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What are boards of financial institutions required to do? 

 

1. Generally, under the FSA and Malaysian corporation law, the business and other affairs of a financial 

instruction have to be managed under the direction and supervision of its Board. The Board under the 

FSA hence is basically an oversight board, and despite heavy demands made on the personal 

commitment of directors to the financial institution, they do not have any executive responsibility. Such 

executive responsibility falls squarely on the chief executive officer and the management of the financial 

institution. The FSA details the duties of the Board as follows: 

 

(a) set and oversee the implementation of business and risk objectives and strategies and in doing 

so shall have regard to the long term viability of the financial institution and reasonable 

standards of fair dealing; 

(b) ensure and oversee the effective design and implementation of sound internal controls, 

compliance and risk management systems commensurate with the nature, scale and complexity 

of the business and structure of the financial institution; 

(c) oversee the performance of the senior management in managing the business and affairs of the 

financial institution; 

(d) ensure that there is a reliable and transparent financial reporting process within the financial 

institution; and 

(e) promote timely and effective communications between the financial institution and, Bank Negara 

Malaysia, the regulator, on matters affecting or that may affect the safety and soundness of the 

financial institution. 

 

The FSA also states that in carrying out its corporate governance functions or duties, the Board shall 

have regard to the interests of depositors and, where theof the financial institution. 

 

Duties of individual directors 

 

2. Most recent corporation laws including the recent amendments to the Companies Act 1965  require a 

director to exercise reasonable care, skill and diligence not only commensurate with the knowledge, skill 

and experience of a director having similar responsibilities, but also with the additional knowledge and 

experience that the individual director in fact  possesses. For example, certain professionals, such as 

accountants and lawyers, who are appointed directors to a board of a financial institution would, under 

the new banking and financial laws, have greater duties and accountabilities than, say, a high school 

teacher appointed to the same board.  In other words, the standards expected of individual directors on 

a same board would not necessary be similar.  Rather, such standards would depend upon each 

director’s background, qualifications and experience. Section 571 of the FSA reiterates this point.   



The usual duty of directors not to make secret profits is also imposed on directors of financial institutions 

under the FSA and a duty is placed on them to disclose interests in any material transaction or material 

arrangement. 

 

 
 
1  The section states: 

 

(1) A director of an institution shall at all times— 

(a) act in good faith in the best interests of the institution; 

(b) exercise reasonable care, skill and diligence with— 

(i) the knowledge, skill and experience which may reasonably be expected of a director having the same 

responsibilities; and 

(ii) any additional knowledge, skill and experience which the director has; 

(c) only exercise powers conferred on him for the purposes for which such powers are conferred; and 

(d) exercise sound and independent judgment. 

(2) Subsection (1) has effect in addition to, and not in derogation of, any written law or rule of law relating to the duty or 

liability of a director. 

(3) Any director who contravenes paragraph (1)(c) commits an offence and shall, on conviction, be liable to imprisonment for a 

term not exceeding eight years or to a fine not exceeding twenty-five million ringgit or to both. 
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