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SEMENTS

Sa b Hackoarowrned leading boo bhe tormation of bhe GGG

Urcler [ NTE &

cond Malaysia Flan and & the  Third
FMealaysta FLarm, thm proamary objectives of the Govermsnt 1w to
@radicate poverty and to restrocture soolety. The sradication  of
poverity would dnvolve dmproving the productivity and  ancome  of
the rural and urban poor theowgh the acquisition of skills, Lardd

and  capaitals whild le the re

tructuring of  society  wowld entaill
correcting the ecornomic imbelance betwesn the variows communities
bBry providing W by LWQ0, fForoa B0 W Bumiputra  participation in
trdustry  and  commerce. The Government  bhas Foroulated variows
plans and established varaous institutions like UDS, MAKA, NG,
Farik  Pertanian, MIDF, Bank Fembangurnan Malayvsia Berhad and  var-
ious  obther institutions O See Appencdix 1D ) for the purpose o
providing capital, training facilities, and other facilities to
the  rural  and urban poor as well as the Bumiputra in order  to

Fealdse bhese objectives. The private s

ebor s alwso edxpected o
play its role by complementing the eftorts of ther Government  in
realising  these objectives and in the private sector, O P O -
without doubt that the commercial banks, as an institubtion, would
be  the major source through which funds should Flow to  the  de-
gerving  rural and wrban poor and with their wide branch rietwerr b

ard  vast  lending experience it is hoped that the Fovernment ™ s



be ‘achieved. With this background, it can be visualised how
important the role that the commercial banks are expected to play
in providing funds to the “"small entreprensurs" and to the Bumi-
putras.

Traditionally, the commercial banks bhave shown reluc-
tance in providing loans and advances to the small entrepreneurs
due to the high risks invelved especially when collateral for
securing these loans are not easily available. While this atti-
tude is understandable as banks are the custodian of funds depos—
ited with them arnd that their policy is to madimise profits, it
is equally important to bear in omind that the Government™s objec-
tives be achieved. To strike a balance between the conflicting
objectives of maximising profits on the part of the comnercial
barks and eradicating poverty and restructuring society on  the
part of the Government, it was proposed that a guarantee body be
establised to minimise the risk and to reduce the losses that
might be incurred by the commercial banks in providing these
loans and advances while at the same time achieve the
Govermment®s objectives of providing capital to these entrepre-
neurs. As lending to this sector of business community would not
orly bemefit the country and the Government as & whole but  would
wltimately berefit the commercial banks as well since the small
enérwprwnwur% would grow to be big entreprereurs, it was proposed
that the guarantee body be established on a joint-venture hasis
between the Government and the commercial banks., The credit

guarantee body which is the Credit Guarantee Corporation Malaysia
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Beﬁﬁgd was therefore established on this joint-venture basis in
July 1972 with participation by Bark Negara Malaysia and the
commercial banks and started its operation in  January 1972.

-

2.2 FPhilosophy of the Guarantee Scheme

When the credit guarantee scheme was formulated by the
CES M) Bhd.e in 1972, the first circular dated November IO, 1974
was sernt to all commercial banks. Among other things, it was
stated that -

" This Scheme is the first of its kind to be introduced
in our country and its primary objective is to enable existing
and potential small entrepreneurs to obtain financial assistance
for  their fired assets and working capital requirements  at a
reasonatle rate of interest from  institutional souwrces. We
however, wish to make it clear at the very cutset that the guar-
arntee scheme does rnot imply any diluticon of lending standards in
favour of the borrowers. Banks are expected to safeguard  fully
their @wn interests and those of the Corporation by taking all
possible care un the appraisal of credit applications ared the
granting and recovery of the credit facilities eligible for
guarantes under the Scheme. The Corporation’s guarantee is in-
tended to protect the bamks against the risk of lending on  this
basis +to small borrowers. We also wish to clarify that guarantee
of (the Corporation does not in any way diminish the borrower’™s
obligation to repay the credit facilities provided to him, nor
i it a substitute for any security which he may be in the posi-
tion to provide."

The philosophy of the guarantee scheme, for all intents



and purposes, is to bhenefit the small borrowers as well as tao
mirnimise the risks of lending of the banking system to the small
borrowers. Apart fraom this, banks must caretfully ensure that the
@ligibility reqguirements and conditions are satisfied in every
CASE . This may be verified by the bank concerned by independent
enquiries, including periodic visits to the borrower’™s businegss
premises  and edamination of his books of accounts. It is  impor-
tant to realize that a credit facility will be covered by the
guaraqtem only so long as all the eligibility conditions are
satistied and the lending bank is to edercise the same diligence
1 recovering the dues in all ways open to 1t as 1t might  exer-

cise if no guarantee had been furnished by the CGC.

The provisions of the guarantee scheme had since then
heen amended several times to suit the changing needs of the
banking system but the philosophy remains unchanged.

L0 The Credit Guerantes Corporation (Malaysia) Berhad

The Credit Guarantee Corporation (Malaysia) Berhad was
pstablished on a joint-venture basis between Bank Negara Malaysia
and the commercial banks in Malaysia on July 5, 1972 and started
its operation in January 1973 with an initial issued and paid-up

oy

capiktal of KM 2.6 million and authorised capital of KM 20 mil-
1
lion. Its mairn objective is to provide guarantee cover on  com-

mercial loans from fimancial imstitutions so as to encourage them

1.Credit Guarantee Corporation (Malaysia) Berhad, July,1994.



to lend to small and medium scale enterprises (SMEs) which  have
no or inadequate collateral although they might have good ideas,
expertise, and initiative.

The +irst Chairman of CGC was Encik Rastam bin Abdul
Hadi (1973). He was replaced by Dato®Abdul #Aziz bin Hajl Taha in
1974 who resigrned in 1980 and was subsequently succesded by Tan
Sri Dato®™ Dr. Lin See Yan., who was then the Deputy Governor of
Bank Negara Malaysia. CEC is governed only by the Companies Ach
19265 (Revised 1973 (Act 128). MNot only does the Central BRank

ave bhe formal control aveilable to sharenolders of a company,
ot it can, by virtae of its banking  function, irfluence  Lhe
strategy and peolicy of the CEE0 CoC is not  the custodian of
pubrlic  fFunds and it does not lend money itselt. [t only guaran—
tees credit facilities advanced by the commercial banks. lts
liability therefore arises only in the event of the default of
the debtor. Yet it takes a risk as it provides the collateral
which the BDorrower himself lacks. The only real security  is &
thorough evaluation of the project. Since the commercial banks
are themselves shareholders of C6GC, it is in their irterest to
forward to CGEC only those applications which they regard as
feasible projects.

The Ffirst scheme introduced in January 1973 was called
th@‘ Credit Guarantee Corporation ( Small Loans ) bGuarantee
Seheme, 1973 or later referrsd to as the General Guarantee Scheme
(GGSY) . Under the scheme, loans and advances granted by the com-

mercial  banks to the small entrepreneurs for working and Ffized



capiltal were guaranteed by the CGC up to &0% of the amournt of
loans and advances in default. For providing this guarantee, a
guarantee fee of half of one per cent (0.3%4) per annum was levied
by the CG6C on the amount of loans outstanding per month payable
orn a monthly basis. The percentage of guarantee cover and the
guarantee fee have not been revised since the COE started its
pperations but the Credit Guarantee Scheme itself has  been re-
vised in October, 1973 firstly to overcome certain legal problems
that have been encountered and secondly to remove certain re-—
stricticns and simplify certain provisions under the scheme so
that it could be implemented easier.

Under the revised scheme, loans and advances for fi-
nancing any viable productive sconomic activity which are less
than REM100,000 for non—-Bumiputras and RFZ00,000 for Eumiputras
would have to be guaranteed by the CGC. Out of the maximum amount
of  loans and advances provided under the Scheme, loans and ad-
vances not exceseding the sum of KEM3I0, 000 are not required to  be
secured  , while loans which are in excess of that  amount  would
Fave to be secured by land and immovabile property, or shares, or
monies placed in & fixed deposit sccount with a licensed bank  or
a licensed borrowing company or any properties that are of value
and scceptable as collateral in normal banking prectice.

‘ The entﬁepréneurs that are eligible for the loans and
advances mentioned above must be Malaysian citizen carrying out
businesses  in Malaysia and borrowing only from one bank with an
aggregate amount of loans of not more than the maximum atipulated

under the Scheme, whether they are one or more individuals, a
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proprietary or partnership firm, & co-operative society or any

other group, association or organisation or a company within the

meaning

reserves

of the Comapnies Act, 196% , whose paid up capital and

should not exceed RM 100,000 for non-Bumiputras and KM

200,000 Ffor Bumiputras.

To complement the GGS, a second scheme known  as the

Special Loan Scheme (5LS) was introduced in January 1981, seven

vaars after the first scheme was introduced. It had become appar-

ernt by that time that there were certain weaknesses in the guicde—

lLines, operations and administration of the sarlier scheme (GGS)

[T

which nmnecessitated the introduction of the S5, 5.5 was also

imtroduced

with the objective of assisting further the develop-

ment ofF Small Scale BEnterprises (85E) 1n the country.

For some reasons, the 665 was not completely replaced.

It was operational until 198%. Bank Negara only set tergets for

the SLS which was initially based on S% of the total loans owh-

standing

date was

of  the commercial banks as at December 30, 1980, The

imitially set for one year but the compliance date was

subsequently extended to December 1983 owing to difficulties

encountered by the banks.

Ther, in 1990, Bank Negara Malaysia had stipulated in

its lending guidelines that the commercial banks as a whole were

J
requirec
which RM
imsued by

assigned

to grant at least RM 600 million in loans to SSEs, of
200 million must be in the form of guarantee coOver
the CECM) Ferhad under the FGS. Individual guotas were

to banks by ENM and the compliance date originally set



an March 31, 1990 'was subsequently extended to Marach Ei; 1271,
All these measures wére aimed at meeting the very abjective of
the Corporation namely to assist the H8Es in gaining ready access
to bank credit at reasonable cost.

One important criteria of the 6L8 is the definition of
Small Scale Enterprises. This sets the boundary for qualification
under  the scheme. A 85E is defined as any registered business
with net assets of up to RM 250,000 or in the case of limited
companies, shareholders funds not exceeding RM 2U0, 000 with bank
borrowings not exeeding RM 250,000, Hence, this scheme increased
the loan limits eligible for guarant@el as well as broadened s
eligible condition. Overall, the SLS recorded a total of 69,676
borrowers and a loan value of RBM L1,916.04 million as at December
Al 1989

In July 1986 the Hawkers and Petty Traders Special Loan
Seheme (HET) was launched. The maximum loan under the HFT was KM
2,000 with a C6C guarantee of &0%L. Under the HFT, a total ot
11,758 loans valued at KM 24,3534 million was guaranteesd by G600 It
was replaced by the Loan Fund for Hawkers and  Fetty Traders
(LFHFT) in April 1990, The LFHFT was introduced to  enable the
trade associations to be actively involved in assisting their
members obtain bamk loan and also the subseguent repayment and
Fecovery PEOCEE . Thg trade associations” involvement was further
gupanded with the introduction of the pessociation Special  Loan

1. Under the General Guarantee Scheme, loan limits was at
RM 100,000 for non-Bumiputras and RM 200,000 for the Bumiputras.

e
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Scheme (ASLS) in July 1990. Under the ASLE, the associations were
pxposed to and undertook the basic lending functions ot loan
processing and management. The LFHPT and the ASLE were operated
simultanecusly. Both these scheme provided for loans of up to RN
5,000 with a guarantee cover of 100% by CGC. A total of 5,923
loans valued at RM 14,17 million was guaranteed under the LFHFT
whereas 5,746 loans worth RM 11.44 million were guarantesd under
the ASLS.

These two  schemes (LFHFT and ASLY) were revised in
November 1992 and December 1992 respectively. The revised scheme
are known as the LFHFT 92 and ASLS "92. The revisions were made
with the objective of ensuring that hawkers and petty traders
have greater access to leoans at reasconable rates.  The maximum
loan amount under these latest scheme was increased to RM 10,000
with CBC's guarantee maintained at 100%. Until the end of  June
1994, the LFHFT 92 had made available credit facilities worth RM
15,5 million to 2,713 hawkers and petty traders, whereas the
ASLE 97 recorded 397 loans valued at kMo 20351 rn:ill:n.cr;m1

Overall, the C60 had guaranteed loans valued at M
67.41 million under all the hawker and petty traders schemes
involving a total of 24,919 such borrowers as at end-June 1794,

On April 3, 1989 the Corporation introduced the Frinci-
pal, Guarantee Scheme (FGH) . The two garlier schemes (G685 and ©LE)
were amalgamated into & more comprehensive, simpler, and effec-

tive guarantee scheme which matches the needs of the 55Es and the

eeme soskh sutve 4urry eOns pre povws tobdn Svesd FOSHE SHAM e s S00ne Sebks Seek bori Bt battn e

1. Credit Guarantee Corporation (Malaysia) Berhad, June, 1994,



1
commercial banks. With the introduction of the FGE , both the

GGS  and SIS ceased to operate in terms of new applications  but
outstanding loans under both the old schemes continued to be
aquaranteed by the Corporaticon. The FGS basically gave greater
enphasis to the provision of bigger loans (up  to RM 500, 000)
without collateral or with inadequate collateral and increased
the effective gquarantee cover for clean facilities up to & maxi-

mum of RMS50,000. To encouwrage the banks to lend under the scheme,

the guarantes cover was raised to 707, and the maximam interest
rate  for such loans was raised to 1094 above the Base Lending

Fate of the lending institution. Under the PES, & total of 15,43

]

loarns valued at RM 1,010.2 million was guarantesd by the CGC.

Consistent with new demands and the rmeed for CGC  to
take on a greater role in the development of BMls, the FLGE was
revamped o n January S, 1994 and is now known as  the New FGOD
CNFGEE) It provides guarantees on loans of up to KM 5 million
with guarantes covers ranging from J0% bto 90U depending  on the
underlying collateral and the type of industry. Industries pro-
moted by the Ministry of International Trade and Industry or
Malaysian Industrial Developmert Authority are considered priori-
ty sectors (see Appendix I1I) and are given priority treatment.
Singe the NFGS was implemented in micd-Febhruary 1994 uantil end-

June 1994, a total of 991 leoans valued at KM 141,01 million had

1.0ne interesting feature of the PGS is that, unlike the GGH  and
S5, the FGES allowed participation by professionals, such  as
doctors, lawyers and practicing accountants.
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already been guaranteed. Features of the CGC schemes currently in
cperation are shown in Appendix IV.

The Malaysian Government launched the® Tabung Usahawan
Baru * - TUER ( New Entreprensurs Fund ) in December 1989 which
aimed at assisting the growth of small and medium-sized Bumiputra
{indigenous) entreprensurs in line with the Mew Economic Folicy.
Loans under the TUBR are funded by the Central Bamk at a conces-—
sionary rate and the interest rate charged to borrowerg is FfFixed
at 5 % per annum. Such loans may be obtained from 12 finpancial
instiEutimns, 10 of which are commercial banks, and as of June 1,
1997, those loans aranted through the commercial banks  can he
quaranteed by CGC under the TUR Buarantee Scheme. As at the end
et June 1994, @ total of 191 loans worth RPN SE.ES million  were
guaranteed under this scheme.

In (ctobsr 1992, as part of the Corporation’s efforts
to channel very small loans to small businesses, particularly to
those in the lLowest income aroup in rural and suburban areas. the
Corporation entercd into an agreesment with the CfAmanah ITkhtiar
Malaysia® ( ALM ) whereby the Lorporation allocated an initial
sum  @f M P million in the form of a revolving fund to be chan-
neled as  loans to AIM*s members. As at  end-June 1994, Loans
totalling KM 4.944 million and involving 4,120 horrowers Were
app}oved urder the AIM-CEC scheme. It is to be noted that the
rate of repayments of all loans under this scheme is 100 .
Features of the CB0 schemes currently in operation are shown in

Appendix V.



In October 1988, the Corporation became a member of the
Asian Credit Supplementation Institution Confederation (ACSIC) C
see Appendix I 1, an association formed by credit guarantee or

similar insttutions from nine member countries -  Japan, HRorea,

Nepal, Sri Lanka, Taiwan, the Fhilippines, Thailand, Indonesia
and Malaysia. The obijective of ACSIC is to promote the sound

development of credit supplementation system for small husiness
in member countries through the exchange of peErsonnel émong amall
business credit supplementation  institution  in Asia. Credit
Guarantee Corporation (M) Berhad's participation in ﬁCSiC will
set yet another dimension of its ever pyvalving role - attracting
foreign  investors particularly the S5Fs in the developed coun-
tries such as Japan and REores to either set up joint-  venture
companies with the local 58Es or assist in the development of the
85Es in Malaysiaw
On June 2. 1994, during the CGC (M) Berhad Annaal

e ner el Mestirng, Fesolution & and Feeolution 8 said that to
succead the CGC's reorganisation and liberalisation efforts
require broad-based support to strengthen its finances. This W&aSs
dorme through an injection of RM 100 million by way of
a) Long term interest free loans of FM 40 million each from Bank
Magara Malaysia and the Bovernment ;
(wh) ‘Increase in its paid-up capital by EM 20 million Ffrom the
existing Rm 2.6 million through @

i an  additioral RM 13,2 million to be issued and  sub-

scribed by the existing shareholders (the commercial banks), andj

Ry



" ii. a new share issue of RM 6.8 million to be subscribed by

all licensed finance companies.
The amount of capital contribution by each participat-
ing financial institution {(other than Bank Negara) will be based

5

am the institution®s shareholders™ funds, with no single institu-
tion taking up more than 4.9 %4 of the exvpanded paid-up capital of

the CGE (FM 22.6 million), which is structured as follows

Shareholders Amourt  (RM) pA
Bank Negara Malaysia _4,52;j680 '“'“"“—"“"“""“EB——
Commercial banks 1, 300,000 S0
Finamce companlies o 1A A0
.

Source : Credit Guarantee (M) Berhad Annual Report (1993)

Hence, overall, the cumalative value of all guaranteed
since CGE°s inception until the end of June. 1994 amounted to RM
4,107, 2% million involving a total of 190,712 bmrrmwerml. MNo
doubt, the CGC (M) Berhad 's guarantee schemes had benefitted a
very large segment of the small business community throughout the
cauntry over the past twenty-one years; they had in practice

enabled many small business to gain ready access to institutional

credit at reasonable cost.

¢
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i. Credit Guarantee Corporation (Malaysia) Berhad, June 320, 1994.



