
term change. Influencing also results
in your people being motivated
towards accomplishment of
organisational objectives. Thus, you
as a manager in a bank should leave
the exercise of leadership skills to as
little chance as possible.

To be effective as a manager in your
bank therefore, it is imperative that
you take on the role of a leader and
not merely function as an
implementer of policies. Warren
Bennis distinguishes between the
actions of a mere manager and a
leader.

Meeting of the Minds
There is a legal premise that no
contract exists unless there is a
meeting of the minds. In contracting
performance between you, the leader,
and the follower, there has to be a
meeting of the minds if the leader
wants to influence his followers.

SITUATIONAL LEADERSHIP®
How to be Effective Leaders in Banks

By Hua Pak Cheong

[Note: The term “follower” is used in a
positive sense in accordance with Dr Paul
Hersey’s Situational Leadership® Model
and the writings of other leadership gurus
such as Warren Bennis.]

Th meeting of minds requires the
follower’s understanding of the win-
win outcome the leader wants to
accomplish for the organisation. Is
there a clear picture of performance
in both the leader’s and follower’s
minds? What is to be done? How
specific does the leader need to be?
For one individual, a high degree of
specificity may be just what is
needed. For another individual, that
same specificity might be perceived
as micromanaging. So, what
leadership approach or style should
a leader exercise? Diagnosis on the
part of the leader is, therefore, an
important requirement in deciding
the leadership approach to use.
Therefore, once the task or activity has
been identified, and there is meeting
of minds, you move to diagnosis of
the follower’s performance readiness
level.

Performance Readiness Level
of the Follower
Let’s start by acknowledging that your
leadership effectiveness is impacted
by a host of variables – time,
conflicting priorities, your bank’s
organisational culture, the task at
hand and your boss. Added to this list
is one more essential element – the
follower; for without the follower
there is no leader to speak of. The
follower is the person you are
counting on to get the job done. In
the long run, the primary determinate
in what it will take to be successful
and effective will be the follower.
How ready are they to perform?

How ready, willing and able is the
follower? Performance readiness is
the interplay between ability and
willingness that a follower
demonstrates for a given task or
activity. The key word here is
interplay. These two components,

ability and willingness, are an
interacting influence system. This
means one component has an impact
on the other. A person’s willingness
to do a task may well determine the
degree of skill he will demonstrate.
And his level of skill may well
determine how willing he is to take
the task on.

Of all the skills a leader possesses,
the ability tothe said country
accurately diagnose performance
readiness levels in relation to a
specific activity is critical for effective
leadership, though it is important not
to “pigeon-hole” people.

Ability is composed of three key
variables. It is the amount of
knowledge, experience and skill a
follower is currently demonstrating
for a task. Willingness is the amount
of confidence, commitment and
motivation being demonstrated. The
interplay between ability and
willingness determines your
follower’s performance readiness
levels.

Combining ability and willingness
allows the leader to diagnose follower
readiness as four levels (Situational
Leadership®):
- Unable and unwilling or insecure

(Follower Readiness Level 1)
- Unable but willing or confident

(Follower Readiness Level 2)
- Able but unwilling or insecure

(Follower Readiness Level 3)
- Able and willing and confident

(Follower Readiness Level 4).

Depending on the level of readiness,
there is an appropriate leadership
style intervention.

Your Leadership Behaviours
and Styles
As your bank grows and evolves, the
need to develop more effective
leadership behaviours is important to
its success. Previously, it was believed
that the ability to lead others was a
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natural ability; you either had it or you
did not. As the demand for new
leaders increased, people began
trying to identify specific leadership
traits that could be isolated, learned
and developed. As they studied these
traits they began to see that leaders,
like everyone else, were simply
engaging in different types of
behaviours according to the
situations. Where the leadership
behaviour is appropriate to the
situation, and that includes the key
factor of follower readiness level, the
leadership style is effective.
Conversely, where it is not
appropriate, it is not effective.

When you come in contact with
people in your bank, they can be
affected by the various combinations
of behaviours you demonstrate. The
most important factor in determining
whether you will be successful and
effective as a leader is how and when
you use the various types of
behaviours. To enable you to develop
or improve your leadership style for
maximum success and effectiveness,
there are two major leadership
behaviours that you have to vary
when you want to influence your
people – your task behaviour and
relationship behaviour.

Task behaviour is the amount of
guidance or direction provided by the
leader. It is the extent to which the
leader engages in defining roles,
telling what, how, when, where, and
if more than one person, who’s to do
what. Relationship behaviour
provides socio-emotional support or
“psychological strokes” for the
follower. It is the extent to which a
leader engages in two-way (or multi-
way) communication, listening,
facilitating behaviours and support.

Your leadership style is based on the
combinations  of task and relationship
behaviours that you provide to your
follower. Combining task and
relationship behaviours will result in
the following leadership styles:

SITUATIONAL LEADERSHIP®
How to be Effective Leaders in Banks

- High task, low relationship (Style 1)
- High task, high relationship (Style 2)
- Low task, high relationship (Style 3)
- Low task, low relationship (Style 4).

The Situational Leadership® Model
prescribes that Style 1 is the
appropriate leadership intervention
for Readiness Level 1, Style 2 for
Readiness Level 2, Style 3 for
Readiness Level 3 and Style 4 for
Readiness Level 4.

Leadership Style Meets
Performance Readiness
The importance of your diagnostic
ability cannot be overemphasised.
Since the ability and willingness of
followers vary, your diagnosis
ultimately guides the way you will
interpret their performance readiness.
Adapting your leadership style to
meet your followers’needs –
regardless of the reporting
relationship – is critical. It is not
enough to know that there are
different leadership styles from which
to choose. You also need to know
when to use whiceachh style. For
each unique situation, you must adapt
with the most appropriate leadership
style to match your follower’s
performance readiness.

The Situational Leadership® Model
provides a framework from which to
diagnose different situations and
prescribes which leadership style will
have the highest probability of
success and effectiveness in that
particular situation. With influence
and leadership there are no absolutes.
Using the Situational Leadership®
Model will increase the probability
of your success and effectiveness as
a leader. This is a diagnostic model
designed to help you choose the most
effective leadership style interventions
to influence follower behaviour.

Summary
Leaders must know their people well
enough to be able to continually
determine performance readiness
levels and deliver appropriate

leadership styles. It should be
remembered that over time, followers
as individuals and as groups develop
their own patterns of behaviour and
ways of operating. While leaders may
use a specific leadership style for the
work group as a group, they may have
to behave differently with individual
followers because of the various
levels of performance readiness.
Performance readiness does not
remain constant. It changes and can
vary from task to task. In any case,
changes in leadership style must be a
gradual process. This process by its
very nature cannot be revolutionary
but must be evolutionary. Gradual
development changes are a result of
planned growth and the creation of
mutual trust and respect.

To be a successful leader, you need
to ensure the work gets done well. To
be an effective leader you need to
make people feel positive about doing
the work. The Situational Leadership®
Model provides you the framework
on how to be a successful and
effective leader. According to the
Center For Leadership Studies, Inc.
database, over ten million people
worldwide use this model.

Hua Pak Cheong,
C e r t i f i e d
B e h a v i o r a l
Consultant (IML,
USA), is a director
of Businesscraft
M a n a g e m e n t

Sdn Bhd (www.situational.com). He
can be contacted at
bizcraft@streamyx.com

This article is based on the training
programme Situational Leadership®
The Core. Situational Leadership® is
a registered trademark of the
Center for Leadership Studies. ©
Center for Leadership Studies (Asia)
Pte Ltd. Businesscraft Management
Consultants Sdn Bhd is a licensee
of Center for Leadership Studies
(Asia) Pte Ltd. All Rights Reserved)
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by Jeremy Earl Abrahams
jeremy@stratwin.com

through and offer companies a disciplined process of not
only determining with fair precision what customers
require from their products and services, but also the most
probable strategies to achieve business objectives and
brand promises.

In the services industry, a major marketing challenge is
designing marketing programmes which takes into
consideration unique service characteristics which are
‘intangibility, inseparability, variability and perishability.
These characteristics revolve round the issues of services,
which cannot be seen, heard or smelled before purchase,
quality of services which depends on who provides them,
services which cannot be separated from their providers
and services which cannot be stored for later use.2

It is the absence of tangible elements in service delivery
and, in many cases, the active involvement of customers
and service providers in the production process, which
demands an even more detailed and well-structured
integrated marketing programme. In most cases, service
marketers use 3 additional Ps more than product marketers
which are physical environment, people and processes.
In addition, there are higher demands today in creating
superior customer service as a major core competence in
differentiating against competition and securing brand
loyalty.

A very important element of the services marketing mix is
living its brand promise at every ‘customer touch point’.
Taking retail banking as an example, you really can’t have
situations where bank staff provides superior customer
service at ‘front end’ counters but at the same time, have
bank staff in the ‘back end’ operations answering and
evading customers’ telephone calls with lackadaisical
attitudes. You also can’t have situations where you have
excellent bank telemarketers winning new customers for
bank’s loan products but bank staff at the ‘front end’
shutting the door on customers just because they are
seconds late or worse, if the doors are closed earlier than
expected.

It is these discrepancies at different customer touch points
which greatly dilute and frustrate companies’ efforts in
creating memorable customer experiences which are
directly linked with brand building, customer loyalty and
competitive advantage.

The marketing function is the ‘work horse’ that ensures
positive and unique customer experiences are created with
strategi J and y/ocesses in place, at ALL customer touch

continues on next page

         hen Henry Ford mass produced his Model T at the
turn of the last century, he joked about offering people a
car of any color as long as it was black. His production-
orientated approach to delivering customer value was built
on reducing the cost of the car so that more people could
afford it. It was this primary reason, that only one model
and one colour was produced.

‘For 19 years since the first Model T was rolled out in
1908, Ford would build 15,000,000 automobiles with the
Model T engine, the longest run of any single model apart
from the Volkswagen Beetle. The Model T would endure
with little change in its design. Henry Ford had succeeded
in his quest to build a car for the masses.1

The marketing model that Henry Ford used in the early
20th century would be a challenge to emulate today. This
is simply due to customers now having more power to
discern, decide and deliver car companies’ revenues and
profits! They don’t have to settle for a car with only one
color, one design and from one company! While this is a
boon for consumers in general, it is an ongoing challenge
for commercial staffers in car companies to roll out
commercial plans that ensure consumers drive off their
cars and help these companies achieve their business
budgets.

To succeed in today’s world of the ever discerning and
the ever demanding customer, and in the midst of many
competitors, it becomes an organisation’s major task to
churn out strategies that not only create differentiated
competitive advantages but also sustain customer
preference and loyalty.

While all functions within an organisation have an
important role in ensuring its commercial success, it’s
the marketing role that wears the ‘customer stethoscope’.
It has the pivotal responsibility in understanding what
the customer requirements are, and how companies can
deliver their brands’ promises, effectively, efficiently and
profitably. In essence, and quite simply, marketing is
matching what the customer wants and demands with
what the company can and must deliver profitably.
However, as many companies will attest to, this is ‘easier
said than done’.

In today’s business environment, we are faced with real
issues of increasing competition, frequently
changingmacro factors and the increasing pace of
technological change. In ‘weathering’ this business
volatility, the core fundamentals of marketing shine
...........

W
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    t is apparent that certain banks/bank officers in Malaysia
are following practices which are not in agreement with
the undertaking given by them as confirming banks for
documentary credits issued under the Uniform Customs
and Practice for Documentary Credits, ICC Publication
No. 500 (UCP).

In elucidating a confirming bank responsibilities, I must
draw attention to an issuing bank’s  responsibilities  briefly
since both these banks’ responsibilities are very similar.
While discussing this subject, my focus will be on the
responsibilities of the issuing and confirming banks when
documents are presented to them and not on their other
areas of responsibilities, e.g. what they should do when
they refuse documents.

In the Asian Pacific region, businessmen use documentary
credits as the main method of payment for international

Responsibilities of an Issuing Bank and a Confirming Bank
in a Documentary Credit

by Abdul Latiff Abdul Rahim
Principal Consultant, Nalco Associates

trade. Documentary Credits are the most secured method
of payment to the beneficiary because of the security they
accord in the form of definite undertakings given by the
issuing bank and the confirming bank, when the credit is
confirmed.

Availability of Credits
A credit may be issued available by sight payment, deferred
payment, acceptance and negotiation. The responsibilities
of the issuing bank and confirming bank in respect of each
type of credit are enumerated in Articles 9 (a) i to iv and 9
(b) i to iv respectively. In Article 9 (a), the issuing bank
undertakes,:
i. for sight payment credit, to pay at sight;
ii. for deferred payment credit, to pay on the maturity

date;

The objective of this 2-part article is to bring about awareness of the confirming bank’s responsibilities when it adds
its confirmation to a credit so that banks/bank officers discontinue wrong practices, thus returning to normalcy in
banking practice. In Part I of this article, the author expands on the availability of credits, responsibilities of a
nominated and issuing bank, when a bank confirms a credit and the effects of the confirmation.

continued fromcontinued from previous
page page 6

continues on  page 8

points. Marketing’s core principles, disciplines and
concepts can be learnt and integrated well with all
functions within an organisation to deliver a company’s
brand and business promises.

It is becoming more evident today that the entire
organisation has a very important role to play in
contributing to the satisfaction and delivery of sustainable
customer value. In this respect, marketing may have
transcended its core role and now become an integral
orientation for all staff in the organisation simply because
of its strong link to delivering customer satisfaction and
value. By understanding, knowing and appreciating some
of marketing’s core fundamentals, all staff will be better
‘sensitised’ to deliver personal, departmental and
organisational goals that are centered on delivering
customer value and achieving business goals. Quoting
Professor Philip Kotler, S.C. Johnson & Son, Distinguished
Professor of International Marketing at the Kellogg
Graduate School of Management, Northwestern
University – “Marketing is the company’s customer
manufacturing department”.3

Marketing,Marketing, the Customer and Winning in Today’s Business the Customer and Winning in Today’s Business
WorldWorld

Notes:
1 The Henry Ford website (http://www.hfmgv.org/)
2 “Principles of Marketing”, Kotler and Armstrong, 10th

Edition, Pearson Prentice Hall.
3 “Marketing Insights from A to Z: 80 Concepts Every

Manager Needs to Know”, Philip Kotler, Wiley.

Jeremy Earl Abrahams is presently the Principal
Consultant and Director of StratWIN Consulting
Sdn. Bhd., where he focuses on facilitation, training
and consulting in the key strategic business area of
Marketing. He has a wealth of senior level corporate
experience and a successful track record in leading
teams of marketing professionals with multinational
companies in Malaysia for over 15 years. Jeremy is
currently involved in facilitating/training
programmes and is a professional speaker for a
number of local and multinational companies as well
as industry associations and institutions.
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iii. for acceptance credit, to accept draft(s) drawn by the
beneficiary on the issuing bank and pay them at
maturity; or
to accept and pay at maturity draft(s) drawn by the
beneficiary on the issuing bank in the event the drawee
bank stipulated in the credit does not accept draft(s)
drawn on it, or to pay draft(s) accepted but not paid by
such drawee bank at maturity; and

iv. for negotiation credit, to pay without recourse to
drawers and/or bona fide holders, draft(s) drawn by
the beneficiary and/or documents presented under the
credit provided that the stipulated documents are
presented to the nominated bank or to the issuing bank
and that the terms and conditions of the credit are
complied with.

When a credit is issued available by payment, by deferred
payment and by acceptance, the issuing bank must always
nominate another bank for payment, deferred payment
or acceptance. If the credit is issued available by
negotiation, the issuing bank can either nominate another
bank for negotiation or make the credit available freely
for negotiation.

Let me analyse the above undertakings by the issuing bank
from a nominated bank’s point of view.

Responsibilities of Nominated Bank
It is normal for larger banks with vast international banking
networks to issue credits nominating another bank (the
‘Nominated Bank’) which is authorised to pay, to incur a
deferred payment undertaking, to accept draft(s) or to
negotiate. Smaller banks usually issue credits which are
freely available for negotiation. In this situation, any bank
that takes up the documents presented by the beneficiary
becomes the ‘nominated bank’.

Even though a credit may nominate another bank, the
beneficiary always has the right to present the documents
to the issuing bank or the confirming bank, if the credit is
confirmed, or to the nominated bank [Article 10(b)(i)].

It must be highlighted that mere nomination of another
bank does not constitute any undertaking by the
nominated bank to pay, to incur a deferred payment
undertaking, to accept draft(s), or to negotiate [Article
10(c)]. Therefore, the decision to do this is entirely that of
the nominated bank. It is possible that when the
beneficiary presents complying documents to the
nominated bank, the latter may refuse to:
i. pay for a payment credit;
ii. incur a deferred payment undertaking for a deferred

payment credit;
iii.accept a draft drawn on it for an acceptance credit; or
iv. negotiate for a negotiation credit.

In such instances as above, the responsibilities fall on the

Responsibilities of an Issuing Bank and a Confirming Bank in
a Documentary Credit

issuing bank.

Responsibilities of Issuing Bank
In a credit available by sight payment, the issuing bank
must pay and when it does so, payment is without recourse
to the presenter.

In a credit available by deferred payment, the issuing bank
will make payment at maturity determined in accordance
with the terms of the credit.

Credits available by acceptance will call for usance drafts
to be drawn either on a nominated bank or on the issuing
bank. If the draft is drawn on the issuing bank, then the
issuing bank must “accept the draft drawn by the
beneficiary…and pay them at maturity” [Article 9(a)iii].

Credits available by negotiation will usually call for a draft
to be drawn on the issuing bank. By doing so, the
undertaking of the issuing bank is more transparent and
in line with what is stated in Article 9 (a) iv, i.e. “to pay
without recourse to drawers and/or bona fide holders,
drafts drawn by the beneficiary and/or documents
presented under the credit.” (Article 9(a)iv).

The responsibilities of the nominated bank and the issuing
bank should be clear from the above review. A beneficiary
who has received a documentary credit should be
comfortable since he is assured of payment by the issuing
bank according to the terms of the credit. If so, the
beneficiary may then proceed with the exportation of
goods and presentation of documents to the nominated
bank.

Need for Confirmation of Credit
When the beneficiary of a credit is informed of a credit to
be issued by an issuing bank from a particular country, he
may not be happy with such a credit, possibly because of
the risks associated with the issuing bank and the country
where the issuing bank is situated. He will normally ask
the applicant (the buyer) to request his bank (the issuing
bank) to arrange for the credit to be confirmed by a bank
in the seller’s country. The purpose of this confirmation is
to facilitate the beneficiary obtaining an additional
assurance of payment from a bank (the confirming bank)
in his own country thereby avoiding the issuing bank and
country risks.

If the buyer is agreeable to the seller’s request, the former
will apply for a confirmed credit to his bank and that bank
will issue the credit and request another bank, usually in
the beneficiary’s country, to confirm the credit. The request
is often made to an advising bank at the counters where
the credit is made available and prior arrangement had
been made for such confirmation.

continues on next page
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When Does a Bank Confirm a Credit?
A bank may confirm a credit only “…upon the
authorisation or request of the Issuing Bank…” [Article
9(b)]. Is it possible for a bank to confirm a credit when it
had not been authorised or requested by the issuing bank?
Well, it can, but such a confirmation is outside the scope
of UCP 500. This type of confirmation is referred to as
‘silent confirmation’ which is not within the scope of this
article.

To Confirm or Not to Confirm?
The advising bank that is requested to confirm a credit by
the issuing bank may either confirm or refuse to confirm
the credit. If the advising bank chooses to confirm the
credit, it will advise the credit, adding its confirmation to
the credit. However, if it chooses not to confirm the credit,
it has an obligation to inform the issuing bank that it is
not adding its confirmation to the credit [Article 9(c)(i)].
In the meantime, the advising bank may simply advise
the credit to the beneficiary without adding its
confirmation.

While the UCP does not specify how a confirmation to a
credit is to be worded, the suggested wordings to be placed
on the credit or the covering letter to the credit would be
to state: “We hereby add our confirmation to the letter of
credit and thereby undertake to honour each draft drawn
and presented to us in accordance with the terms and
conditions of the letter of credit”.

Effect of Confirmation
When a bank confirms a credit, it “constitutes a definite
undertaking of the Confirming Bank, in addition to that
of the Issuing Bank, provided that the stipulated documents
are presented to the Confirming Bank or to any other
Nominated Bank and that the terms and conditions of the
Credit are complied with” [Article 9(b)].

It should be noted that the confirming bank’s undertaking
is:
i. in addition to that of the issuing bank, i.e. there are

two separate undertakings made available to the
beneficiary;

ii. subject to the stipulated documents being presented;
iii. subject to the documents complying with the terms

and conditions of the credit; and
iv. subject to the documents being presented on or before

the expiry date stipulated in the credit.

The beneficiary, having received a confirmed credit, will
find it in his interest to present the documents to the
confirming bank; or to a nominated bank if the credit
specifically nominates another bank for presentation of
documents.

It should be noted that if the beneficiary decides to present
the documents directly to the issuing bank thus by-passing
the confirming bank, then the beneficiary loses the benefit
of the confirmation unless the complying documents are
subsequently presented to the confirming bank before the
expiry date and within the presentation period specified
in the credit.
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EMV Chip Credit Card
Security Intact

As at end 2004, almost all credit cards
issued in Malaysia have been replaced with
chip cards, and point-of-sale terminals
have also been upgraded to accept chip
cards. For the first half of the year 2005,
statistics on credit card fraud showed that
the number of cases and losses have
declined by 43.2% and 33.5%
respectively, compared with the same
period in 2004.

SC Financial ReportingSC Financial Reporting
Surveillance Continues –Surveillance Continues –
Latest Review Covers Accounting
Tratment for PLC Minority Interest

In February 2005, as part of its surveillance
function, the Securities Commission
commenced a review of the accounting
treatment for Minority Interests in the financial
statements of listed corporations (PLCs), in
compliance with FRS 127 Consolidated
Financial Statements and Investments in
Subsidiaries. The review has revealed that
several PLCs have been accounting for the
losses of their subsidiaries by passing them to
minority interests (in excess of their cost of
investments).

This accounting treatment has enabled the
PLCs concerned to report a higher set of
earnings. FRS 127 prescribes that losses
incurred by subsidiaries with minority interests
can be allocated to the minorities in excess of
their investment only in the following
exceptions:
a. The minorities have a binding obligation to

absorb the excess losses; and
b. The minorities have the ability to make good

or absorb the losses incurred.

The SC reminded all listed corporations, their
directors and chief executive officers on the
importance of adhering to all relevant financial
reporting standards and disclosure
requirements in the interests of the investing
public.

Malaysia Adopts aMalaysia Adopts a
Managed Float for theManaged Float for the
RinggitRinggit

With effect from 21 July 2005, the exchange
rate of the ringgit has been allowed to operate
in a managed float, with its value being
determined by economic fundamentals. Bank
Negara Malaysia will monitor the exchange rate
against a currency basket to ensure that the
exchange rate remains close to its fair value.

ASEAN Exchanges Collaborate with
FTSE Group to Create Regional Index
Series

The five ASEAN exchanges – Bursa Malaysia, Jakarta
Stock Exchange, The Philippines Stock Exchange,
Singapore Exchange, The Stock Exchange of Thailand
– and global index provider FTSE Group (FTSE) have
signed a memorandum of understanding for the
creation of internationally recognised indices for the
ASEAN equity markets as a regional grouping. Under
the MOU, FTSE will create a set of indices for the
trading and benchmarking of financial products such
as institutional and retail funds, Exchange Traded
Funds, and derivatives contracts. The indices which
will be designed using international standards, will
be free-float adjusted and based on the Industry
Classification Benchmark (ICB).

The Exchanges, in a joint statement, said, “This is
the first collaborative effort amongst the 5 Exchanges
under the ASEAN umbrella and we see this as paving
the way for future collaborations between the
Exchanges. The development of indices based on
international standards and recognised methodology
by FTSE will facilitate the international visibility of
the ASEAN markets, and help promote the ASEAN
economies to both regional and global investors by
branding ASEAN as an asset class.”
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