
KDN:PP 11264/2/2006

2005
Nov - Dec@IBBM@IBBM

Mystery Shopping: A Way to Measure
Customer Satisfaction

Bond Market Development in
Emerging Asian Economies and Impact
on Banks

P1
P6

P12

P9
The Financial Mediation Bureau

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

@

Mystery
Shopping: A Way
to Measure
Customer
Satisfaction

continues on next page

E
By Allen Teh

      very company wants to measure
customer satisfaction. It is the heart
of any modern business strategy.
Experts estimate that most North
American companies spend about
3% of revenues on measuring
customer satisfaction.
Understanding customer
demographics, expectations,
motivations, and desires creates an
opportunity to serve customers
better than competitors do. Serving
customers better creates satisfied
customers, builds repeat business,
and drives profitability. Customer-
driven companies eagerly spend
that 3% of revenues to learn more
about how they are doing with
customers. If you have customers,
don’t you want to know too or are
you leaving your business to
chance?
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Customer-driven companies want
customer satisfaction information on
which to base long
terms strategies.
They also want
information to
help them serve
customers better
right now. There
are major methods
of getting vital
c u s t o m e r
s a t i s f a c t i o n
i n f o r m a t i o n :
c u s t o m e r
satisfaction studies
and customer
service measurement – mystery
shopping.

Customer satisfaction studies reveal
how customers feel about customer
service. They do not reveal why.
Customer service measurement or
Mystery Shopping reveals the “why”
that stimulates continuous
improvement. Think of customer
satisfaction as the end product of a
production line.  In a retail
environment, one stage of the process
might involve approaching customers
as they enter the store. Another stage
might involve having advertised
merchandise readily available,
supported by prominent displays. All
along the production line, customers
decide how the business meets their
expectations. Customer satisfaction
surveys address the end product of the
production line, revealing
expectations and perceptions in total.
By contrast, customer service
measurements reveal performance at
each identified stage of the
production process.

Taking measurements along a
production line and comparing them
to established benchmarks should
sound familiar. It is a basic principle

of Total Quality Management (TQM)
called Statistical Process Control

(SPC).  SPC requires
that quality be
inspected at every
stage of the process,
not just at the end.
TQM proponents
equate statistical
process control of a
production line to
mystery shopping of
service businesses.
Companies may hire
their own team of
mystery shoppers or
they may want to

use the services of specialised mystery
shopping companies who will “shop”
for you and provide detailed, well-
documented reports about what they
have found. Their services may
include:
• Anonymously auditing customer

service and looking at first
impressions;

• Product knowledge;
• Customer treatment;
• Salesmanship;
• Manner and human attitude; and
• Providing a form of market

research that can be applied to any
kind of business as long as it has
customers, clients, patrons, and/or
members.

Throughout the country hundreds of
well-trained “shoppers” are dining
out, checking into hotels, making
purchases, calling in for information,
even opening bank accounts as a
means of gaining first hand
knowledge about customer service.
Companies hire these mystery
shoppers because they want to:

• Learn more about their customers’
needs

• Evaluate current programmes,
performance and situations

Mystery Shopping: A Way to Measure
Customer Satisfaction

“Customers rarely give
second chances. The
most accurate way to
find out how customers
perceive your business is
mystery shopping. When
it comes to your
customers, no news is
not necessarily good
news.”
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• Monitor new programmes -
training, customer service or
promotional

• Build the staff’s awareness on the
importance of customer service to
a service-driven industry

• Catch their employees giving
excellent and surprisingly good
service (these employees shall then
be recognised)

• Catch their employees giving
below par service (these
employees shall then be
counselled and retrained)

Based upon what is learned during
the “shopping spree”, companies can
target areas needing improvement,
and since the reports include specific
information about needs, suggestions
for improvements, and
recommendations for establishing on-
going training, companies can take
quantum leaps to improve. The
information gleaned by such shoppers
provides the basis for a game plan for
bringing about the changes needed.

If you decide to hire “mystery
shoppers”, make certain that you
select a firm that offers a turn-key
package that is custom-tailored to
your company. That customising is
essential to insuring that you get the
results that make the difference. One
thing you can be sure of – there is no
standard report. Sometimes the results
are hilarious, often surprising and
occasionally horrid.

What “shoppers” often find is
“mediocre service—not too bad and
not too good…people just go through
the motions.” One of the advantages
of using “shoppers” rather than
depending solely upon supervisors’
reports is pointed out by Elisha Miller,
manager of in-flight performance for
United Airlines. “It’s human
nature…if people know they are

being watched, they will change their
behaviour…we want an accurate
reading of how the customer in the
real world perceives our
performance.”

In order to be successful in their work,
shoppers must be “someone we
would expect to encounter there.”
Once  a shopper is identified, they
can no longer return to that location
– they have served their purpose and
must be replaced. Who are those
shoppers – your neighbours!
grandparents, doctors, lawyers,
teachers, clerks, station attendants,
mechanics, builders – everyone and
anyone may be shopper, but they all
have one thing in common, careful
training by the mystery shopping
service provider. They are taught to:

• Audit first impressions;
• Note product knowledge;
• Check out the parking;
• Note appearance;
• See if signs are in place;
• Evaluate the product;
• Note time-lapse before greeting;
• Grade on attitude;
• Check on smile levels;
• Evaluate exterior appearance;
• Evaluate salesmanship;
• Evaluate follow-through;
• Grade on eagerness;
• Evaluate internal appearance; and
• Check ambience.

In an article that appeared in
February, 1989, in the Restaurant
Associat ion’s
publication, it
was noted that
the “most
important part
of marketing…is
c u s t o m e r
service”. Since
67% of the
people who try

a new restaurant do so because of
word of mouth advertising, it is
important to keep that service up.
“People don’t recommend restaurants
with poor service”.

The article went on to note that “one
way to ensure that a restaurant
markets itself is through checking
food and service through mystery
shopping.’” By using this service,
problems can be eliminated early,
and clients who use the service have
noted increases in revenue and
customer satisfaction. Even small
businesses can afford to use this
service. “Mom and Pop stores would
be able to learn something too –
affordable, easy to implement
suggestions that fit their budgets.”

One of the things often skipped in the
evaluation process is the impact of
design – design is packaging and as
such it attracts the visually oriented
person. It is also important to note
both internal and external design –
the outside may get them in, but the
food and interior décor will keep
them coming back. A good shopper
will take note of these things, too, for
the information is helpful when the
market report is prepared.

In essence, those hiring mystery
shoppers are really seeking advice
from their customers in a direct and
very reliable way.

The columnist, Charles Bernstein, is

Mystery Shopping:
A Way to Measure Customer Satisfaction

“To survive in today’s marketplace, it is essential
that we go back to the old fashioned approach
of knowing your business, your customer or
guest, and for sure your competition…these are
critical elements to success and the foundation
for providing quality services.” – Antonio C. Luna,
Senior Vice President, Club Resorts, Inc.
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right when he says “Quality food and
a winning menu may be the
ingredients that initially attract
customers. But friendly service and a
genuine smile will…keep them
coming back.”

Mystery Shopping is a Winning
Process

Like every other successful
undertaking, the process of mystery
shopping has definite structure and
pattern. For example, a hotel manager
might want help in identifying the
reason for a decline in reservations.
A “mystery guest” would be
dispatched and begin the evaluation
with the initial call for reservations.

Other matters will be evaluated after
the “mystery guest” arrives.

• What is the overall physical
condition and appearance of the
hotel?

• What were the front desk
procedures?

Even before the “mystery guest” gets
into the room, the shoppers will have
evaluated the hotel on some 518
points, and before they finish the visit,
some 6,792 other points will have
been evaluated, including:

• Room service
• Housekeeping
• The restaurant
• The bar
• Special facilities
• And especially check-out

The report will be unbiased and may
give data not only on the points of
initial interest but also on some
unexpected ones. In fact, many times,
they turn up a problem or an example
of outstanding service, something that

hadn’t even been suspected or
realised.

Shop Your Competition!

Who says that it’s a secret? Who says
you can’t find out what your
competition is up to? There are some
easy, legal and inexpensive ways to
find out what they are doing, and you
can even use shoppers to help you
get that information if you want to.

Secrets are worth money – if your
competitor is introducing a new
product, cutting prices, relocating, or
expanding…you need to know.
Obviously, you can’t – and wouldn’t
– bug board rooms, bribe employees,
or steal patents, but there are some
very ethical ways of finding out what
you are up against. Arrange to have
mystery shoppers

• Visit your competitor’s place of
business and evaluate it just as you
do yours

• “Hang out” in common areas near
the competitor’s place of business.
Fascinating information is often
shared freely enough that diners at
nearby tables hear easily

• Buy your competitor’s products.
Once you have them, really look
them over with care.
– How to they work?
– How do they hold up?
– What makes them eye-

catching?
–  What can they do?
– What can’t they do?

• Purchase your competitor’s shares
– you will get a prospectus and
annual reports.

The success edge literally goes to
those who take the initiative – that can
be you!

It is only fair to admit that not
everyone is as enthusiastic about
mystery shopping and monitoring as
we are. There are those who see the
positives of such a programme and
those who focus on the negatives.
Let’s look at both sides....

Who is right? There is no doubt that it
does improve the possibility of good
management. The information
needed for an implementation plan
for results is available. The outcome
of given behaviours is obvious and
can be used as a base for
communication and training which
might otherwise not be possible
because the information might not be
available.

Other monitoring processes have
been introduced too. Most telephone
companies measure how quickly
operators handle customer reports,
and calls exceeding a certain period
of minutes are reported and action
taken. Similar timing approaches are
used in various airline reservation
centres and for workers in various
airline reservation centres and in
various government and private
agencies.

Mystery Shopping:
A Way to Measure Customer Satisfaction

continued from previous page

It improves It invades privacy.

management.

It assures It reduces

quality service. productivity.

It increases It leads to more

productivity. stress.

Positive Negative
View View



LEARNING WORKS

@IBBM        Nov-Dec 20055

continued from previous page

What Can Mystery Shoppers Do For You?

• Assess all areas (from courtesy to salesmanship) through
face-to-face encounters

• Assess telephone techniques through call-ins
• Investigate your competition’s current business trends

and sales presentations
• Monitor your representatives who are promoting your

latest idea, product or strategy
•  Monitor franchisees for franchise compliance.
• Increase employee performance and morale by

awarding on-the-spot prizes for meeting company
standards

• Conduct on-site customer surveys
• Provide a computerised  and possibly web-based results

package
•  Help you customise training programmes and seminars

Don’t Forget the Customer
Nordstrom claims that a 36% sales gain in one year was
due to two things: a realisation that existing customers

Mystery Shopping:
A Way to Measure Customer Satisfaction

are their most valuable asset, and awareness that the
people who serve the existing customers are their most
valuable players. Their motto is “Coddle the customers”,
and they do!

This attitude may be growing in importance in the
marketplace, but one quick look at management textbooks
will tell you that it is given little priority there. That doesn’t
mean it is one bit less important! So it is up to you to take
action once your monitoring system has been activated.
Remember “the personal touch is becoming increasingly
significant…in a world that grows more complex
everyday,” and meeting customers’ needs needs to become
a habit too entrenched to break.

Mr Allen Teh, CEO of CustomerEyes and Centre for

Customer Care (CCC) Malaysia

(www.centreforcustomercare.com

www.customereyes.net)



LEARNING WORKS

@IBBM       Nov-Dec 20056

The crash of stock markets and credit crunching
by the banking sector during the 1997 Asian
Financial Crisis have been the catalyst for bond

market development in many crisis-affected developing
Asian countries. Asian governments started to issue more
bonds to finance economic recovery and restructuring
of banks and firms. Figure 1 shows an acceleration in
public sector bond market capitalisation during years
1997 and 1998 in seven out of eight emerging Asian
economies studied (except Hong Kong). Meanwhile, the
corporate sector relied on corporate bond issuance as
their only safety valve to overcome business losses and
liquidity problems, and to finance strategic long-term
investment projects, when access to banks’ credit line
and equity market were limited. In addition, the crisis
has highlighted the problems of maturity and currency
mismatches. Sovereign and corporate borrowers that
depended on external debt financing before the crisis
have found themselves in trouble because exchange rate
depreciation has increased their debt burdens. Issuance
of bonds denominated in domestic currency will thus
help to overcome the risk due to exchange rate
fluctuation. Banks started to issue long-term bonds
(liability in their balance sheet) to match with their long-
term asset (bank loans granted) and thus overcome the
maturity mismatch between short-term demand deposits
and long-term bank loans. Figure 1 depicts private sector
bond market capitalisation growing steadily since 1998
in five out of eight emerging economies, with the
exception in Hong Kong (firms shifted to Mainland China
and raised financing there), India and Philippines (both
of which have negligibly small private sector bond
markets).

Although local bond markets are growing tremendously
in developing Asian countries, they are still at infancy
stage of development and considered underdeveloped
compared to those in developed economies such as the
United States, Japan, United Kingdom and European
Union. By end of year 2003, bond market capitalisation
of all the eight emerging Asian countries in this research
totaled at US$ 1061.35 billion in aggregate, that
represented only 20.5 percent of Japan’s bond market
capitalisation. Furthermore, local bond markets in
emerging Asian economies are still considered small and
illiquid relative to their respective local stock markets
and banking systems. There are a few main reasons for
the underdevelopment of bond markets in developing
Asian countries. Firstly, except in Korea, there are only
a small number of large and reputable firms whose

Bond Market Development in Emerging Asian
Economies and its Impact on Banks

By Tee Peck Ling

information is openly available and transferable in the
market in order to make such firms creditworthy potential
bond issuers. Secondly, both the tendency that households
in Asia tend to hold their assets in the form of short-term
bank deposits and real estate, and the underdevelopment
of institutional investors (pension funds, insurance
companies, contractual savings institutions and fund
management companies) have limited the demand base
for bonds in Asia. Thirdly, inadequate accounting
standards, disclosure requirements and inefficient
enforcement of laws and regulations could not protect
public investors from severe information asymmetry and
agency problems. Fourthly, lack of primary dealers and
market makers who provide two-ways quotation, absence
of real-time information on bond trades and prices, lack
of reliability, competency and transparency of credit ratings
agencies, unfavourable tax treatments imposed on bonds
and inefficient enforcement of investors rights have
contributed to lack of trading in bonds and hence illiquid
secondary bond markets in Asia. Fifthly, too many bonds
issued in Asia are of short-term maturity and thus the
absence of a reliable benchmark yield curve has made
the pricing of bonds and other securities less accurate.
Although over the years governments in Asia have made
strenuous efforts to surmount these impediments, there is
still a long way to go in the process of bond market
development.

Significant positive correlations between Banking Sector
Net Interest Margin with both private and public bond
markets capitalisation concluded that bond markets did
not take businesses away from the banks and did not
reduce banks’ profitability. An implication from this finding
is that the traditional debate between the effectiveness of
a bank-based debt financing system and a market-based
debt financing system becomes irrelevant. Bond markets
and banks can play a complementary role in mobilising
savings, assessing potential investment opportunities,
exerting corporate controls after funding the projects,
facilitating risk management and hence enhancing
economic growth. Given that the banking sector is
expected to remain dominant in these emerging Asian
countries and cannot be substituted by a sound bond
market within a short time span, commercial banks in
these emerging Asian economies could start to play a major
role as issuers, investors, dealers, underwriters, advisors
and guarantors of bonds while they continue to provide
traditional banking services. Over time, these commercial
banks would gradually reduce the relative importance of
traditional banking businesses and enter into new

continues on next page
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businesses such as dealing, underwriting and investing
in new types of assets.

Significant positive correlations between Banking Sector
Total Deposits with both private and public bond market
capitalisation revealed that households in Asia still prefer
to save in bank deposits rather than invest in bonds even
though Asian bond markets have undergone quite
significant and rapid development especially after the

Figure 1: Trend of Bond Market Capitalisation in Emerging Asian Economies Over the Period 1994-2003 (in
respective National Currency)

Bond Market Development in Emerging Asian
Economies and its Impact on Banks

1997 crisis. Therefore, Asian governments’ policymakers
and market experts should contemplate some ways to
overcome this crucial demand-side obstacle to bond
market development. Without a strong demand base, the
development process of Asian bond markets will not go
far and will never catch up with advanced bond markets
in the United States, Japan and the United Kingdom or
at least European Union countries and Canada.

continued from previous page
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Source: BIS, data as at 31.12.2004

� Malaysia accounts for 8% f total size
of Asian bond market

� Total outstanding ringgit bonds grew
by 10.7% to RM363 billion in 2004,
equivalent to 81% of GDP

� Based on market capitalisation,
Malaysian bond market ranked third
after South Korea and China

Country Domestic Market Size Percentage Size ofBond
(USD bn) Market/GDP

South Korea   488   38.8% 72.0%
China   442   35.1% 28.0%
Malaysia     96     7.6% 81.0%
Singapore     58     4.6% 56.0%
Thailand     57     4.5% 35.0%
Indonesia     47     3.7% 18.0%
Hong Kong     45     3.6% 27.0%
Phillippines     25     2.0% 29.0%
Total 1258 100.0%

Source: “Developing Bond Markets in
APEC”, Asian Development Bank
Institute (ADBI), 21 June 2005
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The objective of this article (2-part) is to bring about
awareness on the confirming bank’s responsibilities
when it added its confirmation to a credit so that
the bank/bank officers discontinue the wrong
practices thus returning to normalcy in banking
practice. In the final part of this article, the author
expands on the undertaking of a confirming bank,
acceptance and negotiating credits, and the
predicament for a confirming bank.

In Part I of this article, it was pointed out that the
beneficiary loses the benefit of the confirmation
should he present the documents directly to the issuing

bank. But the undertaking of the issuing bank is still
available to the beneficiary. If he is to be assured of
payment by the issuing bank, it is very important to ensure
that the documents reach the issuing bank on or before
the expiry date and the presentation period stipulated in
the credit. This is because when a credit either nominates
a bank for presentation of documents or requests a bank
to confirm the credit, the issuing bank will stipulate the
expiry date at the counters of the nominated bank or the
confirming bank. Should the beneficiary decide to bypass
the nominated bank or the confirming bank, then the
stipulated expiry date and the presentation period will
be at the counters of the issuing bank.

Another disadvantage is that if the documents get lost
while in transit to the issuing bank, then the beneficiary
will not get paid. Even if the documents reach the issuing
bank in time, the latter would verify with the nominated
bank to ensure that no presentation had been made to it
before making payment to the presenter. This process will
cause delay in making payment to the beneficiary.

In view of the above reasons, it is recommended that
beneficiary presents complying documents to the
confirming bank to retain the benefit of the confirmation
of the credit.

Undertaking of a Confirming Bank
In Article 9 (b), a confirming bank undertakes:
i. if the credit provides for sight payment – to pay at

sight.
ii. if the credit provides for deferred payment – to pay

on the maturity date(s) determinable in accordance
with the stipulations of the credit.

iii. if the credit provides for acceptance – to accept draft(s)
drawn by the beneficiary on the confirming bank and
pay them at maturity;  or if the credit provides for

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

by Abdul Latiff Abdul Rahim

acceptance by another drawee bank – to accept and
pay at maturity draft(s) drawn by the beneficiary on
the confirming 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. if the credit provides for negotiation – to negotiate
without recourse to the drawers and/or bona fide
holders, draft(s) drawn by the beneficiary and/or
document(s) presented under the credit.

The undertaking given by a confirming bank for credits
available by sight payment and deferred payment,
referred to in (i) and (ii) above are self explanatory.
However, the undertaking of a confirming bank in the
case of a credit available by acceptance and that is
available by negotiation should be elucidated further.

Confirming Bank and Acceptance Credits
The practice of a credit issued available by acceptance
requiring one bank to confirm a credit but requiring the
presentation of documents to ‘another drawee bank’
may exist elsewhere but is rarely seen in Malaysia.

In fact, the bank requested to confirm a credit will be
less willing to confirm the credit that nominates another
bank for presentation of documents. However, it is up
to the bank to decide if it is willing to confirm a credit
with such a stipulation. If it decides to confirm the credit,
the consequences would be that if the nominated
drawee bank refuses to accept the draft drawn on it, the
confirming bank undertakes to accept such draft and
pays at maturity. Additionally, should the nominated
drawee bank accept a draft drawn on it but fails to pay
the draft on maturity for whatever reason, the confirming
bank also undertakes to pay such draft at maturity.

The common practice is for the issuing bank to nominate
a bank for acceptance and request or authorise that bank
to confirm the credit. The credit would also require the
beneficiary to draw a draft on the confirming bank. If
such a credit is confirmed by the nominated bank, then
the undertaking given by the nominated bank (i.e. the
confirming bank is to accept the draft drawn on it subject
to complying documents being presented to it. Once
the draft is accepted by the confirming bank, it has the
responsibility under the bill of exchange to pay it at
maturity. This is previously what the Article 9 (b) (iii)
states “… to accept draft(s) drawn by the beneficiary on
the confirming bank and pay them at maturity.”

continues on next page
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Confirming Bank and Negotiation Credits
Since credits available by negotiation are common in
the Asia Pacific region, let me analyse the undertaking
given by the confirming bank for such credits.

Article 9 (b) (iv) centres down on the confirming bank’s
responsibility when it states “if the credit provides for
negotiation – to negotiate without recourse to drawers
and/or bona fide holders, Draft(s) drawn by the
beneficiary and/or document(s) presented under the
credit.”

This would also mean that the confirming bank’s
undertaking is both to the beneficiary (as drawer of the
draft) as well as to any other bank which presents the
documents to the confirming bank as bona fide holder.
This usually happens when the beneficiary presents the
documents to the confirming bank through his bank,
endorsing the draft where necessary. In such cases, the
beneficiary’s bank becomes a bona fide holder of the
draft. In other words, documents may be presented to
the confirming bank either by the beneficiary directly or
by his bank as bona fide holder of the draft.

Predicament for Confirming Bank?
Assuming the beneficiary presents complying documents
under a credit available by negotiation to the confirming
bank, what happens next? What should the confirming
bank do? Let me pose the following questions, which
are interpreted by different bankers differently, for an in-
depth analysis.

1. Does the confirming bank’s
responsibility only arise
when the issuing bank
refuses to pay or cannot
pay under its credit?

2. Can a confirming bank
claim reimbursement from
the nominated reimbursing
bank and only upon receipt
of payment from it, pay the
beneficiary or the bona fide
holder and subsequently
forward the documents to
the issuing bank?

3. Does a confirming bank,
having been presented
with compliant

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

documents, have an obligation to negotiate the draft
and/or the documents and make payment without
delay?

Bankers who believe that the first question above is the
correct approach argue that the confirmation merely
constitutes an undertaking by the confirming bank to pay
if and when the issuing bank refuses to pay or cannot
make payment under the credit.
I must emphasise here that by confirming a credit, the
confirming bank has undertaken to negotiate and pay
the presenter if compliant documents are presented.
Being so, any deviation from the undertaking would be
tantamount to shirking the responsibility that confirming
bank had undertaken. The arguments put forward by
bankers are completely in contravention of the
undertaking provided in UCP Article 9 (b) (iv) stated
above. In fact, the very purpose of confirmation of a credit
by the confirming bank is defeated.

As to the second question, the confirming bank, of course,
can claim reimbursement if the credit had allowed
reimbursement from a nominated reimbursing bank. This
question also raises supplementary questions. Should the
confirming bank wait till payment is received from the
reimbursing bank before it pays the beneficiary? Should
it delay dispatch of the documents to the issuing bank
until payment is received from the reimbursing bank?
What if the reimbursing bank refuses to reimburse for
whatever reason?

Issuing bank has the
responsibility to reimburse
the confirming bank as
stated in Article 10 (d) “By
…requesting another bank
to add its confirmation, the
issuing bank authorises
such bank to … negotiate
as the case may be, against
documents which appear
on their face to be in
compliance with the terms
and conditions of the
Credit and undertakes to
reimburse such bank in
accordance with the
provisions of these
Articles.”

continued from previous page
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Responsibilities of an Issuing Bank and a Confirming Bank
in a Documentary Credit
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The issuing bank can provide reimbursement under its
documentary credit in several ways, including authorising
the negotiating bank to claim from a nominated
reimbursing bank. The reimbursing bank, on the other
hand, may have its own reason(s) for not reimbursing the
negotiating bank. This is a separate issue to be settled
between the negotiating bank and the issuing bank. This
should not be the reason for the confirming bank not to
pay the beneficiary.

The beneficiary is entitled to payment from the confirming
bank under its confirmation. The confirming bank’s
undertaking to the beneficiary is not dependent upon
whether receives payment from the reimbursing bank.
The confirming bank has its own independent obligation
to pay the beneficiary or the bona fide holder upon
presentation of documents in compliance with terms and
conditions of the credit.

If the confirming bank negotiates and pays the presenter,
it would take a few days before payment is received by it
from the issuing bank or reimbursing bank. The confirming
bank, by international standard banking practice, usually
deducts interest for this transit period and the usance
period, where applicable, and pays the balance to the
presenter.

As to the question whether the confirming bank can retain
the documents until it gets paid is again another issue to
be considered from the confirming bank’s point of view.
UCP provides the confirming bank a reasonable time,
not to exceed seven banking days after the day of receipt
of the documents, to examine the documents and
determine whether to take up or refuse the documents
accordingly [Article 13(b)] but it does not provide any
time limit to withhold documents till it receives payment
for the credit. So the practice of the confirming bank
forwarding the documents to the issuing bank after
receiving the payment for the credit is wrong.

As to the approach posed in the third question above, I
would like to emphasise that this is precisely what the
confirmation is all about.

The confirming bank’s undertaking and duty is to negotiate
and pay the beneficiary or the bona fide holder provided
the documents presented are in compliance with the terms
and conditions of the credit.

It must be noted that no matter how the credit is made
available, payment by the confirming bank is always
without recourse, i.e. it will not be able to go back to
the presenter should the confirming bank not obtain
payment from the issuing bank for whatever reason. This
is clearly stated in Article 9 (b) (iv): “if the Credit provides
for negotiation – to negotiate without recourse to drawers
and/or bona fide holders.”

Arising out of the above in-depth analysis, it should be
clear to the readers that the confirming bank’s obligation
is to negotiate and pay when compliant documents are
presented to it and there is no justification for doing
otherwise.

[The views expressed in this article are the author’s and
he disclaims any legal responsibility for any
misinterpretation and/or any consequences arising
therefrom.]
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The Financial Mediation Bureau (FMB) was
incorporated on  August 30, 2004 and was
officially launched on January 20, 2005. The

amalgamation of the Insurance Mediation Bureau and
the Banking Mediation Bureau created the FMB. The FMB
was set up by all the 94 member financial institutions
including the Commercial banks, Merchant banks,
Finance companies, Islamic banks, Insurance companies
and Credit/Charge card issuers with the sole objective
of providing their customers with an alternative dispute
resolution channel which is free, convenient, efficient
and independent.

2. The Board of Directors of FMB comprises 9
Directors, 5 of whom are independent Directors
including one representing the Consumer Associations.
The remaining 4 Directors represent the 94 members
(members). The operations of FMB are funded by the
members by way of an annual levy.

3. FMB is a non-profit organisation which caters to
consumers who have complaints, claims or disputes
against the 94 member financial institutions. The names
of the members of the Board of Directors of FMB, the
members of FMB and key staff of FMB are as posted in
our website.

4. The FMB, being an alternative dispute resolution
centre, provides the consumer with an option of either
going to the Courts with their complaints, disputes or
claims, or utilising the services of the FMB whose services
are offered free of charge to the consumers. One unique
feature is that the decision of the Mediator is binding on
the financial institution concerned but not on the
complainant who still retains the option of proceeding
to the Courts or other alternatives. However once the
complainant accepts the decision of the Mediator, the
matter then ends there.

5. The scope of FMB’s coverage is the
following:

(a) For Banking and other financial institutions
including Islamic banks, the complaints, disputes
or claims not exceeding RM100,000.00 relating
to:
• Personal loans
• Housing loans
• Automated teller machine (ATM)

The Financial Mediation Bureau

• Cash deposit machine
• Credit / charge card
• Hire-purchase
• Savings account
• Current account
• Fixed deposit/general/special/specific

investment account
• Remittances
• Electronic banking
• Internet banking
• For fraud cases involving payment

instruments, credit cards, charge cards, ATM
cards and cheques, the limit is not more
than RM25,000.00

(b) For Insurance/Takaful related complaints, disputes
or claims:
• Not exceeding RM200,000.00 for motor and

fire insurance/takaful
• Not exceeding RM5,000.00 for third party

property damage
• Not exceeding RM100,000.00 for others

(c) Exclusion: FMB will not consider complaints,
disputes or claims relating to:
• General pricing
• Product policies
• Services of members
• Credit decisions (approvals, rejection and

rescheduling of loans)
• Fraud cases (other than for fraud cases

involving payment instruments, credit and
charge cards, ATM cards and cheques for
which the limit is not more than RM25,000.00)

• Cases which are time barred or more than 6
years

• Cases which have been or are referred to the
court and/or for arbitration.

The Mediation Process

6. The Mediation process includes investigation of
the complaint through various sources including copies
of all relevant documents from the complainant and the
financial institution concerned, having face-to-face
discussions with the complainant and/or the financial
institution concerned, having meetings with all the parties
concerned or conducting an enquiry, taking into account
the industry practices, and consulting legal basis/sources

by John Thomas a/l Ebenezar Selvarai

continues on next page
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before a decision is made. In some complaints, this
process also enables both the complainant and the
relevant financial institution to discuss the issue raised,
clear up misunderstandings, identify the underlying
interests and concerns, find areas of agreement and agree
to resolve the issue raised amongst themselves. The central
person in this process is the Mediator.

7. The Role of the Mediator
• The Mediator may act as a Counsellor, Conciliator,

Investigator and Adjudicator in order to resolve the
complaint made against the member institutions.

• The Mediator may reject the complaint or make a
monetary award which should be within the scope
of FMB and will be binding on the member
institution.

• The Mediator is independent in his or her decision
on the complaint.

• In the event questions or issues concerning a Syariah
matter arise during the mediation process, the
Mediator will refer that matter or issue to the Syariah
Advisory Council at Bank Negara Malaysia (this
advisory council was established pursuant to Section
16B(1) of the Central Bank of Malaysia Act 1958)
for advice before making a decision.

8. Referring your complaint, dispute or claim
to FMB

• Before FMB can accept your case, you should first
lodge a complaint with your financial services
provider to try to resolve your complaint, dispute
or claim with the institution concerned

• If your complaint, dispute or claim cannot be
resolved or you are not satisfied with the final
response given by the financial institution
concerned, then you can refer your case to FMB

• You must refer your case to FMB within 6 months
of receiving the final decision from the financial
institution concerned.

9. How to refer your case to FMB
• You can write to FMB, enclosing all the relevant

documents, either by post or fax.

The Financial Mediation Bureau

• You can e-mail your complaint to:
enquiry@fmb.org.my

• You can come personally to the office premises.
• Our e-mail address and postal address are as follows:

o  Website address: www.fmb.org.my
o  Office address:

Level 25, Dataran Kewangan Darul Takaful
No.4, Jalan Sultan Sulaiman
50000 Kuala Lumpur
(the building in between the Public Bank Bhd
building and Wisma Tun Sambanthan, opposite
LHDN Kampong Attap)

o  Telephone:   03 – 2272 2811
o  Fax:     03 – 2274 5752

John Thomas a/l Ebenezar Selvarai is the Director

of Operations, Financial Mediation Bureau (FMB).

continued from previous page
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The changing financial landscape
and increasingly sophisticated
requirements of Malaysian
consumers call for higher standards
of financial services in the country.
In order to respond to the increased
demand for complex financial
products, the introduction of
professional intermediaries such as
Financial Advisers to enable
Malaysians to obtain professional
advice on wider options of financial
products and services, was an
important recommendation of the
Financial Sector Masterplan.
Financial Advisers will play an
important role in providing holistic
financial advisory services to the
consumers, ranging from insurance
protection, savings for education,
retirement planning and investments
for the future.

With the enactment of the Insurance
(Amendment) Act 2005 (IA) and the
Insurance (Amendment) Regulations
2005 recently, Bank Negara
Malaysia announced that the
regulatory framework is in place for
the licensing of Financial Advisers.
The salient features of the licensing
requirements for Financial Advisers
are as follows:

i. Financial Advisers will be

licensed under the Insurance
Act as a new category of
intermediaries. In addition to
insurance products, Financial
Advisers may provide advice
and market other financial
products subject to prior
approval from the relevant
authorities;

ii. the activities of Financial
Advisers are defined to include
analysing the financial
planning needs of an individual
relating to insurance products,
recommending the appropriate
insurance products, sourcing
insurance products from
insurers or arranging of
contracts in respect of
insurance products;

iii. the Financial Adviser must be
a body corporate with a
minimum paid-up capital
unimpaired by losses of
RM100,000 and majority
Malaysian-controlled;

iv. the Financial Adviser must have
a minimum professional
indemnity insurance coverage
of RM200,000 in order to
protect consumers in cases of
professional negligence;

v. the Financial Adviser licence
will be renewed annually
subject to compliance with

specified licensing re-
quirements;

vi. the Financial Adviser will also
be subject to other generic
requirements imposed on
licensees under the Insurance
Act, such as changes in
shareholding of the entity,
approval for appointment of
chief executive officers and
directors, opening of branches
and submission of annual
returns;

vii. the representatives of the
Financial Adviser who will be
involved in providing advice
must be approved by Bank
Negara Malaysia and must
possess minimum professional
qualifications specified by Bank
Negara Malaysia, to ensure that
they have the appropriate level
of competency required to
provide advice to the
consumers; and

viii. the use of the term “financial
adviser” will be restricted to the
holders of a Financial Adviser
licence and exempted entities
under the Insurance Act. The
restriction on the usage of the
term “financial adviser” will
instill consumer confidence
that the financial advice is from
an entity that is licensed by
Bank Negara Malaysia.

Financial Sector Masterplan Recommends the Introduction of Financial Advisers

Bank Negara Malaysia announced the establishment of
the Credit Counselling and Debt Management (CCDM)
Agency to undertake credit counselling and loan
restructuring for individuals. This institutional
arrangement aims to assist consumers who are
encountering difficulties in meeting their financial
commitments. The CCDM agency is scheduled to
commence operations in the first quarter of 2006 and
will provide individuals assistance in restructuring debts
relating to housing loans, hire purchase, credit card and

personal loans that have been obtained from financial
institutions under the purview of Bank Negara Malaysia.
This institutional arrangement would represent a prompt
and cost effective means of debt settlement through out-
of-court procedures based on agreed repayment plans
between the creditors and the debtors. The agency will
also provide credit counselling and advice on financial
management so that consumers will be equipped with
the necessary skills to better manage their finances.

BNM Establishes the Credit Counselling and Debt Management Agency
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New SC Measures to Facilitate Diversification of Investments andNew SC Measures to Facilitate Diversification of Investments and
Boost Efficiency of Capital MarketBoost Efficiency of Capital Market

The Securities Commission (SC) announced further
liberalisation to CDS (Central Depository System) account
requirements to permit a wider group of persons to hold
securities on behalf of others. These persons, known as
exempt authorised nominees, are also allowed to hold
the securities in omnibus CDS accounts. The increased
ability to pool securities into one CDS account will
promote greater trading efficiency in the Malaysian market.
Additionally, this liberalisation of CDS account

The Securities Commission (SC) announced measures
to facilitate the diversification of investments by
domestic investors and further enhance the efficiency
of the Malaysian capital market. The SC measures
include the revision of the frameworks on investments
in foreign securities, secondary market trading of non-
ringgit bonds (non-RM bonds), primary offering of non-
RM bonds, offerings of foreign shares in Malaysia and
several other amendments to facilitate further flexibility
in the capital market. These latest measures by the SC
complement the liberalisation of foreign exchange
administration rules by Bank Negara Malaysia on 1
April 2005. In short, the measures include:

• Investors allowed to invest in foreign  securities
listed on recognised foreign exchanges;

• Sophisticated investors' need not seek SC approval
to execute secondary trades of non-RM bonds;

• Flexibilities for issuance of foreign currency-
denominated bonds to ‘sophisticated investors’;

• Offerings of foreign shares in Malaysia now
allowed, subject to SC approval

Other amendments implemented by the SC to further
enhance the efficiency of the market include the
revision to paragraph 12 of Schedule 1 of the SCA to
incorporate the exemption made to existing holders
of shares of unlisted public companies in the trading
of these securities to be extended to ‘sophisticated
investors’ and the exemption from the prospectus
requirement for employee share option schemes
(ESOS) for non-executive directors. Additionally, in
relation to the conversion of convertible securities into
listed shares, the prospectus requirement has been
abolished to ensure minimal cost and an efficient
conversion process.

Bank Negara Malaysia and the Securities Commission
jointly announced today that the framework on investment
banks is now extended to universal brokers. This move is
aimed towards further enhancing the capacity and
capabilities of domestic capital market intermediaries to
contribute towards the development of a more resilient,
competitive and dynamic financial system and support
economic transformation. In the efforts to transform into

Framework on Investment BanksFramework on Investment Banks

investment banks, universal brokers must merge with
a discount house, and be subject to the regulatory
purview of both Bank Negara Malaysia and the
Securities Commission. Financial groups that have
discount houses are now allowed to either rationalise
their discount houses to become investment banks
or dispose of them.

SC Further Liberalises CDS Account Requirements — Enhances International Competitiveness and
Efficiency of Malaysian Capital Market

requirements will enhance the international
competitiveness and vibrancy of the Malaysian capital
market, contributing towards the promotion of market
liquidity. The liberalisation of securities account
structure requirements will be effected through the
Securities Industry (Central Depositories) (Exemption)
Order 2005 as well as the relevant rules and directives
of Bursa Malaysia, which will come into effect on 21
October 2005.


