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“ MAS has earned a reputation as a

central bank of excellence. We are

well respected as a regulator for

our technical skills, credibility and

integrity. We must build on this and

reach for new horizons. This is the

only way to ensure that Singapore

stays ahead of the competition.”

Goh Chok Tong
Senior Minister & Chairman of MAS

Before 1970, the various monetary functions

associated with a central bank were performed by

several government departments and agencies. As

Singapore progressed, the demands of an

increasingly complex banking and monetary

environment necessitated streaming of these

functions. Therefore in 1970, Parliament passed the

Monetary Authority of Singapore (MAS) Act leading

to the formation of MAS on 1 January 1971. The

MAS Act gives MAS the authority to regulate all

elements of monetary, banking and financial aspect

of Singapore.

MAS was entrusted to manage Singapore’s

exchange rate and monetary policies, supervision

of the financial sector and the development of

Singapore as an international financial centre.

MAS now administers the various statutes pertaining

to money, banking, insurance, securities and the

financial sector in general. After merging with the

Board of Commissioners of Currency, Singapore,

on 1 October 2002, MAS also assumed the function

of currency issuance.

Singapore’s development as an international financial

centre began in the late 1960s. Over the years,

sound economic and financial fundamentals,

conducive regulatory and business environment,

strategic location, skilled and educated workforce,

excellent telecommunications and infrastructure,

and high living standards attracted many reputable

international financial institutions to set up operations

here. Today, financial services account for 11.3%

of Singapore’s GDP while employing only 5% of the

workforce.

There is a large and diversified group of local and

foreign financial institutions, numbering more than

600, located in Singapore and offering a wide range

of financial products and services. These include

trade financing, foreign exchange, derivatives

products, capital market activities, loan syndication,

underwriting, mergers and acquisitions, asset

management, securities trading, financial advisory

services, and specialised insurance services. The

presence of these leading institutions contributes

to the vibrancy and sophistication of Singapore’s

financial industry.
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OUR MISSION

To promote sustained non-inflationary
economic growth, as well as foster a
sound and progressive financial centre.



OUR OBJECTIVES

To conduct monetary policy and issue currency,
and to manage the official foreign reserves and
the issuance of government securities.

To supervise the banking, insurance, securities
and futures industries, and develop strategies
in partnership with the private sector to promote
Singapore as an international financial centre.

To build a cohesive and integrated organisation
of excellence.
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2004 was a good year for Singapore.

The external geopolitical landscape was generally benign. The situation in Iraq has improved
after its elections. The integration of ten new member states into the European Union
proceeded smoothly. In Asia, political transitions were relatively smooth. The cross-strait
situation has stabilized. Nonetheless, the bombings in Madrid and Jakarta were a grim
reminder that the war on terrorism is far from over and countries must remain vigilant.

The global economy strengthened in 2004, despite the increase in oil prices. The Singapore
economy expanded by a robust 8.4%, the highest growth recorded since 2000.
Although our GDP growth moderated in the first quarter of 2005, this largely reflected
fluctuations in the biomedical sector. Overall, the outlook remains positive. The underlying
growth support for our economy remains intact, and barring unforeseen shocks, we should
see a pick up in activity in the second half of the year. The Singapore economy is forecast
to grow between 2.5% and 4.5% in 2005. Given the high base in 2004, this can be
considered a good performance.

Inflationary pressures remain a concern over the medium term, with the economy close
to its potential output level and the upside risks to external inflation. Our present monetary
policy stance remains that of a modest and gradual appreciation of the Singapore Dollar
Nominal Effective Exchange Rate policy band, a stance that was first adopted in April
2004.

The financial services industry was one of the strongest performers last year, expanding
by 6%, compared with 4.3% in 2003. Singapore maintained its ranking as the fourth largest
forex centre in the world, according to the 2004 Bank for International Settlements Triennial
Central Bank Survey of Foreign Exchange and Derivatives Activity.

The industry outlook is promising. Corporate financing activity should strengthen further
as our corporate bond market grows in sophistication and as the Singapore Exchange
attracts more foreign listings. We anticipate growth in wealth management to be sustained
by a growing Asian investor base and renewed investor interest in the region. We also
expect continued growth in alternative investments, including hedge funds.

To encourage the industry to train and channel manpower resources quickly to fast growing
areas, we launched the Financial Sector Manpower Conversion Scheme with programmes
in private banking and settlement operations. We are pleased with the good progress
made by the Financial Industry Competency Standards Committee in establishing a
competency standards and certification framework for Singapore’s financial industry that
is aligned with international standards.
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As part of our risk focused supervision, we are responding to the convergence in financial
products by harmonizing our regulatory requirements and supervisory practices where
possible, across the different sectors, to minimise arbitrage. To enhance the transparency
of our operations, we are also publishing information on our inspections and supervisory
reviews in this annual report.

To encourage greater understanding and exchange of views on issues affecting Singapore's
financial system, we published our second semi-annual Financial Stability Review in June
this year. The Review assesses the stability of our financial system in the context of
developments in the macroeconomic environment and financial markets.

On the consumer education front, MAS published an Investor Alert List while MoneySENSE
embarked on a national financial literacy survey. To enhance the efficiency of dispute
resolution mechanisms for retail consumers, we facilitated the set-up of the Financial
Industry Disputes Resolution Centre (FIDReC). FIDReC brings together existing dispute
resolution schemes under the banking and insurance sectors, with extended coverage to
include the capital markets sector.

We were active in the international arena. For example, we worked with the Executives’
Meeting of East Asia-Pacific Central Banks to successfully launch the Asian Bond Fund
2, which comprises a Singapore-domiciled Pan-Asian Bond Index Fund and eight country
sub-funds. MAS also became a member of the Islamic Financial Services Board, a standard
setting body for Islamic financial services.

Going forward, MAS will continue to strengthen Singapore’s position as a leading financial
centre in Asia. We will strive to maintain our strong economic performance, robust and
vibrant financial system and high standards of regulation and supervision.

I wish to take this opportunity to express my sincere appreciation to Mr Lee Hsien Loong,
Mr Lim Hng Kiang and Mr Koh Yong Guan for their many significant contributions to MAS
and the financial sector. Mr Lee, who served as MAS Chairman from January 1998, and
Mr Lim, who served as Deputy Chairman from January 2001, stepped down from the MAS
Board on 20 August 2004. Mr Koh was MAS Managing Director from January 1998 to
March 2001, and from October 2001 to May 2005. He remains a board member. I welcome
Mr Heng Swee Keat to MAS.

Goh Chok Tong
Chairman

Monetary Authority of Singapore
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Board Committees

The MAS Act provides that the Board of Directors shall be responsible for the policy
and general administration of the affairs and business of MAS. The board is assisted
by the following committees:

Chairman’s Meeting
The Chairman’s Meeting makes decisions on major changes to the regulatory framework
and supervisory policies. The Meeting also approves major changes to policies and
strategies relating to financial centre development, and international and regional
relations. The Chairman’s Meeting comprises Goh Chok Tong (Chairman), Tharman
Shanmugaratnam, Lim Siong Guan, Koh Yong Guan1 and Heng Swee Keat.

Monetary and Investment Policy Meeting
The Monetary and Investment Policy Meeting deliberates and decides on issues
relating to the formulation and implementation of monetary policy with the objective
of maintaining price stability for sustainable economic growth. The Meeting also
oversees the investment of MAS’ reserves.

The Monetary and Investment Policy Meeting comprises Goh Chok Tong (Chairman),
Tharman Shanmugaratnam, Lim Siong Guan, Lee Ek Tieng2, Koh Yong Guan1 and
Heng Swee Keat.

Audit Committee
The Audit Committee provides an independent assessment of MAS’ internal controls
and financial reporting process. The Committee also reviews the efforts of MAS’
internal and external auditors.

The Audit Committee comprises Lim Siong Guan (Chairman), Chan Seng Onn and
Dr Philip N Pillai.

Risk Committee
The Risk Committee provides oversight and guidance on the management of risks
faced by MAS. The Committee oversees the MAS-wide risk management framework,
and reviews MAS’ risk management policies and the processes for reporting of risks.

The Risk Committee comprises Lim Chee Onn (Chairman), Chan Seng Onn and Heng
Swee Keat.

1 Koh Yong Guan was a member of the Chairman’s Meeting and Monetary and Investment Policy
Meeting until 31 May 2005.

2 Lee Ek Tieng is presently Group Managing Director of the Government of Singapore Investment
Corporation.



CURRENCY & CORPORATE
RESOURCE
Foo-Yap Siew Hong
Assistant Managing Director

CORPORATE SERVICES
Shih Siew Poh
Executive Director

CURRENCY
Ho Kwen Chan
Executive Director

FINANCE
Tai Boon Leong
Executive Director

HUMAN RESOURCE
Winnifred Chen
Executive Director

INFORMATION TECHNOLOGY
Huay Khee Chuang
Executive Director

GENERAL COUNSEL’S OFFICE
Ng Heng Fatt
General Counsel

STRATEGIC PLANNING OFFICE
Tan-Tay Hwee Ling
Executive Director

INTERNAL AUDIT
Timothy Ng
Executive Director

1
4

A
N

N
U

A
L

 R
E

P
O

R
T

 2
0

0
4

/2
0

0
5

M
O

N
E

T
A

R
Y

 A
U

T
H

O
R

IT
Y

 O
F

 SIN
G

A
P

O
R

E

Management Team

Heng Swee Keat
Managing Director

Ong Chong Tee
Deputy Managing Director
(Monetary Policy, Investment & Research/
Development & External Relations)

Teo Swee Lian 
Deputy Managing Director
(Prudential Supervision/ Banking
Supervision)

Shane Francis Tregillis 
Deputy Managing Director
(Market Conduct)

Foo-Yap Siew Hong
Assistant Managing Director
(Currency & Corporate Resource)

Dr Khor Hoe Ee
Assistant Managing Director
(Economics)

PRUDENTIAL SUPERVISION
Teo Swee Lian
Deputy Managing Director

BANKING SUPERVISION
Teo Swee Lian
Deputy Managing Director

COMPLEX INSTITUTIONS
SUPERVISION
Lee Boon Ngiap
Executive Director

INSURANCE SUPERVISION
Low Kwok Mun
Executive Director

PRUDENTIAL POLICY
Chia Der Jiun
Executive Director

SPECIALIST RISK
SUPERVISION
Enoch Ch'ng
Executive Director

MARKET CONDUCT
Shane Francis Tregillis
Deputy Managing Director

MARKET & BUSINESS
CONDUCT
Goh Chye Boon
Executive Director

SECURITIES & FUTURES
SUPERVISION
Dr Andrew Khoo
Executive Director

MONETARY POLICY,
INVESTMENT & RESEARCH
Ong Chong Tee
Deputy Managing Director

Dr Khor Hoe Ee
Assistant Managing Director
(Economics)

ECONOMIC POLICY
Edward Robinson
Executive Director

MACROECONOMIC
SURVEILLANCE
Wong Fot Chyi
Executive Director

RESERVE & MONETARY
MANAGEMENT
Jacqueline Loh
Executive Director

DEVELOPMENT &
EXTERNAL RELATIONS
Ong Chong Tee
Deputy Managing Director

EXTERNAL
Goh Chye Boon
Executive Director

FINANCIAL CENTRE
DEVELOPMENT
Ng Nam Sin
Executive Director



External
Goh Chye Boon

Communications
Angelina Fernandez

Financial Services
Cooperation
Leong Sing Chiong

International & Regional
Relations
Eric Chan

Financial Centre
Development
Ng Nam Sin

Capital Markets
Luz Foo

Investor Services
Alison Lim

Strategic Development
Edgar Teo

Treasury
Luz Foo

Banking Supervision
Teo Swee Lian

Division I
Aw Kian Huat

Division II
Teo Lay Har

Division III
Lee Kee Meng

Division IV
Chua Kim Leng

Complex Institutions
Supervision
Lee Boon Ngiap

Division I
Lim Phang Hong

Division II
Wan Aik Chye

Division III
Goh Gin Choo

Insurance Supervision
Low Kwok Mun

Division I
Ho Hern Shin

Division II
Leow Yung Khee

Division III
Portia Ho

Prudential Policy
Chia Der Jiun

Capital Policy
Wong Nai Seng

Prudential Policy
Loo Siew Yee

Specialist Risk Supervision
Enoch Ch’ng

Financial Risk
Tham Ming Soong

Payments & Infrastructure
Terry Goh

Technology Risk
Tony Chew

Market & Business Conduct
Goh Chye Boon

Consumer Issues
Merlyn Ee

Financial Advisers &
Insurance Intermediaries
Merlyn Ee

Market Conduct Policy
Mohammad Nizam
Bin Ismail

Securities & Futures
Supervision
Andrew Khoo

Capital Markets
Intermediaries
Lam San Ling

Corporate Finance
Richard Teng

Enforcement
Aurill Kam

Markets & Clearing Houses
Neo Boon Sim

Corporate Services
Shih Siew Poh

Logistics, Administration &
Event Management
Maggie Tan

Property & Building Services
Yap Soon Guan

Security
Lee Hoe Hin

Currency
Ho Kwen Chan

Coins & Business Excellence
Low Siang Kok

Notes & Services
Philip Woo (Acting)

Finance
Tai Boon Leong

Financial & Management
Accounting
Linda Koh

Corporate Risk Division
Carolyn Tan

Foreign Investment
Accounting
Christina Aw

Operations & Custody
Administration
Jean Tsen

Human Resource
Winnifred Chen

HR Development
Han Twee Heng

HR Management
Loo Pauy Liean

Information Technology
Huay Khee Chuang

Applications
Yuen Keng Yin

Data Centre
Huay Khee Chuang

IT Infrastructure
Liew Lye Ha

IT Security
David Ng

Macroeconomic
Surveillance
Wong Fot Chyi

External Economies
Ng Bok Eng

Financial Surveillance
Peh Kian Heng

Information Resource
Centre
Susan Song-Lim

Economic Policy
Edward Robinson

Modelling & Economic
Analysis
Tan Min-Ching

Domestic Surveillance
& Forecasting
Celine Sia

Reserve & Monetary
Management
Jacqueline Loh

Monetary Management
Lee Chuan Teck

Global Fixed Income
Cheryl Tan

External Fund
Management
Celestine Khoo

Foreign Exchange,
Liquidity & Gold
Michael Tay

1
5

   A
N

N
U

A
L

 R
E

P
O

R
T

 2
0

0
4

/2
0

0
5

M
O

N
E

T
A

R
Y

 A
U

T
H

O
R

IT
Y

 O
F

 SIN
G

A
P

O
R

E

Monetary Policy, Development & 
Investment & Research External Relations Prudential Supervision Market Conduct Currency & Corporate Resource

Ong Chong Tee Ong Chong Tee Teo Swee Lian Shane Tregillis Foo-Yap Siew Hong
Khor Hoe Ee*
(Economics)

Organisation Chart
Board of Directors

Goh Chok Tong, Chairman Audit Committee

Managing Director's Office
Heng Swee Keat, Managing Director

General Counsel's Office Strategic Planning Office Internal Audit
Ng Heng Fatt Tan-Tay Hwee Ling Timothy Ng

* Dr Khor Hoe Ee has direct oversight of the Macroeconomic Survillance and Economic Policy departments.

International Operations - New York Office
Mimi Ho

International Operations - London Office
Mimi Ho (Acting)



16 ANNUAL REPORT 2004/2005

Our Achievements and
Work in Progress

MONETARY AUTHORITY OF SINGAPORE

ACHIEVEMENTS
• To improve the effectiveness of supervision, we developed a

framework that assesses risk in a more comprehensive and
consistent manner across the classes of financial institutions
supervised by MAS.

• To strengthen on-site inspections, we continued to conduct
thematic inspections and reviews in several areas.

• To enhance risk management in financial institutions’ outsourcing
arrangements with service providers, we issued outsourcing
guidelines in October 2004.

• Following revisions to regulatory returns, we have enhanced
monitoring indicators used in our supervision of banks.

• MAS regulations were revised to provide supervisory guidance
on provisioning by banks for loan impairment, taking into
account the adoption of FRS 39 in Singapore.

• To strengthen insurers’ management of participating funds, the
Par Fund Review Workgroup was formed. We issued a
consultation paper outlining the recommendations of the
workgroup on 22 February 2005 and obtained public feedback.

• To better reflect all major financial risks of insurers and put in
place a more transparent and risk-focused capital and valuation
basis, we implemented the risk-based capital framework for
insurers.

• We completed phase two amendments to the Securities and
Futures Act (SFA) and Financial Advisers Act (FAA). In January
2005, Parliament passed the Securities and Futures
(Amendment) Act and the Financial Advisers (Amendment) Act.

• To add depth and vibrancy to Singapore’s capital markets, we
introduced new Business Trusts Act to regulate business trusts
as a new business structure.

• To ensure high standards of probity, professionalism and
business conduct in the trust services industry, we established
a new Trust Companies Act.

• To ensure high standards of business conduct and regulation
of various new investment products, we issued Guidelines on
Structured Deposits. We also conducted a public consultation
and are working on a new set of regulations on Traded
Endowment Policies and Traded Life Policies.

REGULATION
AND
SUPERVISION



17   ANNUAL REPORT 2004/2005MONETARY AUTHORITY OF SINGAPORE

REGULATION
AND
SUPERVISION

• To enable investors to better protect themselves, we published
an Investor Alert List of persons whom we received information
on as undertaking financial services activity in Singapore without
being authorised by MAS.

• To add depth and to allow for niche players in the fund
management industry, we completed the review of and
published the licence admission criteria for start-up Boutique
Fund Managers.

• We published a monograph on MAS’ Roles and Responsibilities
in Relation to Securities Clearing and Settlement Systems in
Singapore. The monograph provides details on what MAS is
doing to achieve its supervisory objective of a safe and efficient
financial infrastructure.

• We completed our first year of inspections of the Singapore
Exchange (SGX) member firms since assuming primary
responsibility for inspecting them.

• To ensure that our licence exemption criteria are being met,
we conducted a thematic inspection of selected fund managers
exempted from holding licences.

WORK IN PROGRESS
• In an ongoing effort to promote sound, effective and progressive

corporate governance amongst financial institutions, we are
enhancing the corporate governance requirements for locally
incorporated banks and direct insurers.

• To enhance the consistency and robustness of our supervisory
practices, we are strengthening the quality assurance process
for bank supervision.

• To improve the customer due diligence regime for higher risk
customers and politically exposed persons and incorporate
an element of risk sensitivity, we will issue revised Notices on
Money Laundering and Countering Financing of Terrorism to
banks and other financial institutions.

• To strengthen the management of participating funds of life
insurance policies, the Par Fund Review Workgroup will work
with the Life Insurance Association to incorporate the necessary
changes to the current industry guidelines. MAS will also issue
a new notice on par fund management to set out the mandatory
requirements.



• To operationalise the SFA / FAA Amendment Acts, we will draft
subsidiary instruments. We will continue to address
implementation issues arising from the Amendment Acts.

• We continue to work with Singapore-incorporated banks to
implement the New Basel Capital Framework.

• To enhance the regulatory regime for Real Estate Investment
Trusts (REITs), we will be reviewing, amongst others, the
corporate governance practices applicable to REITs as well as
the Property Funds Guidelines.

• MAS conducted a public consultation on the draft Payment
Systems (Oversight) Bill in December 2004. MAS has reviewed
the feedback received and will incorporate the comments into
the Bill, where appropriate.

• To develop a more robust and risk-based framework for liquidity
risk management for all banks, MAS is reviewing the Liquidity
Supervision Framework.

REGULATION
AND
SUPERVISION

ACHIEVEMENTS
• To provide a comprehensive and regular assessment of

Singapore’s financial stability, we started issuing the Financial
Stability Review (FSR) in December 2004. This is a semi-annual
publication. The FSR assesses the health of Singapore’s
financial system, and aims to provide market participants,
analysts and the public with a greater understanding of the
issues affecting them.

• As part of our regular assessment of the health of the banking
sector, we conducted surveys on the local banks’ exposure
to the property sector and negative housing equity.

• To assess the ability of our local banks to absorb potential
shocks, we carried out two stress tests under the scenarios
of a sustained increase in oil prices, severe downturn in the
global electronics cycle, and sharp depreciation of the USD.

• In view of the importance of external developments for
Singapore’s financial stability and growth, we provided the
semi-annual assessment of macroeconomic development and
outlook for the G3 and key regional economies. Greater focus
has been given to the risk assessment of the regional economies’
financial systems. The analysis also served as inputs to our
exchange rate policy review and formulation.

STABILITY OF
THE FINANCIAL
SECTOR
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CONSUMER
ISSUES

ACHIEVEMENTS
• To enhance the efficiency of dispute resolution mechanisms

for consumers, we facilitated the set-up of the Financial Industry
Dispute Resolution Centre (FIDReC), which will provide
consumers with an independent and affordable avenue for
solving retail disputes with financial institutions in the banking,
insurance and capital market sectors. FIDReC will be launched
in the second half of 2005.

• We launched an Inflation Calculator on the MAS website which
allows users to obtain inflation-adjusted prices of goods and
services or wages.

WORK IN PROGRESS
• To measure consumers’ understanding of financial matters,

MoneySENSE conducted a national financial literacy survey.
The findings will be released in the second half of 2005.

• To ensure that specific groups such as the elderly and low-
income families receive financial education, we will work with
community groups and other partners to develop customised
programmes for these groups under the MoneySENSE national
financial education programme.

• To enhance market conduct and discipline, we will work with
the Central Provident Fund Board and industry associations
to address the problem of improper switching and churning
in the financial advisory industry.

WORK IN PROGRESS
• To enhance our surveillance of the financial sector, we are

strengthening our framework and approaches in identifying the
potential risks and vulnerabilities. We are also working towards
expanding the number of financial soundness indicators used
and improving their quality.

• To further strengthen our stability assessment of the banking
sector, we will continue to deepen our liquidity risk analysis of
the banking system.

• We will continue to support international initiatives on financial
stability, including the International Monetary Fund’s coordinated
compilation exercise of Financial Soundness Indicators.

STABILITY OF
THE FINANCIAL
SECTOR
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ECONOMIC
ANALYSIS AND
MONETARY
POLICY

ACHIEVEMENTS
• To strengthen the robustness of forecasting, policy analysis

and decision-making capabilities, we reviewed and enhanced
the MAS’ Monetary Model of Singapore and developed key
leading indicators for forecasting the electronics sector.

• We completed a long-term demographic model to assist us
in our analysis of the long-term sustainable growth path of the
economy.

• To analyse the long-term movements of the real exchange rate
against the evolving fundamentals of the Singapore economy,
we produced a study on The Long-Run Real Effective Exchange
Rate of Singapore: A Behavioural Approach, in collaboration
with Professor Ronald Macdonald from University of Strathclyde.

• We carried out a series of industry consultations prior to our
twice-yearly Monetary Policy Statement to gather views on
the exchange rate and the industry more generally.

• To disseminate our analysis of developments in the Singapore
economy and share with the public the basis for the policy
decision conveyed in the Monetary Policy Statement, we issued
eight staff papers and two Macroeconomic Reviews.

• Together with the Centre for Central Banking Studies of the
Bank of England, we organised a Regional Seminar on
advanced and practical research on monetary analysis.

• To improve the standard of MAS’ publications and benchmark
them against the standards of the Inflation Report produced
by other central banks worldwide, we engaged Professor Ken
Wallis of the University of Warwick to provide a critique of the
Macroeconomic Review.

WORK IN PROGRESS
• We are undertaking econometric work to better understand

the monetary transmission mechanism in the economy.

• In order to better appreciate the inter-linkages and financial
flows between sectors and economic units, we are building
a flow of funds model for the Singapore economy.

• To enhance the profile of MAS’ research work and capabilities,
we will continue to participate in surveillance meetings at
regional/international fora and conferences. We will also be
presenting Singapore’s experience with its unique monetary
policy framework as a case study at various forums.

20 ANNUAL REPORT 2004/2005 MONETARY AUTHORITY OF SINGAPORE



CURRENCY
ISSUANCE

ACHIEVEMENTS
• To enhance the durability, quality and security of notes in

circulation, we introduced the S$10 polymer portrait notes into
circulation in May 2004. The notes were well received by the
public with a 100% machine acceptance.

• To promote interest among collectors, the “Year of the Rooster
Coin” was issued in December 2004. As it was the first time
that a coloured Almanac Coin was issued in Singapore, it was
very popular among collectors.

WORK IN PROGRESS
• With the positive response to the S$10 polymer notes, we are

evaluating the cost-benefit and feasibility of introducing more
notes in polymer.

• We are studying the currency distribution arrangements in
other countries to improve cost as well as process efficiency.
We plan to discuss with banks and security couriers possible
options going forward.

FINANCIAL
SECTOR
DEVELOPMENT
& EXTERNAL
RELATIONS

ACHIEVEMENTS
• To further liberalise the financial sector, Qualifying Full Banks

were allowed to establish up to 25 service locations from
January 2005. We are also prepared to grant a limited number
of new Wholesale Bank licenses to applicants that meet our
admission criteria.

• Singapore chairs the ASEAN Linkages Task Force which seeks
to form an inter-linked ASEAN securities marketplace by 2010
by exploring various models of alliances and linkages. As a
group, ASEAN aims to make their securities markets more
accessible to global investors and attract greater liquidity and
capital for domestic capital markets.

• To raise global investor interest in regional capital markets, we
organised the first ASEAN Finance Ministers Investor Seminar
in New York.

• To secure improved access for Singapore financial institutions,
we completed the third round of financial services negotiation
with our ASEAN neighbours, and free trade agreement (FTA)
negotiations with Panama and South Korea.
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FINANCIAL
SECTOR
DEVELOPMENT
& EXTERNAL
RELATIONS

• MAS hosted a Financial Action Task Force (FATF) Training
workshop for FATF members in Asia Pacific countries and the
secretariats of Asia/Pacific Group on Money Laundering (APG)
and Gulf Cooperation Council. MAS experts participated in the
FATF and APG evaluations of Norway and Brunei Darussalam's
anti-money laundering/countering financing of terrorism
framework respectively.

• To promote financial training in Singapore and to create a critical
mass in this area, we launched the Financial Sector Manpower
Scheme.

• To increase market transparency and better monitor patterns
of foreign exchange (FX) and over-the-counter (OTC) derivatives
activity in the global financial system, we participated in the
Bank for International Settlements Triennial Central Bank Survey
on FX and OTC Derivatives Market Activity 2004. Singapore
was ranked the fourth largest forex centre in the world, and
second in Asia after Tokyo.

• Capital markets in Singapore continue to grow in diversity. The
REITs market in Singapore has grown. As at 31 March 2005,
there were five listed REITs worth S$10.6 billion.

• MAS announced an outplacement of S$5 billion in funds to
external fund managers in developmental funds. These funds
will be invested in Asian equity and fixed income markets.

• An ASEAN Capital Markets Forum was formed to facilitate the
discussion of issues of common concern among the capital
markets regulators in the ASEAN region.

• To promote sound securities regulation across the region, we
hosted the Asia Pacific Regional Committee (APRC) Meeting
in November 2004. MAS was elected Chair of the APRC in
2004.

WORK IN PROGRESS
• Singapore will chair the ASEAN Linkages Task Force for another

year as it continues to seek consensus on the most suitable
model for inter-linking ASEAN’s securities marketplace.

• MAS is participating in the World Trade Organisation Doha
Development Agenda and the fourth round of financial services
negotiation with ASEAN members. As a regional trading group,
ASEAN is engaged in FTA negotiations with China, Japan and
the Republic of Korea.
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• MAS is participating in FTA negotiations with India and Middle
East countries like Qatar and Kuwait, and also took part in the
recently concluded Trans-Pacific Strategic Economic Partnership
Agreement with Chile and New Zealand.

FINANCIAL
SECTOR
DEVELOPMENT
& EXTERNAL
RELATIONS

ACHIEVEMENTS
• To maximise the potential of staff, we have drawn up training

roadmaps for all departments to develop staff’s functional
competencies.

• To improve the long-term effectiveness of MAS’ operations, we
conducted a Strategic Planning Exercise for our management
staff in October 2004. The exercise outlined broad strategic
thrusts as well as the business and organisational priorities for
MAS for the next five years.

WORK IN PROGRESS
• To raise staff’s functional competency levels, we will conduct

competency profiling to identify areas for individual staff
development. This will allow us to be more targeted in our
training and learning programmes.

• To strengthen accountability and transparency of MAS, we
embarked on the second phase of the MAS Act review. This
includes revisions to enhance MAS’ accountability and
transparency as well as to enable us to better meet our operational
requirements.

ORGANISATIONAL
EFFECTIVENESS
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Singapore’s financial system wins high marks in
the International Monetary Fund review

- Business Times, 27 April 2004



THE FINANCIAL SECTOR:

KEY SUPERVISORY AND
REGULATORY INITIATIVES



SUPERVISION

MAS’ supervisory mandate is to foster a sound and progressive financial services

sector. To do this, we continually fine-tune our assessment frameworks for financial

institutions, enhance our methodologies and capabilities, as well as develop win-

win partnerships with industry.

Harmonizing Risk Assessment Frameworks

As part of our ongoing supervision of financial institutions, MAS employs industry

specific risk assessment frameworks to periodically assess an institution's risk

exposures, adequacy of risk management practices, and whether it deals with

customers in a fair and transparent manner. These assessments allow MAS to identify

problems or higher risk areas early. We are then able to take appropriate supervisory

measures.

While these separate frameworks from banking, insurance and capital maket activities

have worked well, we recognised that they could be further streamlined. Despite

differing industry characteristics and supervisory focus, there are important similarities

in how we assess and supervise a financial institution.

During the year, we conducted a comprehensive review to harmonize the risk

assessment language and methodologies, and ensure that similar risks are assessed

consistently. This work has culminated in the development of a risk assessment

framework that will apply to all classes of institutions supervised by MAS, including

banks, insurance companies and capital market intermediaries. Box 1 provides a

summary of this harmonized framework. MAS has begun implementing and using

the revised methodology to assess the risk profile of financial institutions.

Going forward, we are strengthening the quality assurance process for bank

supervision in order to enhance the robustness of our supervisory practices. This

includes putting in place a formal process to ensure that supervisory plans, risk-

focused examinations and risk rating assessments are performed more consistently.
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BOX  1

HARMONIZED RISK ASSESSMENT FRAMEWORK

Under this framework, the assessment of an institution is built on a thorough
understanding of the institution, its activities, risk management processes and
operating environment. The key stages in the risk assessment process are:
• Determining the significant activities undertaken by an institution.
• Assessing the inherent risks and adequacy of corresponding risk management

systems and internal controls for each of these activities.
• Assessing the financial strength of the institution and the adequacy of the

Board and senior management oversight of its businesses.
• Determining the overall risk rating for the institution, and consequently the

supervisory measures needed.

The new risk assessment framework improves the consistency and robustness
of MAS' risk assessment process, and in turn leads to more effective use of our
supervisory resources.

Strengthening Partnership with Industry

As part of MAS’ consultative approach, we constantly seek feedback and comments

from our licensees through various channels. Over the year, we conducted regular

dialogues with industry associations.  For example, on the securities front, we

organised the annual Compliance Roundtable in 2003 and 2004 to discuss and

gather feedback on industry-wide regulatory and compliance issues. These dialogues

strengthened ties between MAS and the industry, and enabled MAS to implement

regulations that are both relevant and practical.

In addition, MAS paid non-inspection company visits to capital markets licensees.

These visits give MAS insights into their future business strategies, and help us tailor

appropriate supervisory plans. We also encouraged companies to visit MAS, to be

forthcoming with information and updates, and to demonstrate support and

commitment to resolving regulatory concerns and compliance issues. We will continue

our efforts to forge close relationships with the industry in order to achieve effective

supervision of our licensees.
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INSPECTIONS AND SUPERVISORY REVIEWS

To support MAS’ supervisory objectives, MAS actively inspects and continuously

monitors regulated entities. Under MAS’ risk-focused supervisory framework, financial

institutions are grouped into supervisory categories according to their risk and impact

profiles. Supervision plans and inspection cycles are worked out based on these

profiles. Financial institutions that pose greater risk and impact are allocated more

supervisory attention.

In addition to ongoing institution-specific inspections, MAS also conducts thematic

inspections to assess specific risks in the financial system. These cover a wide range

of prudential, market conduct and risk management areas.

If a regulated financial institution has not met our standards, MAS will issue

recommendations to address the shortfalls. In addition, we have a wide range of

supervisory responses which can be adopted where necessary, depending on the

nature and seriousness of the matter. These responses may include enhanced

regulatory reporting, requirements to undertake special audit reviews, additional

control measures, potential restrictions on new businesses, formal warnings or

reprimands, formal issue of directions or imposition of a composition fine. Our

approach is to reinforce the responsibility of the board and management of financial

institutions to deal fairly with customers, ensure compliance with regulatory standards

and maintain adequate risk oversight of its business activities.

While MAS takes disciplinary action against a handful of regulated entities each year,

we are generally satisfied with the standards of compliance and risk management

among regulated entities in the financial sector.

Inspections on Licensed and Exempt Financial Advisers

MAS conducted inspections on licensed and exempt financial advisers across the

banking, insurance and securities sectors, including routine, thematic and surprise

inspections. The inspections focused on four main areas, namely, the advisory and

sales process, training and competency assessment process for representatives,

compliance oversight and complaints handling process.
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The inspections revealed varying standards of compliance among financial advisers.

MAS noted improved compliance such as putting in place a well-structured advisory

and sales process to ensure that recommendations made to clients meet their

investment objectives, financial situation and particular needs. MAS also found that

the financial advisers had generally improved in their supervisory review of

recommendations by their representatives for the sale of unit trusts and life policies.

There were also areas that needed improvement such as the lack of proper systems

and controls to monitor switching of investment products among some financial

advisers. Such monitoring is important to deter commission-driven representatives

from engaging in improper switching of investment products, which could be

detrimental to the interests of clients.

During the same period, MAS also conducted routine and thematic inspections on

insurance brokers. The thematic inspections focused on the proper maintenance

and use of insurance broking premium accounts in accordance with the regulations.

There were no major adverse findings arising from these inspections.

Inspections on Asset-Liability Management

In view of rising interest rates and market volatility, MAS conducted thematic

inspections of the asset-liability risk management processes and procedures of

banks with significant balance sheets. The inspections assessed the effectiveness

of the Board and senior management’s oversight of balance sheet and investment

activities. They also covered the adequacy of the banks’ asset-liability management

framework and controls. The inspections revealed that the banks generally responded

well to changes in market conditions and had in place adequate risk management

systems and controls relative to their sizes, complexities and risk profiles. While

some weaknesses were noted in the risk capture and measurement, as well as

performance evaluation processes and techniques, banks were able to promptly

rectify them.

Inspections Relating to Anti-Money Laundering/Countering Financing of Terrorism

MAS has been regularly conducting inspections relating to anti-money

laundering/countering financing of terrorism (AML/CFT) as part of the overall

supervision of banks. In view of some significant breaches of AML/CFT regulations

by banks in other financial centres in the last year, we decided to conduct another

focused thematic sweep to review the adequacy of AML/CFT measures, policies

and procedures adopted by banks and merchant banks in Singapore as well as

their compliance with MAS regulations.



Since early 2004, over 30 banks and merchant banks have been inspected and the
inspections are still ongoing. While the banks and merchant banks were generally
in compliance with MAS’ Notice on Prevention of Money Laundering and Anti-
Terrorism (Measures) Regulations, they should continue to enhance their customer
due diligence process, including systems for the ongoing monitoring of customer
transactions  commensurate with their institution's risk profile and business strategies.
All banks should also ensure regular AML/CFT training for staff.

Thematic Review of Card and Electronic Banking Fraud Control Systems
To gain a better understanding of electronic banking and security threat issues, MAS
conducted a thematic review of card and electronic banking fraud control systems.
This allowed us to assess the incidence of fraud and the risk profiles of Singapore’s
major banks in 2004.

The thematic review confirmed that banks in Singapore had implemented a range
of fraud detection controls, including the use of neural network technology, to provide
early identification of suspicious transactions and fraud trends.

MAS shared the key findings from the review with the banking industry. We encouraged
the banks to continue to strengthen their security controls and update customers
on the security precautions to take when accessing online banking services.

Inspections on Consumer Car Loan Business
In January 2003, MAS had lifted guidelines that restricted the maximum financing
quantum for the purchase of a car to 70% of the purchase price, and the maximum
financing tenor to seven years. Notwithstanding the lifting of these restrictions, MAS
expects financial institutions to continue to exercise prudence when extending car
loans to consumers. In this context, MAS conducted thematic inspections on the
credit underwriting standards, risk management practices and procedures of six
financial institutions that accounted for more than three-quarters of total consumer
car loans in the financial system.

Although these institutions generally had policies and procedures in place for their
car loan business, MAS noted several areas of common weaknesses. Among them
were the lack of documentary proof of income for some applications and omission
of the hirer’s other liabilities in assessing repayment ability. As the value of collateral
is essential in determining the loan amount, financial institutions should also take
reasonable steps to ascertain the veracity of the purchase price of both new and
used cars.
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MAS has issued an advisory to the banking industry to share the inspection findings

and best practices that may be adopted by the industry. The advisory emphasized

the need for robust procedures on assessing the credit worthiness and debt servicing

ability of the hirer, and on valuation of the collateral.

Inspections on Business Continuity Management

Following the issuance of the Business Continuity Management (BCM) Guidelines,

MAS conducted a series of thematic inspections to assess the preparedness of

institutions and the financial sector in handling major disruptions and their alignment

with the Guidelines. The review indicated that institutions are cognisant of the

importance of BCM and are generally well-equipped with recovery capabilities

necessary for the continuation of their critical business functions. Some of the

weaknesses highlighted during the inspections relate to interdependency and

concentration risks. MAS shared the key findings of these inspections, including

peer comparison of the institutions’ preparedness, with senior management of the

institutions inspected. In response to the inspection findings, institutions are in the

process of reviewing and mitigating these risks.

Inspections on Motor Insurance

Last year, MAS conducted thematic inspections on motor insurance. The scope

covered the assessment of pricing, reserving, credit, underwriting and operational

risks inherent in the conduct of motor insurance business. In most of the insurers,

there were no major concerns regarding these risks. However, we noted operational

weaknesses in the underwriting and claims reserving processes. The insurers

concerned were asked to strengthen their operational systems.

Inspections on Reinsurance Management Strategy of Insurers

MAS Notice 114 outlines the guiding principles for the reinsurance management

strategy (RMS) of insurers. It states that every insurer should have an RMS that is

commensurate with its risk profile.  We reviewed the RMS of ten insurers we inspected

last year to assess the degree of alignment with MAS Notice 114. Our inspections

revealed that insurers generally have adequate reinsurance coverage. However, we

noted some weaknesses in the management of operational risks such as

documentation and the procedures for the selection of reinsurers, as well as

inadequate Board oversight.
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Inspection of SGX Member Firms

2004 marked the first full year since MAS assumed primary responsibility for inspecting

SGX member firms, which were previously inspected by SGX. To maintain high

standards of compliance and market conduct, we inspected all SGX members at

least once. Our risk-based supervisory approach involves rigorous follow-up of

inspection findings, regular communication with company management, and dialogues

with external auditors.

The inspections revealed that several member firms had incorrectly applied certain

regulatory requirements pertaining to financial, capital or trust account requirements.

Member firms with compliance and internal control weaknesses have agreed to

address them, and we will be following up on the progress of each firm in addressing

the various weaknesses identified. Our supervisory approach will also be tailored to

allocate more resources to such member firms.

BOX  2

SGX STOPS FLOOR TRADING

SGX formally announced its removal of floor trading, with the exception of
Eurodollar futures contracts, by March 2006 due to the superiority of electronic
trading platforms in global trading.  With this move, all SGX derivative trading
(SGX-DT) member firms with floor trading operations will eventually cease their
floor operations and convert fully to electronic trading. This will allow customers
to key in orders directly for execution in the SGX-DT market.  With the switch to
full electronic trading, the member firms will need to devote more compliance
resources to monitor trading irregularities arising from electronic trades.  MAS will
be enhancing its inspection approach and methodologies to respond to the risks
posed by electronic trading.

Review of Fund Managers Exempted from Licensing

MAS conducted a review of fund managers exempted from licensing to verify that

they were complying with our exemption criteria. A key observation from this review

was that many of these fund managers failed to file the required regulatory submissions.

We have reminded all fund managers exempted from licensing to actively monitor

compliance with the criteria of their exempt status, and we will continually assess

whether any fine tuning of our current exemption regime is required given market

and regulatory developments.
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RISK-BASED REGULATORY REGIME

Implementing a Risk-based Capital Framework for Insurers

On 23 August 2004, MAS implemented the new risk-based capital (RBC) framework

for insurers in Singapore. Compliance with the framework became a mandatory

requirement for all direct insurers on 1 January 2005. This milestone framework was

the outcome of four years of extensive study and close consultation with the insurance

industry. MAS conducted industry briefings and several tests to assess the robustness

of the new framework. We also visited the companies to assess their valuation

processes and the readiness of their systems to implement the framework.

The RBC framework puts in place a more transparent and risk-focused capital and

valuation system that reflects all major financial risks of insurers. The new approach

encourages insurance companies in Singapore to manage their financial risk more

actively, thus raising overall prudential standards in the industry.

Reviewing Risk-based Liquidity Framework for Banks

In 2004, MAS continued to assess banks under the Liquidity Supervision Framework

and began a review of the Framework. The objective of the review is to develop a

more robust and risk-based framework for liquidity risk management for all banks.

Implementing Basel II

The Basel Committee on Banking Supervision finalised the New Basel Capital

Framework (commonly known as Basel II) in June 2004. MAS believes that implementing

Basel II will encourage Singapore banks to continually improve their risk management

practices. This in turn will contribute to a safe and sound financial system. To that

end, MAS has been working with the banks to implement the Basel II proposals for

implementation in Singapore in tandem with the G10 countries.

Following public consultation, MAS issued in January 2005 a set of guidelines  for

banks adopting the internal ratings-based approach to credit risk. MAS will be issuing

further guidance on other aspects of Basel II in the second half of 2005. To facilitate

the cross-border implementation of Basel II by Singapore-incorporated banks as well

as foreign banks operating in Singapore, MAS has been holding discussions with

foreign banking supervisors with a view to fostering supervisory coordination and

practical home-host arrangements in implementing Basel II.
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Discussing Basel II & Beyond
Risk experts around the world gathered in Singapore for a Risk Conference from 12
to 13 July 2004. The theme of the conference was Basel II & Beyond. It focused on
implications and challenges of the Basel II Framework in the areas of credit and
operational risk management. The Risk Conference provided a platform for international
risk practitioners, regulators and industry experts to discuss the evolving issues of
the new Framework as well as share their perspectives and experiences.

NEW REGULATIONS
Introducing a Regulatory Framework for Business Trusts and Trust Companies
MAS introduced a framework to regulate business trusts (BTs) under the Business
Trusts Act. The Act was passed in Parliament in September 2004 and came into
effect in January 2005. It regulates the governance of business enterprises set up as
trusts rather than corporations. The introduction of the BT structure in Singapore
creates a new asset class for investors and adds more depth and sophistication to
Singapore's capital markets. The Securities and Futures Act (SFA) was also amended
to regulate the offer of units in a BT, similar to the regulation of offers of shares.

The Trust Companies Act was passed in Parliament in February 2005. Trust companies
are service providers that administer or act as trustee of a number of trusts. They may
also create trusts or arrange for another person to act as a trustee. Trust Companies
are currently regulated under the Accounting & Corporate Regulatory Authority (ACRA)
where registration of trust companies is voluntary. Under the new Trust Companies
Act, which will be administered by MAS, licensing for service providers will be
mandatory. The framework will increase legal clarity and guidance for trust companies
and will ensure high standards of probity, professionalism and business conduct in
the trust services industry.

Facilitating the Implementation of FRS 39
From 1 January 2005, banks in Singapore are required under the Companies Act to
comply with the requirements under a new accounting standard, Financial Reporting
Standard (FRS) 39, on the recognition and measurement of financial instruments. To
help banks implement FRS 39 for financial reporting purposes, MAS Notice 612 was
revised to provide supervisory guidance on provisioning by banks for loan impairment.
MAS, in consultation with the Association of Banks in Singapore (ABS), is also taking
steps to align its regulatory reporting requirements, where appropriate, with FRS 39
requirements. In addition, MAS will review MAS Notice 608 on disclosure in financial
statements by banks in line with these changes in accounting standards.
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BOX  3

PAR FUND REVIEW

Participating life insurance policies (par policies) are widely used to meet the
investment and life protection needs of many policyholders.

Managing the par fund is intrinsically complex. There is a need to optimise returns
to policyholders while not exposing the par fund to excessive risks. Insurers also
have to maintain equity and fairness among different classes and generations of
policyholders. This is further complicated by the increasingly volatile investment
climate and increasingly complex product designs.

The Par Fund Review Workgroup was formed to recommend measures to strengthen
the management of par funds, particularly the internal governance and disclosure
standards of this type of business. It comprises representatives from the life
insurance industry, Singapore Actuarial Society and MAS. The workgroup is finalising
the details of the recommendations following feedback received from the public
consultation in February/March 2005. It will work with the Life Insurance Association
(LIA) to incorporate changes to the current industry guidelines. MAS will also issue
a new notice on par fund management which will set out the mandatory requirements.

The key recommendations are:
• Put in place a clearly defined and well-documented internal policy on par fund

management, which is approved and reviewed regularly by the Board of
Directors.

• Introduce measures to improve point-of-sale and post-sale disclosure, including
the provision of relevant information on investment strategy, key factors affecting
future bonuses and key principles applied in bonus allocation in the product
summary.

• Train financial adviser representatives selling par policies on the new measures
to ensure that they are competent and able to provide well-considered advice
to consumers.

Introducing the Payment Systems (Oversight) Bill

MAS released a consultation paper on the Payment Systems (Oversight) Bill in

December 2004. The Bill provides for the oversight of payment systems and stored

value facilities in Singapore. It focuses on payment systems that are important for the

stability of the financial system and public confidence, and sets out MAS' new policy

for stored value facilities. MAS has reviewed the feedback received and will incorporate

relevant comments into the Bill.
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ENHANCING REGULATORY FRAMEWORKS

Introducing a Deposit Insurance Scheme

In January 2005, MAS released a consultation paper on a Deposit Insurance Bill. The

Bill will establish a deposit insurance scheme in Singapore. This will provide an explicit

but limited guarantee to depositors for compensation up to a specified amount of

their deposits in the event of bank failure.

Reviewing Motor Insurance

MAS recognises that intense competition in the motor insurance industry in recent

years could lead to insurers adopting imprudent pricing strategies that could undermine

their financial soundness. We have, therefore, encouraged insurers to strengthen their

management of pricing risks. As a result, insurers have adopted risk factor premium

rating models that enable them to set premium rates according to the risk profile of

the insured.

The Motor Insurance Review Workgroup (MIRWG) was formed in 2003 to raise the

professional standards of the motor insurance industry in Singapore. The workgroup

comprises representatives from the industry and the Automobile Association of

Singapore, with MAS participating as an observer.

MAS supported the implementation of MIRWG’s recommendations, which included

the issuance of two consumer guides and a new Singapore Accident Statement (SAS)

in November 2004. We also supported the General Insurance Association (GIA)’s

recommendations for enhancing the Independent Damage Assessment Centres

(IDACs), which assess and record accident damage to motor vehicles. By offering a

greater scope of ancillary services such as repair estimates, IDACs may develop into

one-stop service centres for insurers to process claims.

The recommendations are meant to reduce the likelihood of inflated and fraudulent

claims, and to facilitate more efficient claims processing. This will ultimately benefit

insurers and consumers alike through lower claims costs and less volatile prices.
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Refining Regulatory Frameworks - SFA and FAA Amendments

The second of a two-phase set of amendments to the SFA and the Financial Advisers

Act (FAA) was passed by Parliament in January 2005. The amendments take into

account the feedback MAS received in the course of public consultation.

The SFA amendments implement the private-sector led Company Legislation and

Regulatory Framework Committee’s recommendations. The Act focuses on capital

raising rules and provides greater regulatory certainty to the industry on provisions

relating to investment offers. It also refines the liabilities of professionals involved in

capital raising and simplifies some prospectus rules. On markets and clearing facilities,

the Act calibrates the level of regulation to better match the different levels of systemic

risk posed by different bodies. The Act also fine-tunes the rules on the conduct of

intermediaries.

The FAA amendments ensure that the regulation of financial advisers (FAs) remains

business friendly, while promoting fair treatment of customers. The Act excludes the

provision of generally circulated advice by financial advisers from the requirement to

provide a reasonable basis for recommendations. It also extends MAS’ powers to

issue Prohibition Orders to a person with any convictions related to financial advisory

activities in a foreign country.

Enhancing the Regulatory Regime for Real Estate Investment Trusts

MAS is evaluating measures to enhance the regulatory regime for real estate investment

trusts (REITs). These measures include requiring REITs managers to be regulated by

MAS, setting the requisite proportion of unit holders' votes for the removal of the

managers and other measures to more closely align the interests of managers with

those of unit holders. 



Guidelines on IPO Due Diligence in Singapore

In August 2004, the Singapore Investment Bankers Association (SIBA), with the

support of MAS and SGX, launched the Guidelines on Due Diligence in the Context

of an Initial Public Offering (IPO) in Singapore. The Guidelines set out SIBA's guidance

to its members on the due diligence procedures relating to IPOs in Singapore. The

Guidelines will help issue managers and underwriters in an IPO to better meet their

responsibilities under the SFA and the SGX Securities Trading Listing Manual.

As part of our ongoing supervision process, MAS will review the use of the Guidelines

by corporate finance advisers as part of their internal due diligence framework.

Following this review, MAS will work with SIBA to enhance the Guidelines as appropriate.

MARKET CONDUCT

Enhancing Corporate Governance

During the year, the Council on Corporate Disclosure and Governance (CCDG) reviewed

the existing Code of Corporate Governance. The Code sets out recommended

practices for listed companies on board matters, remuneration matters, accountability

and audit, and communication with shareholders. The objective of the review was

therefore to introduce improvements to the Code, taking into account feedback

received since the inception of the Code and international developments in corporate

governance. A public consultation on the proposed revisions to the Code was

conducted from 1 December 2004 to 15 February 2005.

Raising Standards in the Financial Advisory Industry

In the course of its supervision of FAs, MAS observed that most FAs have taken active

steps to put in place controls, processes and procedures to comply with the business

conduct requirements under the FAA.  However, the standard of compliance varied

across FAs.

In November 2004, MAS released an Information Paper on Good Practices for

Licensed and Exempt Financial Advisers to highlight the good practices it has observed.

The aim of sharing this information is to assist FAs in enhancing their advisory and

sales process, the competency of their representatives, and their complaints handling

and compliance functions. All FAs are encouraged to review the good practices set

out in the paper to assist them in designing their own internal compliance systems,

controls and procedures.
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BOX  4

KEEPING PACE WITH PRODUCT INNOVATION

The FAA now regulates the sales and advisory process for several new hybrid
investment products. MAS felt that growing retail interest in these products required
adequate safeguards to protect Singapore investors.

Structured Deposits
Structured deposits are hybrid investment products where returns are tied to the
performance of a reference financial instrument. MAS introduced Guidelines on
Structured Deposits to raise standards of banks in the sale and marketing of these
products.

The Guidelines on Structured Deposits require banks to ensure that:
• All marketing materials on such products disclose key information in a clear

and adequate manner, and do not include statements that are false or misleading.
• Bank representatives selling these products are qualified and have a reasonable

basis for making recommendations.
• Steps are taken to segregate the sales process for such investment products

from other deposits so that consumers will not be misled into assuming that
structured deposits have similar risk-return profiles as traditional fixed deposits.

In addition, MAS issued a Consumer Guide on structured deposits to raise consumer
awareness of the risks involved in investing in such products.

Traded Endowment Policies and Traded Life Policies
Traded endowment policies (TEPs) and traded life policies (TLPs) are second-
hand insurance policies packaged as an investment product and sold to third party
investors.

Given the incidence of fraud associated with foreign TLP product providers in other
countries, MAS decided to only permit the distribution of TLPs to non-retail investors
in Singapore. Distributors of TEPs will be permitted access to the retail market
only with a minimum investment of S$20,000. The TEPs also need to be
manufactured in a recognised country where the life company and product provider
are regulated. Singapore investors investing in foreign TEPs should also have
access to an appropriate overseas compensation and dispute resolution scheme,
and a Singapore-based representative office.
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FAs are required under the FAA to disclose any remuneration from making
recommendations on investment products, or executing a purchase or sale contract
of a designated investment product on their clients’ behalf. The purpose of requiring
remuneration disclosure is to make consumers aware of the costs of the financial
advisory services provided. This will allow them to make better-informed decisions.
In May 2004, MAS issued a Practice Note on the Disclosure of Remuneration by
Financial Advisers. This provided guidance to FAs on their obligations with respect
to remuneration disclosure. It clarifies the types of remuneration to be disclosed, when
FAs must disclose their remuneration, and how the remuneration should be disclosed.

In October 2004, MAS issued Guidelines on Switching of Designated Investment
Products. The aim of these Guidelines is to provide guidance on the controls,
procedures and processes that MAS expects FAs to implement in order to monitor
and deter undesirable switching activities. The Guidelines address the disclosure
requirements of FAs and their representatives, the types of monitoring procedures to
be put in place by the FAs, and how the remuneration structure of representatives
can affect their conduct. MAS will conduct a thematic inspection of selected FAs to
assess the level of compliance with the Guidelines. We will also work with the CPF
Board and the industry associations to address the problem of improper switching
and churning in the financial advisory industry.

Civil Penalty Regime
The civil penalty regime under the SFA to deal with market misconduct contraventions
became operational in January 2004. Under this regime, MAS may, with the consent
of the Public Prosecutor, seek a court order requiring a person to pay a civil penalty
to MAS for market misconduct breaches. The regime also provides for out-of-court
agreements between MAS and the contravening person for the latter to pay civil
penalties to MAS, with or without admission of liability.

Introduced to support Singapore’s move towards a disclosure-based regulatory regime
for our capital markets, the civil penalty regime is the first of its kind in Singapore and
complements the criminal regime for market misconduct breaches under Part XII of
the SFA.

MAS took its first civil penalty action against three individuals for breaches of the
insider trading provisions of the SFA in October 2004. The three individuals admitted
to civil penalty liability and paid civil penalties of S$715,000 to MAS, without court
action.
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BOX  5

FINANCIAL INDUSTRY DISPUTES RESOLUTION CENTRE

The Financial Industry Disputes Resolution Centre (FIDReC) will be launched this

year. FIDReC will provide consumers with an independent and affordable avenue

for resolving their disputes across the financial sector in Singapore. FIDReC will

take over from the banking industry’s Consumer Mediation Unit and the insurance

industry’s Insurance Disputes Resolution Organisation. Capital market transactions

will, for the first time, be brought under a dispute resolution scheme. Over 400

financial institutions will be subscribers of FIDReC. FIDReC will be governed by a

Board of Directors responsible for overseeing its operations and preserving the

independence of its dispute resolution processes.

MoneySENSE in the First Year – How Consumers Have Benefited

The government launched the MoneySENSE national financial education programme

in October 2003 to enhance the basic financial literacy of consumers. In the first year,

the programme focused on helping consumers build a strong foundation in basic

money management and financial planning.

More than 80 talks and workshops on money management, financial planning and

insurance planning were organised for different target groups including low-income

families, students, housewives and working adults. Consumer guides covering topics

such as health insurance, financial planning and investment products were published

to help consumers make sense of these products and services. MoneySENSE also

published a regular series of case studies and quick tips in the local newspapers.

In addition, MoneySENSE collaborated with the major financial industry associations

to launch a MoneySENSE Family Outreach. Highlights included fun-filled activities for

families, as well as the launch of The MoneySENSE Guide to Planning for your Family’s

Financial Future and the Are you a MoneySENSible Family? cartoon booklet.
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MoneySENSE has embarked on a national financial literacy survey to benchmark the

current level of financial literacy among Singaporeans. The findings from the survey

will help MoneySENSE develop and deliver financial education programmes that better

meet the needs of different segments of the population. The survey findings are

expected to be released in the second half of 2005.

Going forward, MoneySENSE will work with community groups to develop structured

and sustainable grassroots programmes for low-income families and the elderly.

MoneySENSE will also reach out to a wider segment of the population through more

mass media programmes.

BOX  6

EMPOWERING CONSUMERS - MAS PUBLISHES INVESTOR ALERT LIST

In July 2004, MAS published an Investor Alert List (IAL) on its website. The IAL

provides information on persons conducting regulated financial services activities

in Singapore without the requisite licence or approval by MAS.  Some of these

unregulated persons, based either in Singapore or overseas, target consumers in

Singapore. Others, known as boiler room operations, may engage a Singapore-

based secretariat or corporate services to create the false impression that they are

regulated in Singapore to target overseas investors.

MAS’ regulatory regime safeguards the interests of consumers by ensuring that

only competent persons who meet appropriate standards of business conduct

can provide financial services. Consumers who choose to deal with an unregulated

person will not be fully protected under laws administered by MAS. The IAL makes

investors more aware of the existence of such operations. This is in line with our

move to empower consumers to assess and assume for themselves the risks of

their financial decisions.

Consumers who receive "cold calls" or other investment solicitations should refer

to the IAL and Financial Institutions Directory on the MAS website to check that

the person they are dealing with is regulated by MAS.



43   ANNUAL REPORT 2004/2005MONETARY AUTHORITY OF SINGAPORE

BOX  7

COMBATING PHISHING AND SPYWARE

While technological developments have led to greater convenience and efficiency

for customers, internet security threats are also on the increase.

Phishing and spyware are among the most prevalent security threats to internet

banking and other online financial services. Phishing usually makes use of unsolicited

e-mails and fraudulent websites to trick bank customers into disclosing their

personal details. Spyware is more subtle. Usually disguised as internet utilities,

games and multi-media files, spyware is often installed unwittingly by the victims

themselves.

Given the prevalence of internet security threats, MAS has issued security guidelines

and advisories to financial institutions to advise them to improve their security

controls on internet channels. They have also been encouraged to strengthen

their online verification procedures by adopting two-factor authentication. Customers

have also been advised to take extra security precautions.
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PAYMENT AND SETTLEMENT SYSTEMS

Securities Clearing and Settlement Systems in Singapore

In May 2004, MAS published a monograph on MAS' role and responsibilities in relation

to Securities Clearing and Settlement Systems (SCSS) in Singapore. It discusses

MAS' supervisory activities that relate to the objective of ensuring a safe and efficient

financial infrastructure. In particular, the monograph explains MAS' responsibilities as

owner and operator of the MAS Electronic Payment System (MEPS+). It also looks

at MAS’ role as the regulator of clearing houses regulated under the SFA. We issued

this monograph as part of our continuing effort to clarify our role and objectives in the

oversight of such systems.

Payment Systems Figures

Fund transfers by Interbank GIRO (IBG) grew by 13% to S$122 billion in 2004.

Payments by cheques reversed successive years of decline with a 5% increase in the

value of Singapore Dollar (SGD) cheque transactions to reach S$387 billion in 2004.

The value of payments by NETS Electronic Funds Transfer at Point of Sale (EFTPOS)

rose 15% to S$8.1 billion and payments by multipurpose stored value facilities rose

7% to S$1.3 billion.

As of December 2004, there were 1,609 Automated Teller Machines (ATMs). The

major ATM networks are the DBS Bank Ltd network, the United Overseas

Bank–Oversea-Chinese Banking Corporation Ltd network and the Hongkong and

Shanghai Banking Corporation Ltd–Malayan Banking Bhd-Standard Chartered Bank

network.

The volume of MEPS transactions grew 5% last year to 2.2 million, with the total value

of these transactions remaining unchanged at S$9.9 trillion.
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Chart 1 : CLS SGD Settlements - Average Daily Value and Volume By Month

SGD CLS Settlement SGD Pay-ins Average Daily Volume By Month
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Continuous Linked Settlement System

SGD was included as a settlement currency in the Continuous Linked Settlement

(CLS) system in September 2003. CLS is a simultaneous global multi-currency

settlement system, designed to eliminate foreign exchange (FX) settlement risk.

The values and volume of SGD FX settlement through CLS grew in 2004

(See Chart 1). CLS settled on average about 800 SGD FX trades a day with a gross

value of more than S$14.8 billion. Average daily payment was S$1.6 billion. This

represented a netting effect of about 89% from the total gross values of the SGD

trades settled through CLS.

Latest Developments in the Retail Payment Landscape

The retail payment landscape saw new channels and products. One such development

is the recent setup of the NETS-China UnionPay (CUP) linkage. Chinese visitors can

now use their CUP credit and debit cards in Singapore to make purchases using

NETS EFTPOS terminals at selected retail outlets and withdraw cash from the United

Overseas Bank Ltd-Oversea-Chinese Banking Corporation Ltd ATM network. Another

development is the extension of the use of EZ-Link cards to non-transport applications

such as payment at food and beverage outlets, convenience stores and self-service

kiosks.



Singapore is second most competitive economy
in the world next to the U.S.

- International Institute for Management (IMD) 2004
World Competitiveness Yearbook
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STRONGER PERFORMANCE IN 2004

The financial services industry in Singapore chalked up stronger growth in 2004,

expanding by 6% for the year, compared with 4.3% in 2003. The improvement came

largely on the back of stronger performances in the foreign exchange (FX) and fund

management industries, while the sharp turnaround in insurance-related activities also

provided support. Offshore banking activity performed well during the year, with loans

in the non-bank and interbank markets expanding by 12% and 13% respectively.

However, overall financial services was weighed down somewhat by weaknesses in

the domestic banking and stock broking industries.

Loans to non-bank customers in the domestic banking industry expanded by a slower

4.5% in 2004, compared with 6.3% in the preceding year. Apart from stronger lending

to the commerce segment and to non-bank financial institutions, loans to most other

segments were generally weaker over the year. In the financial markets, the domestic

stock market saw markedly slower activity, with turnover volume falling by 18% from

the previous year to reach a monthly average trading volume of 14.9 billion. In

comparison, FX turnover posted a robust 29.8% expansion to a daily average of

US$154.9 billion. Activity in the fund management industry was also supported by

the increasing attractiveness of Asian equities, particularly to institutional investors.

Financial Insitutions in Singapore

As at end March 2005, there were 110 commercial banks, 47 merchant banks and

three finance companies in the financial sector.

Total assets of financial institutions amounted to S$1.55 trillion at end 2004, of which

61.6% were Asian Dollar Market (ADM) assets, 29.6% domestic banking assets, 5.4%

insurance companies’ assets, 0.5% finance companies’ assets and 2.9% capital

market intermediaries’ assets (See Chart 2).
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Banks and Merchant Banks (ADM)
Finance Companies
Insurance Companies

Chart 2 : Asset Distribution of Financial Institutions, 2004

FINANCIAL MARKET ACTIVITY

Lending Activity in the Domestic Market

Domestic lending activity of commercial banks, particularly interbank lending, saw

vigorous growth in 2004 and early 2005, buoyed by a robust Singapore economy

(See Chart 3). Growth in non-bank lending was supported by lending to the household

and general commerce sectors. As a result, total assets of commercial banks rose

6.8% to S$413 billion between April 2004 and March 2005.

Total bank deposits of non-bank customers grew strongly in the first half of 2004 but

slowed down in the latter half of the year. For the year to March 2005, total bank

deposits grew just 3.1%, driven largely by demand deposits (See Chart 4). Deposits

of residents outside Singapore rebounded significantly by 9% year-on-year to S$12.2

billion in March 2005, after two consecutive years of decline.

61.6%
29.6%

0.5%

5.4% 2.9%

Banks and Merchant Banks (Domestic Banking)
Capital Market Intermediaries*

* These are Securities and Futures Companies as well as Financial Advisers
Note: 2004 figure refers to Capital Markets Services licensees, Financial Adviser licensees are not included
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Vibrant Asian Dollar Market

The ADM, an offshore banking sector whose transactions are primarily USD denominated,

grew strongly in 2004 as the global economic recovery gained traction but declined

slightly in early 2005 in tandem with slower global growth (See Charts 5 and 6). Total

assets in the ADM reached a record high of US$582 billion in December 2004, up

13.5% for the year, before falling slightly in early 2005. The inter-bank and non-bank

segments turned in growth rates of 2.6% and 8.3% for the April 2004 to March 2005

period respectively, so the growth was driven largely by the non-bank segment.

Singapore Government Securities Market - Crossing Another Milestone

The Singapore Government Securities (SGS) market crossed another milestone in

January 2005 when SGS became part of the Citigroup World Government Bond Index

(WGBI). The WGBI is a well established investment-grade sovereign bond index widely

followed by global investors. Among the 22 countries that form the WGBI, Singapore

is the only Asian country, apart from Japan, to have qualified.

Chart 3 : Domestic Bank Lending Activity Chart 4 : Deposits of Non-Bank Customers
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Outstanding SGS rose from S$63.1 billion at end 2003 to S$72.2 billion at end 2004

as new bond issuance outpaced maturities. Gross issuance of SGS bonds for 2004

totaled S$13.9 billion, an increase of S$4 billion from 2003. With S$7.8 billion worth

of SGS bonds maturing during the year, the net issuance of bonds was S$6.1 billion

for the year.

The average daily trading volume for SGS ranged from a high of S$2.6 billion in 2003

to S$1.7 billion in 2004. This largely reflected greater uncertainty in the interest rate

environment in the second half of 2004 when the US Federal Reserve raised interest

rates. However, trading for the SGS Repurchase Agreement (SGS repo) remained

active with the average daily turnover at S$2.2 billion (See Chart 7).

The SGS yield curve flattened in 2004 as the short end rose with firmer short rates.

On the longer-end of the yield curve, end-investor demand drove yields down

(See Chart 8).

In May 2004, the SGS Electronic Applications (SGS eApps) facility was enhanced to

allow automation of the closing price submission process by primary dealers. This

has led to greater efficiency in the collection and the processing of the prices. 

Chart 5 : Total ADM Assets Chart 6 : ADM Non-Bank Loans
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Chart 7: Total Outstanding SGS and the Average Daily Turnover of SGS and Repo

Outstanding Bonds
SGS Average Daily Turnover (RHS)
Outstanding T-bills

Repo Average Daily Turnover (RHS)

Active Corporate Debt Market
The corporate debt market continued to grow in 2004, with total outstanding corporate
debt securities rising 20% to S$123 billion at year end, as a diversified range of borrowers
tapped the Singapore market. The volume of new corporate debt issuance also grew 17%
to S$78.7 billion at end 2004 (See Chart 9).

Last year, the number of foreign entities that entered the Singapore Dollar debt market
increased by 80% to 34. Among the notable foreign entities that came in were KfW, Fannie
Mae and the Asian Development Bank. As a result the volume of foreign entity Singapore
Dollar (SGD) corporate bond issuance doubled in value to S$3.5 billion (See Chart 10).

Chart 8 : SGS Yield Curve
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Chart 9 : Corporate Bond Issuance
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Growth in Asset and Wealth Management
Singapore is a major regional centre for asset management in the Asia Pacific. Funds
managed in Singapore totalled S$572.6 billion as at end 2004. Singapore has become
a leading asset management centre as a result of various advantages: socio-political
stability, sound economic fundamentals, a robust and efficient legal and judicial framework,
a well-regulated international financial sector, and the ready pool of talent and expertise.

Singapore is today home to more than 30 of the top 50 US and European fund houses.
Singapore’s asset management industry is very international, with 70% of discretionary
assets under management (AUM) sourced from outside of Singapore.
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Over the past decade, Singapore’s asset management industry has registered 28%

average annual growth in AUM. As at end 2004, there were over 1,000 investment

professionals in Singapore. Many asset management companies have expanded their

services in Singapore to include more than just portfolio management. They have set

up research arms, regional trading desks, and centralised their middle and back office

functions here.

Emergence of Niche Fund Managers

In recent years, many new foreign fund managers have set up offices in Singapore

(See Chart 11). They include hedge fund managers and other experienced fund

management professionals who leave the bigger fund houses to operate in niche

markets. Most of these fund managers are recent start-ups without established

corporate track records and would not normally meet MAS’ licensing requirements

for fund management. However, they are able to offer their fund management services

in Singapore and be exempted from licensing by restricting their clientele to 30

accredited investors.

Chart 11 : Number of New Fund Managers Exempted From Licensing Each Year

N
um

be
r o

f f
irm

s

80

70

60

50

40

30

20

10

0

1981 - 1998 1999 2000 2001 2002 2003 2004

MAS’ Boutique Fund Managers (BFM) Scheme has been in place since 1999 to grant

fund management licenses to smaller fund managers with less than S$1 billion AUM

globally. It was further expanded in 2004 to accommodate new start-ups founded

by seasoned fund management professionals who can add depth to the fund

management industry in Singapore. A total of 7 BFMs have been admitted under this

Scheme since its inception.
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BOX 8

THE SINGAPORE REIT MARKET

The market for real estate investment trusts (REITs) in Singapore has grown
significantly. A REIT is a company that owns, and in most cases, operates income-
producing real estate such as apartments, shopping centers, offices, hotels and
warehouses.  Some characteristics of REITs listed in Singapore include:
• The trust pays out 90 % of taxable income as dividends to unit holders.
• At least 70 % of assets are invested in real estate.
• Debt does not exceed 35 per cent of the value of the deposited property.

The first REIT was listed on the SGX in 2002. As at 31 March 2005, there were
five listed REITs worth S$10.6 billion, including Singapore’s first cross-border REIT
which has properties in Hong Kong.

The value of the listed REITs has also grown steadily since their initial public
offerings, as a result of an improved economic outlook, a stronger stock market
and an aggressive yield-accretive acquisition of properties by the REIT managers.

Market Capitalisation of Listed REITS (S$ Billion)

Another change introduced by the Ministry of Finance in 2005 is a 3% stamp duty
waiver on the transfer of properties into REITs listed on SGX. A withholding tax
of 10% on REIT distributions to foreign investors was also granted.

Several regulatory and tax measures
have been put in place to facilitate
the development of the REIT market.
Under the Property Fund Guidelines
in the Code on Collective Investment
Schemes, total borrowing limit on a
REIT was raised from 25% to 35%,
in 2003. Those with single “A” credit
rating can now borrow beyond 35%.
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Trading in the Equities and Futures Market

The Straits Times Index rose to 2,066 points at end 2004, generating capital gains

of 17% for the year. However, trading volumes for 2004 as a whole declined. The first

half of the year saw a confluence of several risk factors which resulted in weakness

in both equity prices and a sharp decline in turnover volumes. These risk factors

included continued weakness in US economic data, renewed concern over the Avian

flu, rising oil prices, the risks of a hard landing in China, and fears of more aggressive

money tightening by the Federal Reserve. The local market rallied in the latter half of

2004 as stronger corporate earnings, coupled with a more optimistic regional economic

outlook, boosted market sentiment.

Turnover value on the Singapore Exchange (SGX) rose 13% to S$183 billion in 2004.

In volume terms, turnover declined 18% to 178 billion shares. The joint market

capitalisation of the Mainboard and SESDAQ rose 16% to S$452 billion in 2004

propelled by the rise in equity prices and the number of listed companies. As at end

2004, a total of 462 companies were listed on the Mainboard and 163 companies

were listed on SESDAQ, up from 413 and 138 respectively in 2003.

In 2004, the number of derivative contracts traded on Singapore Exchange Derivatives

Trading (SGX-DT) decreased by one-fifth to 28 million. This decline can be attributed

to a fall in trading of the Eurodollar interest rate futures contract, which fell 56% to

8.2 million contracts in 2004.

There continued to be strong interest in the Nikkei 225 futures contract with trading

accounting for 28% of total volume on SGX-DT. Other high volume contracts include

the MSCI Taiwan index futures, Euroyen interest rate futures, and the five-year

Singapore government bond futures contract, which all saw increased activity in 2004.

IPO Prospectus Registration and CIS Approval

Between 1 January 2004 and 31 December 2004, MAS registered 79 prospectuses

for initial public offers of shares by companies, authorised 47 collective investment

schemes (CIS) constituted in Singapore, and recognised 179 CIS constituted overseas.
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