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On 17 August 2018, the Bank Negara Malaysia (hereinafter
referred to as the “BNM”) announced changes to the Foreign
Exchange Administration (hereinafter referred to as the “FEA”)
rules regarding the management of export proceeds, details of
which can be found in the Supplementary Notice No.4".

The changes which are effective from 21 August 2018 are aimed
at facilitating operational efficiencies and risk management for
businesses and financial institutions.

The policies apply to resident exporters (either companies or
persons) which/who fulfil the two following requirements:

1. They are receiving foreign currency from export transactions,
and

2. They are incurring foreign currency obligations towards a
third party.

The second requirement concerns the following transactions
provided they are payable within 6 months:

= Foreign currency import obligations;

m | oan repayment obligations;

= Any other international transactions involving foreign
currency.

(hereinafter referred to as “6 months foreign currency obligation”).

Before August 2018

Before the recent amendments, the 25% retention principle
was the rule for export transactions.

According to this principle, exporters were allowed to keep
their foreign currency proceeds for as long as they had foreign
currency obligations towards third parties in the same amount
which are due within the next six months. The maximum amount
of foreign currency proceeds that could be retained was capped
at 25% of the amount of such proceeds.

12 http:// www.bnm.gov.my/documents/2017/supplementary_notice/
supplementary_notice_no4.pdf

The remaining 75% had to be converted into Ringgit and
could then be reconverted into foreign currency if the foreign
currency funds retained were insufficient to meet the exporter’s
6 months foreign currency obligation.

For example, a resident exporter who received EUR 10,000,000
from the export of goods could retain up to 25% of such
amounts in foreign currency (EUR 2,500,000). The remaining
EUR 7,500,000 had to be converted into Ringgit. If necessary to
meet the exporter’s foreign currency obligations, it was possible
to reconvert the amount into foreign currency.

After August 2018

Resident exporters are now allowed to retain an amount of their
foreign currency export proceeds in their Trade FCA which is
equal to the amount payable under their respective 6 months
foreign currency obligation. The previous cap of 25% of the
proceeds has been removed. If the amount of foreign currency
proceeds exceeds the 6 months foreign currency obligation,
then such amount still needs to be converted into Riggit like
under the "old" retention principle.

For example, a resident exporter receives EUR 3,000,000
for a sale of goods and owes his own supplier a sum of
EUR 5,000,000. If the payment to the latter has to be
made within 6 months, the seller may retain 100% of the
export proceeds in foreign currency, for easy management.
In respect of the balance exceeding the 6 months foreign
currency obligation, the 25% retention principle outlined
above applies again.
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Disclaimer

Although every effort has been made to offer current and correct information,
this publication has been prepared to provide information on recent regulatory
and legal developments in Malaysia only. It is not exhaustive and thus does not
cover all topics with which it deals. It will not be updated and cannot substitute
individual legal and/or tax advice. This publication is distributed with the
understanding that Luther, the editors and authors cannot be held responsible for
the results of any actions taken on the basis of information contained herein or

omitted, nor for any errors or omissions in this regard.
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