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civen the new institutional and legal ftamework, the informal anangements set up in 1963

among the Central Bank fie E\change and lhe RegisFar ot Companie. in guiding $e

development of the stock ma*et was fonn3lised in 1968 with the establishnent of the Capihl

Issues Corunitte€ (ClC).

A signficant milestone in the securities industry was the enactnent of tle Secudties Inalusty Act

(SIA) 1973. This A€t lmvided for the regulation of the securities industry aimed at protecting tle

interesr of investori. lt provided fie Govemrnent with po$ers to curb e\cessrve speruladon.

insidff trading, sl}al€ dgging and other forms of rna*et madpulation. Also included were

provisions for the licensing of alealers. The Kuala Lumpur Stock Exchange Berhad was established

on 2 July 1973, opef,ating on provisional nrles, bye-laws, listing requitements and a corPolate

disclosure policy.

Fehuary 1974 saw the establishm€nt of the Foreign Investrnent Corlmifie€ ("FIC') whose rnain

objective is the rcgulation of the acquisition of assets or any intsests, mergers, lateoveN of

compaDies and businesses. This is to ensure a morc balanced Malaysial participation in their

o*nership and contsol in line with the objective of the New Economic Policy (IIEP).

To provide fd a more orderly conduct of the secudties business in the countsy, a new Securdes

Industry Act came into force in July 1983, replacing the SIA 1973. The new Act provides for

morc effective supervision and control of the industry by regulating the opemtions of the

dealen, prohibiting artifcial aading and market rigging and emPowers the Minister of Financ€

to amend the rules of the Stock Bxchange. The status of the CIC was legaly fomalised in

To firther promote efEciency in tlle narket the CIC made its own set of gutdelines more E-ansparenl

to the public with its fofinal amouncements of the guialelines in April f986 The guidelines starei

in clear temls tlle CIC criteda and standard for compliance by the public companies Since then,

the Guidelines lnve been furlher clarified and stengthened.

The Malaysim Code on Takeover and Me€ers 1987 came into force on 1 April 1987 and

provided for the establislment of the Panel on Takeover and Me{gers CTOP) to ensue that

a[ takeovers are conducted in an oderly manner ard to protect the interest of minorit-

sharelrclden.
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The ROC has boli adninistrative and rcgulatory powers under dle Companies Act 1965 which

govems companiesanalitsofficers The ROC'S Power under the Companies Act also includes power

of investigation and prosecution for violations thereunder.

2.2. The Capital Issuei Committee (CIC)

The CIC acteil as a consultative body to advise the Minister of Finance and the ROC on all matteN

relating to the secudtie,e industry.

Section 6 ofiie Securities Industry Act 1983 had sel out the fimctions of the CIC AI public listed

companies incoryoncd in Malaysia (ur ess othesise exernpted by the Minister of Finance in the

G^zette) had to seek the pdor appoval of the CIC for anv of the fofowing:

new issues of offers for sale of secudties !o the public, whether by way of public issues or

by pdvate placements.

righls issues.

bonus issues otherwise than by way of the capitalisation of unapPmpriated profits

schemes of aralgements, schemes of reconstruction' hkeover schemes, share option schemes

and acqulsitions of assets by way of issues of secudties.

listing and quotaDon of securi[es on a stock excbange

In addition, a[ foreign-incorporated public compa es, whether list€d or unlisre4 had to obtain the

prior approval of the CIC if they intended to issue or offer for sale securities to the Malaysian public

o( to list such secudties on a Malaysian stock exchangp.

2.3. The Forcign Investment Cornmittee (FIC)

The FIC was formed to itrlplement the Govemment's gurdelines on regulation of acquisition of

assets or interests, mergen or takeovers of companies and businesses The guidelines apply to the

followine-

any proposed acquisition by forcign inter€sts of any substantial fixed assets in

Malaysia.
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and Articles of Association. It also has a set of rules which govem the conduct of its members

in securities dealings.

The KLSE is respnsible for the surveilance of the market place, and the enforcement of its Listing

Requirements which spell out the criteria for listing, disclosure requirements and standards to be

maintained by public listed companies.

TlC 4LiE's subsidiary, Securities Clearing Automgjed Network Services Sdn. Bhd-

("SCANS") operales as the cl€aring house for fie Excharye and is supeNised by the Boad of

SCANS, comprising members of the KLSE Conmitte€.
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Another KLSE subsidiary, Malaysian Central Depository Sdn Bhd, operates the Central

Depository System in accordance widr llle Secuities lndustry (Centxal Depositofies) Act 1991.

Further details are provided in item 6.

2.6. Oth€r Regulstory Bodi€s

Besides the main regulatory autlrcrities nentioned above. various regularorl, bodies roo regulate

ce(ain aspects of the co4,omte securities industry. This includes :

The Central Bank

Ministry of Finance

Ministry of Intemational Trade and IndusFy

knplementation and Coordination Unit ("ICII') of the hime Minisler's Deparrnent

STRENGTH AND WEAKNESSES OF THE FRAGMENTED REGULATORY

EN}'IRONMENT

Secudties regulation. like other regulations developed as a local or national activiry and evolvec

over a period of years to meet local conditions, Factices and needs in the context of rhe polirical,

cultural and social envirotunent.

The Malaysian securities regulation is no differenl The existence of vfiious regularory bodies was

to look into sp€cific issues or interests. As tl)ey are established with specific objectives, these bodie{

are more cdtical and tend to give closer attention to these Deeds.
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The revanp of the pres€nt syst€m will streamlin€ the counuy's financial system under two regulalory

ageDcies with the Central Bant supeNising the batking system and the SC monitoring the capital

market.

The SC will have two main lulctiops as an atprovinq bodv and qg-A--pluci4g-body lt will be

responsibl€ fm piomoting Kuala Lumpur as a key financial crntre in the region and to encouage

the developnent of secudties and financjal funrIes mskets in the countf and to ensule orderly

development of these markets.

Its establisbment is by the new Securities Cotunission Act' 1993, and ensting Acts' prinsipaly

the Secudties Industf Act, 1983 ard the Companies Act, 1965 have b€en amended aclrordingly

to accommoilate this. The Se€udties Industy (CentralDepositories) Act 1991 andtheFufules Industf

Ac! 1993 wiu also be admiDistered by the SC.

4.1 Securidesilomrnission

The Securities Corffnission began its operations on 1st March 193 and under Section 15(1) of

the said Act itr firnctions are as folows:

1 ,- C); !o advise tlle Minister of Finance on aI matters relating to s€cudties and futues cmttact

industries;

of secudties;

to rcgulat€ the designation of firtures contracti
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. {D to regulate the take-overs and mergers of comparnes;

, 
(vii)

/ (viii)

to regulate a[ mat0els relating to unit sust schemes;

!o be respoosible for supervising and monitorbg the activities of any excbatrge, clearing bouse

and cmtral deposilory:

to take all rcasonable meaaueq/to safeCuard the intsest of persons dealing in secudties or

'Fading in tutrms conFact:

to promote and encotrage properconduct amongst menbels ofthe exchanges and a[ registeftd

penons;
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(SRos) which arc at the "pulse of the action" should be given due independence and autonomv

Self-regulatron as defined in the FIBV paPer on "Self-Regulation of secndties Ma*ets" has two

&:-!9!efiE-!SE9C!h!on 9ffeE-la-sryriiors, Participants in the securities rnarkets and Public

generally arc as follows :-

i. Bthical standards

SROS have the ability to funPose ethical standards which go beyond those which can be

imposed by statutory laws and thercfore can develop rcquiremenls and ethical stanalards of

conduct to meet the charging conditions

iii.

the pdnur,J policy mal(en within the o4anisalon are lhemselves practiuonen, which

could include not only intermedtaries but also users of the ma*et

the organisation is funded by the narket nther thar ftom public funds

Accountability

Self-regulalors arc directly accourltable to their members and oflen to the goverment for

actions taken or not taken. Thus, the se]f-regulatory system cades a built_in motivation to

take the regulatory course which is most effective and least disruptive to market

efficiency

Acceptability

sef-regulation operates in an enviroDment where there is a wiltingness to accept regdations

Fomulgated by professional peers as the necesstry and appropriate action for the colfinon

good of the goup

Sensitiviry

self-regulators have the business sensitivity to krcw when a rcgulation wil be wo*able and

beneficial to the investors and use$ of the markets

Participation

the opportmity of pe$ons and organisadon who arc subject to the rcgulations to paiicipaie

at aI lee

vi Ch€ck a

seu-rcgur

yhich ml

rheir viec

Ielarionshi

vii Responsiv,

setf-rcgula

or probteE

stage

Yiii Expertise

organisarior

process. Th

acqrry to b

iL Cost effecti\

self-regulati(

of the ma*€

L Effecrive use

self-rcgdatio

adequar€ly s€

trading alld D

n cood busines

self-reeulatior
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These benefits demonssate why self-rcgulation has an important role to play in the regulation of

thesecudtiesrnarkets.lnadditiontotlreabove'itisrelevan!atthisstagetorclatetheexperience

of KLSE as an SRO with respect to nahtaining healthy order of the market'

Following the lessor leamt {iom rhe Pan Electnc cdsis in the mid-8os' The KLSE had laken

steps to establish a suveillance depafinent (AWAS) for the purpose of monitoring the market ard

alerling the management alrd the regulatory authorities on possible occurence of nisconduct which

may ifleft uncheckedjeopardize the integrity ofthe narket The Exchange felt that ihis was proper

as it is tocated in the frondine of where the acton 1s'

ln $e process of monitodng the market, the Exchange has from time to time encountered

transactions which appear questionable in the eyes of the minoriry shareholders and shareholders

al large. These transactions may be in the folm of shuffling of assels between rclated compades'

pdcing of assets, una$ainable profit forccast, non-disclosure of material infomation and

fluctuation stock Pfces

Based on the limited power vested in The KLSE, ie investigative powers' the Exchange has submitted

reports, deemed appropriate, to ihe relevar authorities for the latter's consideration and action ln

lhis regaral. it is to be emphasised that tle Exchange neYer viewed itself as an enforcer of the iav

as this is not provided for; it assisls the rclevant authorities to maintain healthy order of the

Since the Exchange in this regaral acts as an unappointed advlser to the rcleYafi authodries' it is

pertinent for one to ask whether or not its efforr in this arca is welcome lndications t'o date

show that therc is a need to implove the understanding on the complementai'/ role of the Exchange

vis-a-vis the relevant authorities. Il is hoped that this situalon will be conected in the tuture so

thatmisdeedscanbebmughttobookbytherelevantauthontiesherebyenlnncingfteint'egrity

The Government, as mentioned earlier, has an important role in oveneeing pdvate sector

regulatory activities. Government regulation provides benefits such as eslablishing hoad public

policy objective, oveneeing of pdvate sector activity and taking aciion where self-rcgulation

cannot opente effeciively as in criminal matters'
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circumstances. The loss frlls on the depositor supplying the defective scdps, who in turn

nay, if he can trace his selter, seek redress from the seller.

A funher safegudrd initiated ro control missing scrips would be ro require the CDS to undcrLale

quarterly stock counts of all deposited securities and to isslLe depositors with stalement ol

accounts. Legai status has been accorded to these statements issued by the CDS. The statemenl

of accounts shal be pdma facie evidence of the tuth of maten specified in lhe statenen!. The

CDS is obliged to issue such sbtements upon requesl by depositors at any rime.

6.2. kgal efTects of book entries

Book enty dealing lies at the heo:r of the Act which is sysLematicaiiy n€ated as follows:-

Dealings in respect of deposited securities are effecte.d by neans ol entries in the securides

account of the depositor wilhout need of instrumenis in writing or in the case of bearer

security of scrip delivery. A re.ord of entry is prima facie evidence of rhe rruth of the maners

Under Section 35(1) of the Securities Industry (Cental Depositories) Act. 1991, notwith-

standing the Fovisions of dre Companies Act, 1965, a depositor whose ntunc appears in th€

record of depositors shall be entitled to all rights, benefits, duries and obligation in respect of

or arising out of such securiry ds if he were a member registered in the register of mcmbers

maintained by the Company. instead of rhe CDS. Entitlemenr wirh rcspcct !o bonus or rights

issues are to be effecled tlrough the central depository which will cause appropriate enlies to

be made to securilies accounls and rcceive the scrip from lhe Company-

With rcspect to shares used as colateral. Secrion 40 introduces a process by which upon production

ofdocumeds supporting a charge of pledge of securities, such securities will be debited to fie account

holder and credited to the Pledged Securities account of the chargee/pledgee. This device seNes

to remove the danger of the chargor trading in the securities. However withou! registration widr

ihe Company, the chargee's interest is at best an equitable one.

Section 40(5) absorbs the prcvision rclating to transfe.s or s,ithdrawals in tne Act, which shall

applt, nutatis nutandis. io securities in dre Pledged Securities Account. This means tha! the CDS

rcgisiers iiself wirn the Company as a member but \(ill have the rights of a barc tustee with all

membe^\ip riph'' being enjoled b) he chdgee.
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or cor?omte dilectors. The Factice has also led to manipulation of shares and market

nggn8.

Section 132c specifies that any transaction which is pending completion at lhe time the

section comes into force shall be considered as void. In terms of penalty, imprisonment of

three years or a fine or $50,000.00 or both may be imposed on every director found quilty of an

offence under the Act.

Despite its good intent of cubing abuses of corporale power, Se.don 132G has been higl y criticised

as too sweeping and may *r$ten potentially sound and bonafide corporate transactions. Some

of the more significant obseraations made on the effect of l32G were:

delay to the listing of a company as mosi involve innocent restructuring prior to

listing.

rduction in foreign and local investments through tund managers as it was cornmon for

fund managers to hold more than five percent in medium-sized companies and those listed

on Second Board. hoblem arises when a fund manager acquircs a substantial stake in an

inter-related company which is also a subslantiai shareholder of another fiirn. The provision

will restsici the fund managen ftom these iDvestsnents.

rcduces the flexibiliry of govenmentrecognized investment concems and coopentives in

shifting and .estructuring their vast corporal€ assets.

encoumge more investors 1o cloak themselves and their corponte holdings behind nominee

companie'. already a common prcctice in \4alaysia.

block the tansfer of inconsequential assets, such as office fumiture.

prevent cash-poor comlanies from being regmuped unaler their cash rich associates.

thrcatening to halt much of the merger and acquisition business in Malaysia.

Saiih t_rtc. ,.Li.
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il]oqing pangapls.' prevent fair transactions d1at would benefil minoriry and majority shareholders alike.

Furthemore, it is noied that existing assets held for more than tlree yeals can stil be injected into
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8.1. Crocs-shareholdingF

Much views had been aired on lhe Registrar of Companies' proposal lo ban cross'

shareholdings. At the nost basic level, cross-holdings refer io dre situation where-two

j9!p3-4i.9C lrglq 4Sq4 slEelp4jlgsjLeach other. slrch a structurc alows an interloq.tlng -

of company shares with friendly partie!, thus safeguarding the position of majorily shar€-

-holden.

It is entirelylermi-s-sible.-unaler the Fesent Compades Act' which orily pt'hibits (in Section 17)

a subsidiary from owdng stakes in its parent company'

The RoC's Foposal to bar doss-hoLlings was aim a! protecting mirority shareholders while

makins corDorate moves more imnspareni. There are two sides to the cross_holdings argument

The pros and cons of cross-holdings are presented below :

- For doss+ol4irys-'

i. for invesnnent or genuine business intercsts, for example to create syDergistic benefits

Guch as access to technology or marketing netwo*s)

as a means to protect company against hostile takeover bids

provides management wiih a sense of security to impl€ment projects with long gestation

period

encourage more companies to float as it provides avenue to maintain control after

listing and thus motivates the original owners t'o expand the company even after going

public

dle prohibition ofcross-holdings may advenely affe't share prices and stifle the development

of equity market

as they can secure

management control largely wirh minority shareholde$ money

the clr'ss-holdings salrcture can be manipulated t'o push up the share prices of the companies

concemed t(J ihe benefit of conirolling shareholders
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9. OTIIER INSTRI]MENTS

The South East Asia region is one of the lastest gowing economic areas of the world. The

capital markets here are proving to be good sources for firnding the economic expansion This

has rcsulied in ohenomenal sro\ttl of these markets.

Besides tapping the fund from local players, the Malaysian capital market competes

with other regional markets for foreign investments. To add depth and to satisfy a

wider range of players, il is inevitable that new derivatives wil be introduced. This in

tum has gadualy chang€d the Malaysian cor?orate capilal game.

The local players are also getting more sophisticated and knowledgable Besides ihe traditional

inshument such as odinary shares, they are now more acceptable to new products Recent new

instruments such as Tftnsferable Subscriplion fughts, and propert)r trusts have been successfully

listed and haded-

As our capital narket matues, it is poised to handle even more complicated derivative instument

that require greater knowledge ftom would-be participants. Morc sophisticated derivarives ro be

introduced includes the much discussed options and tutures tradings. In line with this and with

its aspirations to transfom Kuala Lumpur into a financial centre, the Govemment in

September 1992 pemitted a conpany caled KLOFFE Sdn Bhd to establish the Kuala Lumpur

Options and Financial Futures Exchange- KLOFFE is expecfed to initialy tade in equity ald

index options, and stcrk index tuturesi financial futu.resjlg{.!9llfY{LfoUgy lller. The derivatrves

market in Malaysia is provided for in the Futures Industry Act 1993 which came into force on

1.3.93.

The Malaysiancovernnent is committed to the expansion ofthe domestic capilal market However,

as instrlments to t€ lmded gets more sophisticated and complicated, the authority has to be more

vigilant. Rules rnay need to be added or amended {iom time to time to ensure the interest ol

players are not eroded. One example is the amendment to ttle CIC Cuidelines pertaining to the

adjustuent of TSR in cases of dilution of etuity.

10, CONCLUSION

The capital marker in Malaysia is advancing mpidly, in line with the governnenfs cal for the

private sector to be llle engine of the nation's economic gmwth. On its part, the governmenr
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