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MINUTES OF MEETING BETWEEN

THE JAPANESE PRELIMINARY STUDY TEAM

AND
BANK PEMBANGUNAN DAN INFRASTRUKTUR MALAYSIA BERHAD

ON JAPANESE TECHNICAL COOPERATION

FOR
THE PROJECT ON THE INSTITUTIONAL CAPACITY BUILDING ON
INFRASTRUCTURE FINANCE IN MALAYSIA

The Japanese Preliminary Study Team (hereinafter referred to as “the
Team”) organized by the Japan International Cooperation Agency (hereinafter
referred to as “JICA”) stayed in Malaysia from December 7 to December 18,
2003 for the purpose of working out the details of the technical cooperation
project, namely "The Institutional Capacity Buiiding on Infrastructure Finance
Project in Malaysia" {(hereinafter referred to as “the Project”).

During its stay in Malaysia, the Team exchanged views and held a series
of discussions with the Bank Pembangunan dan Infrastruktur Malaysia Berhad
(hereinafter referred to as "BPIMB") and the authorities concerned in Malaysia
with respect to measures to be taken by both Governments for the successful

implementation of the above-mentioned Project.
As a result of the discussions, the Team and BPIMB mutually consented

to recommend to their respective Governments the matters referred to in the
document attached hereto.

Kuala Lumpur, December 18, 2003

AR = 5 =

Mr. Susumu Katsumata Dato’ Haji Abdul Rahim Bin Mohd Zin
{eader, Managing Director/CEQ,

Japanese Preliminary Study Team, Bank Pembangunan dan infrastruktur
Japan International Cooperation Malaysia Berhad

Agency



ATTACHED DOCUMENT

I, Purpose of the Preliminary Study

The purpose of the Preliminary Study is to identify the purpose, expected
outputs and activities of the Project through discussions among the Team,
BPIMB and the authorities concerned in Malaysia.

Il. Background of the Project

BPIMB has been striving to improve its system and organization in order to play
a significant role in the development of the country’s infrastruciure under the
Eighth Malaysia Plan, ever since it was entrusted in 1999 by the Government to
finance infrastructure projects, in addition to its primary role as a Development
Financial Institution (DF!) to finance small and medium Bumiputera enterprises.

Japan, corresponding to this new development, has placed the technical
cooperation project for BPIMB under JICA’s Financial Sector Human Resources
Development Program, which is in line with Japan’s aid principles for Malaysia
such as strengthening of economic competitiveness and human resources
development. So far JICA has dispaiched a financial advisor between 2000 and
2002 for assisting BPIMB establishing its infrastructure finance operation, and
three infrastructure sector financial advisors in 2003 for identifying issues to be
addressed regarding BPIMB's infrastructure finance operation. JICA has also
conducted a training course on project finance techniques every once a year
between 2001 and 2003, to each of which BPIMB sent two employees.

In the past few years, the Government of Malaysia has taken up various reform
measures to strengthen DF| capacities. In March 2001, the Government
mapped out the Financial Secior Master Plan (FSMP) with a view fo
strengthening the financial sector as an institutional infrastructure that is sound
enough to promote the country’s further economic growth, FSMP was especially
determined to strengthen DFIs’ operation system as a part of financial system
for the couniry as a whole, With the Development Financial Institutions Act
(DFIA) coming into effect in February 2002, all the DFls including BPIMB,
operationally separated from the government, were recommended by BNM
effective implementation of their mandated roles, efficient provision of financial
services and obtainment of a sound financial footing as a financial institution.

Although four years have passed since its inception of infrastructure finance
operation, BPIMB’s infrastructure finance sector faces urgent needs to further
strengthen staffs’ capacities and to establish an efficient financing mechanism,
as this sector requires a quite different expertise from the conventional financing
skills for SMI. In addition, BPIMB has become further pressed to implement its
reform measures ever since the DFIA came into effect. Under this coniext,
BPIMB requested the Government of Japan to continue the dispatch of experts
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and to provide BPIMB the continuous support for its human resources
development and for strengthening its credit risk management capacities by
individual infrastructure projects and by the Bank as a whole.

lll. Fact Finding for the Formulation of the Project
1. Results of interviews with the authorities concerned in Malaysia

Through discussions with BPIMB and the authorities concerned in Malaysia, the
Team analyzed the institutional framework related to BPIMB as well as the
current situation of BPIMB’s infrastructure finance operation, and confirmed that
mainly the following five issues need to be addressed, in order to enhance
institutional capacity of BPIMB's infrastructure finance operation.

» Exposure fo financial risks for Infrastructure Banking Sector of BPIMB is yet
fo be clarified. The Government leads the decision-making at the project
formation and investment stages, leaving less scope for BPIMB to make its
own financial decisions. In spite of receiving the Government support letter
for infrastructure projects, the extent of BPIMB'’s financial responsibility is

still ambiguous.

> Risk management capacity of Infrastructure Banking Sector is required fo
be reinforced so as to strengthen its financial discipline under the DFIA.
BPIMB must gather speed in adopting further reforms from the viewpoint of
strengthening institutional soundness under the DFIA.

> Systematic compilation of the know-how on long-term credit analysis, which
provides the basis for infrastructure finance, in BPIMB is yet to be
developed. There is a remarkable.difference between the know-how of
BPIMB’s conventional lending to indigenous SMI and that of long-term
credit analysis, which provides the basis for infrastructure and project
finance that BPIMB aims to establish. Since the latter requires an effective
risk management system of the Bank as a whole as well as the know-how
of company management and project appraisals, BPIMB must improve its
risk management system as well as build up the basic know-how of long-
term credit analysis.

> Infrastructure and project finance operation system can still be significantly
enhanced. Four years has passed since the inception of Infrastructure
Banking Secior in BPIMB, but it still needs to learn and master new financial
methods and practices that differ from the conventional ones. Accordingly,
operational structure and institutional capacities of BPIMB will require much
more time to build up.

> BPIMB has not established regular training programs on the continucus
human resource development for infrastructure and project finance.

~
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2. Draft Project Design Matrix

JICA and BPIMB will collaborate on the Project. Based on this confirmation, the
Team and BPIMB cooperated to prepare a draft of the Project Design Matrix
(hereinafter referred to as the “PDM”) described in Annex 1. The PDM presents
the Project components, namely, the overall goal, project purpose, outputs,
activities, necessary inputs, as well as the important assumptions and the pre-
conditions of the Project.

IV. The Outline of the Project
The Tentative Master Plan of the Project based on the PDM draft is as follows:
1. Project Title

The Team and BPIMB agreed the Project title as “The Institutional Capacity
Building on Infrastructure Finance Project in Malaysia”.

2. Beneficiaries of the Project

(1) Direct Beneficiary
Bank Pembangunan dan Infrastrukiur Malaysia Berhad (BPIMB)
(Infrastructure Banking Sector’s senior managers, managers and officers )
(2) Other beneficiaries
Bank Pembangunan dan Infrastruktur Malaysia Berhad (BPIMB) (Board Of
Directors and Senior Management)
Ministry of Finance (MOF)
Bank Negara Malaysia (BNM)
Economic Planning Unit (EPU)

3. Overali Goal

infrastructure finance capacity in Malaysia, especially that of BPIMB, is
strengthened.

4. Project purpose

Project management system and risk management system of infrastructure

banking operation in BPIMB with emphasis on credit risk management are

improved.

5. Expected Outputs

(1) Plan for improving risk management system for infrastructure finance is
formulated.

(2) Knowledge accumulation system on project risk evaluation is organized.
{3) Human resource development concerned with infrastructure finance is
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strengthened.
(4) Organizational improvement plan related to infrastructure finance Is

formulated.
(5) Strategies of infrastructure finance operation are formulated.

6. Expected Activities

(1)-1 Assess the current capacity of infrastructure finance sector to make
corporate and project appraisal

(1)-2 Examine improvement measures for organize loan policy, manuals, etc.
(for overall risk management)

(1)-3 Examine improvement measures for Asset Liability Management (ALM)

and risk management system
(1)-4 Examine improvement measures for fund mobilization and necessary

disclosure
(1)-5 Hold workshop on process for establishing risk management system, for

upgrading know-how and practical risk judgment as a policy-based finance
institution

(2)-1 Review cases of loan projects and accumulate lessons learned
(2)-2 Improve financial modeling

(2)-3 Improve risk evaluation manuals

(2)-4 Develop a system for know-how sharing

(2)-5 Hold review training on know-how of project finance

(3)-1 Improve training system (On-the-job training/group training)
(3)-2 Train trainers
(3)-3 Hold training/seminar on infrastructure finance

(4)-1 Examine improvement measures for organizational structure for

infrastructure finance _
(4)-2 Examine improvement measures for organizational strengthening related

to compliance and monitoring

(5)-1 Understand institutional issues related to BPIMB
(5)-2 Hold seminar for executives, including Board Of Directors and Senior
Management who are o establish the strategy of infrastructure finance

operation
(5)-3 Examine strategies for coping with mstatutlonal changes under the DFIA
(i.e. clear mandate and policy for infrastructure financing)

7. Duration of the Project

The Projéct will be approximately one and half (1.5) years from the Japanese
Fiscal Year 2004 to Fiscal Year 2005.

8. Measures to be taken by both sides
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For the implementation of the Project, both sides will take the necessary
measures as follows:

8-1. Japanese side
The Japanese side will take the following measures at its own expense:
(1) Dispatch of Japanese experts
Short-term experts
Lecturers from Development Bank of Japan
(2) Training of Malaysian personnel(s) in Japan
(3) Utilization of JICA-Net

The detailed contents regarding the experts and fraining in Japan will be
determined through further evaluation of the Project.

8-2. The Malaysian side

The Malaysian side will take the following measures.

(1) To establish a Joint Coordinating Committee (JCC) to supervise and
manage the Project that will consist of representative from BPIMB, MOF,
EPU, BNM, JICA and JICA experts (EQJ is invited if the necessity is arisen).

(2) To establish a Taskforce composed of the Counterpart members and the
Working Team members, for implementation of the Project
(Organizational structure for project supervision/management and
implementation is shown in Annex 1)

(3) To assign adequate number of staff necessary for implementation of the
Project as Taskforce members, including administrative staff.

(4) To provide working facilities necessary for implementation of the Project.

(5) To make necessary arrangements to secure adequate budget for
implementation of the Project as follows:

a. Salaries and other allowances for the Malaysian counterpart personnel
b. Expenses such as electricity, water, gas fuel and local telecommunication
¢. Other contingency expenses related to the Project incurred by Malaysian
counterpart
(6) To coordinate with institutions that are involved in providing services
regarding to Project Finance, if necessary.
(7) To ensure the following Management Information Systems are in place:

a. Project Monitoring

b. Project Profitability

c. Portfolio Management

d. Risk Management

e. Budgetting

f.  Fund Monitoring

V. Evaluation and Monitoring Systems of the Project

Evaluation of the project will be jointly conducted by the evaluation team(s)
consist of JICA and the Malaysian counterparts in JCC, before the end of
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cooperation term in order to examine the level of achievement.

The Japanese experts and BPIMB will jointly conduct guarterly review on the
progress of the project, in order to secure efficiency and effectiveness of the

Project.

VI, Others
1. Information Security

Considering the nature of the Project as well as activites at BPIMB, the

Malaysian side requests the followings relevant to the information security :

(1) All members of the JICA expert team must maintain confidentiality of all
information given by BPIMB at all times throughout the Project (from

preliminary untif completion of the project).
(2) All information provided by BPIMB is for JICA expert team’s utilisation for

the purpose of the Project anly.
(3) Any use or publication of the information provided by BPIMB under this

Project must get BPIMB’s prior consent.

The Team mentioned that the requests of the Malaysian side is considerable.
The Team further explained that the progress and resuit of the Project are to be
reported to JICA and the relevant ministries of Japan, as well as to be
accountable to the Japanese nationale.

~ The details on the information security are to be discussed by the both sides at
the later stage.

2. Training of Malaysian personnel in Japan

The objective of the training is to sirengthen infrastructure finance capacity in
BPIMB.

BPIMB will identify the special sub-sectors and the sub-sectors to be mutually
agreed later.

(1) Types of fraining
(a) Attachment to relevant infrastructure financing institutions

(b) Exchange of personnel
(¢} Joint Formal Training by Japanese related organizations to infrastructure

financing institutions
(d) infrastructure project visits
(e) Visit to infrastructure financing institutions

The above mentioned training program is based on cost sharing between

JICA and BPIMB. The training program is subject to approval of special
budget on Technical Cooperation Program by BPIMB.
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(2) Schedule of training

No. of staff and duration of training to be determined and finalised in
February 2004,

3. Continuity of the activities

Continuity of the activities of the Project will be ensured by the following

measures:

(1) Quarierly review
The Japanese experts and BPIMB will jointly review the Project
implementation quarterly, to grasp the progress of the work so far and to
make detailed work plans for the next quarter.

(2) Function of the Working Team members
The Working Team members will function to coordinate works within
BPIMB, and to keep close contact with the Japanese experts, while the
Japanese experts do not work in Malaysia.

(3) Utilization of JICA-Net for review sessions
The Japanese experts and BPIMB will conduct a review session, basically
once a month, using JICA-Net. Monthly review session will reinforce
continuity of the activities while the Japanese experts do not work in
Malaysia.

4. Case studies to be conducted by local consulfants

(1) BPIMB will 'identify the special sub-seciors and the sub-sectors to be
mutually agreed laier.

(2) The local consultants to be appointed by the Project Team or JICA Malaysia
Office

(3) Expenses of the appointment of local consultant to be borne by JICA

5. Submission of. the list of works done by BPIMB and works to be done,
concerning each activity item of the Tentative Master Plan of the Project

in order 1o secure efficiency of the Project implementation, the Team
requested and BPIMB agreed to submit the list of works done by BPIMB so
far and works to be done in the future, concerning each activity item of the
Tentative Master Plan of the Project, by January 15th, 2004. '

BPIMB stressed that the following outputs to be completed by September
2004: _

(1) Plan for improving risk management system for the infrastructure finance
(2) Organizational improvement plan

(3) Strategies of infrastructure finance operation
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/G BANK PEMBANGUNAN | ws 1040 -2

Bank Fambéngunan & Intrastrukrur

Qur Ref, : S-PINFMI-PPP:811/2

2 7 JUN 2009

Mr. Toshio Hida
Resident Representative
JICA Mzlaysiz Office
Suite 29.08, Level 28
Menara Clilbank

165, Jalan Ampang
50450 Kuala Lumpur

Dear Sir,
RE : INDIVIDUAL EXPERT DISPATCH PROGRAMME

We refer ta the letter dated 25 June 2003 sent by Mr. Juichiro Sasaki pertaining
to the above.

Based on the discussion between JICA and BPIMB, we would Jike fo request
JICA 10 proceed to next stage of the above mantioned programme according to
the attachment i.e, Draft Proposal for JICA's Technical Cooperation aop

Infrastructure Finance in Malaysia.

Please contact Mr Salim Saparman at telephone no. 26152896 or Ms Tan at

ielephone ne. 26152048 if you have any guery.

Thank you,

Yours faithiully,

L‘*N—-’-‘-fm-

(HAJI MOHD. RAMLI SAMIAN)
General Manager
Infrastructure Banking Sector

Banik Pombangunanm & Infrastrokiur Malnysis Berhad sy

Menara Bank Pambanginan
Jalan Sultan 1smal, Peli Surat 12352, 50774 Kuals Lumpur, Tel; DI-2615 2020, 2618 2828

Telafaks: 03.2642 3520.‘2692 7168 Kawet: "BANKMAJU" Laman Web! www.baimb,cam.my
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JiCA MALAYSIA OFFICE
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c.c. Director General
Economic Planning Unit (EPU)
Prime Minister's Department
Block 5, Leve] 2 ,
Fed. Government Administration Centre
62502 PUTRAJAYA

(Aftn, 1 Madam Patricia Chia Yoon Mo
Director, External Assistance Section)

TFRALJICA-26/06/03
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Draft Proposal for JICA’s Technical Cooperation
: onh
Infrastructure Finance in Malaysia

1. Background of the Project
Infrastructure Banking Sector of Bank Pembangunan & Infrastruktur Malaysla Berhad

(hereinafter BPIMB) has conducted infrastructure finance since its establishment in 1999,
BPIMB is expected to play an importanllro!e in infrastructure development in the Eighth
Malaysia Plan 2001-2005. However, due to the lack of experiences in infrastructure finance,
operation of Infrastructure Banking Sector of BPIMB needs to be further improvement.

In addition, the Government of Malaysia promulgated the Development Finance Institution
Act in February 2002 based on Financial Master Plan in 2001. DFls including BPIMB are
recommended to enhance institutional capacities and operational structure from the

viewpoints of effectiveness, efficiency and soundnsiss,

2. Outline of the Project

2.1 Overall Goal
To improve the infrastructure financing system in Malaysia, particularly on BPIMB's

aclivities.

2-2 Project Purpose
To improve project management system and risk management systern of Infrastructure
Banking Operation in BPIMB with emphasis on credit risk management under the given

institutional framework,

2-3 Qutputs

. 2-3-1 Overall

1) A brief report on the role, responsibility, and issues of Infrastruclure Banking Sector of
BPIMB by the taskforce mambers will be submitted to the board of directors. This report
could be submitted to the concerned goverhment organizations of Malaysia if the Board
members would agree.

2} A proposal on overall risk management criteria (including funding requirements) of
Infrastructure Bankir;g Sector as a whole,
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3) A Handbook for Infrastruclure Finance which include Improved procedures and
guidelines on project management system from planning, implementation, and
monitoring as well as application of financial models. In the first year, credit risk
management will be pricrilized. In the second year, skiffs for pre—feasrbmty study at
project formulation stage will be added.

4) Improved Human Resource Development Programmes for Infrastructure Banking
Sector. ' ) ‘ .

5) Review and rationalize Organization Structure on roles and functions of other related
activities, e.g. credit risk function, risk assessment, funding, project menitoring and

supervision,

232 Inripravements in accordance with developmené stages of a project
1} Policies and Planning
a) Abrief report on current status of infrastructure projects by sub-sector in Malaysia
b) Abrlef memo on key factors of success for typical infrastructure projects,
2) Appraisals of projecis .
a) Improved procedures and guidelines on project appraisals (concession contracts,
technical aspects, and financial aspects)
b} A brief memo on credit risk management of a project
3) Extending credit
Improved procedures and guidelines on confracts, conditionalities, and disbursement
4) Monitoring
Improved procedures and guidelines on monitoring projects
§) Feedback to the Government
A brief memo on a prototype of a feedback report to the Government on credit risks of a
project will be submitted to the board of directors,
6) Knowledge data base for infrastructure finance
a) A profile of each project financed by the Bank
b) Key factors of success for credit risk management
c) Name list of experts In and outside of EPIMB with regard to specn’ ¢ projects, sub-

sectors, and/or financial experise.

2.4 Project Activities

24.1 Overall
1) To advise on writing a brief internal raport by the taskforce members on the rofe,

responsibility, and issues of Infrastructure Banking Secter of BPIMB,
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2) To advise on drafting a preposal on overall risk management criteria {including funding
'requfrements) of infrasfructure Banking Sector as a whole,

3) To advise on drawing i‘mproved procedures and guidelines oh project management
system from planning, implementation, and monitoring. ) ’

4) To advise on drafting improved Human Resource Development Programmes for
Infrastructure Banking Seclor.

2-4-2 Improvements in accordance with development stages of a project
1) Policies and Planning -
d) To advise on writing a brief report on current status of infrastructure projects by
sub-sactor in Malaysia
e) To advise ‘on writing a brief memo on key factors of success for typical infras_imcture
projects. )
2) Appraisals of projects
a} To advise on drafting improved procedures and guidelines on project appraisals .
{concession contracts, technical aspects, and financial aspects)
b) To advise on writing a brief memo on credit risk management of a project

3) Extending credi
To advise on drafiing improved procedures and guidelines on contracts, conditionalities,

and disbursement
4) Monitoring
To advise on drafting improved procedures and guidelines on monitoring projects -
5} Feedback to the Government
To advise on wiiling a brief memo on a prototype of a feedback report to the
Government on credit risks of a project and countermeasures.
5) Knowledge data base for infrastructure finance
@ To advise on formulating a profile of each project financed by the Bank
@ To advise on accumuilating key factors of success for credit risk management
@ To advise on drawing name list of experts in and outside of BPIME with regard
. to specific projects, sub-sectors, and/or financlal expertise,

2-5 Inputs

2-5+1 From BPIMB

1) To establish a taskforce in BPIMB for JICA cooperation programme.

2) To conduct coordination work and studies with advices from JICA Experts.
3) To conduct training programmes with JICA support.
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2.5-2 From the Government of Japan
1) To dispatch short-term experls with regard to the activities mentioned above,
2) To support training programmes for relevant staffs of BPIMB in Kuala Lumpur and

Japan.
3) To support taskforce of BPIMB by mobilizing consultants in Malaysia for providing
information in relation to Infrastructure project development and finance in and out of

Malaysié.

3 Implementation Schedule
- Refer to the attached “Cooperation Program”.

4 Related Activities

Implementation of the following Plans and Act

4-1 Eighth Malaysia Plan 2001-2005

4-2 Financial Sector Master Plan, Bank Negara Malaysla, March 2001
4-3 Development Financial Institution Act, February 28, 2002

4-4 Auditing by Bank Negara Malaysla, March 2002

4-5 BPIMB's Five Year Corporate Pian 2001-2005

5 Beneficiaries .

5-1 Staffs in Infrastructure Banking Sector of BPIMB.

5-2 Borrowers of infrastructure finance by BPIMB,

5-3 Other stake holders of infrastructure finance in¢luding public sector
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Discussion Agenda on Meeting with BPIMB Concerning the
Infrastructure Finance Operation

1. Issues Concerning Project Finance by Development Stage
1. Concept Identification Stage
1) Issues concerning the enhancement of project support capabilities from the outset of
development (including those concerning identification of concept, promotion scheme and
coordination of stakeholders)
Is it possible for BPIMB to consider sending one of its employees with project finance skills
to a chient company from project identification stage and assisting the project formation as a
member of the company taskforce?
It is often the case that the key factors affecting the success or failure of a company’s project
formation became fixed with severe conditions even before the borrower requests are made.
Tt is, therefore, crucial to lead the stakeholders to share necessary risks beforchand,
following the standard project finance procedures, Do you think it possible to adopt a
project-finance-style-risk-sharing system?
For the very purpose, the Bank is required to have a high standard consulting ability. Do you
have any plans to strengthen your employees’ abilities?
2) Do you have any written guidehnes or procedures concerning the project screening (or risk
checking) at an early stage of development based on the nature, eligibility and profttability of the

project concerned, risk analyses and the ability of project owners (i.e., project implementing body)?

2. Project Planning Stage

1) Basic policies concerning project approvals and priorities

(a) Improvement of credit approval policies (credit policy decisions), guidelines and procedures
Please disclose the instruction manuals of project appraisals, credit approvals and loan
procedures based on which BPFIMB’s curreut credit decisions are made.
Please disclose the current situation concerning the degree of political intervention
Please disclose information about the Bank’s past expenence of co-financing large-sized
projects with international financial institutions (such as ADB and WB) and foreign banks,
mncluding the information on how conditionalities were decided among those cofinanciers

(b) Project Planning and Appraisals — Project’s qualifications, implementing body and priorities
How do you prnoritize certain projects? Do you have any specific cnteria for giving such
priorities?

+ Do you approve a project, at the time of project screening, based on the extent of risk

mnherent m assets and liabilities? In other words, from the ALM pomnt of view, do you



2)

3)

4)

5)
6)

7

consider setiing a limit to the amount of risk-taking?
A specific criterion that distinguishes between the cases in which BPIMB chooses to become a
lead agency/one of the lead agencies of a cofinanced project and those of becoming a member
of syndication.
Operaticnal procedures for building the project structure by BPIMB (or by other financial
institution as a candidate for a lead agency) with potential sponsors, and the key issues
mvolved in the process (such as reaching an agreement on a preliminary risk-sharing
scheme/security package among the parties concerned)
Appraisal of royalty conditions laid down in the Concession Agreement between the project
company concerned and the government/local authorities; and appeals made to the government
for its revisions.
Management structure of a project company.
Appropriateness of procurement plans in terms of equity capital ratio, borrowing lmits,
syndication, etc.
In case BPIMB is to promote infrastructure finance from Public Private Partnership (PPP)
point of view, how different will it be compared with that of public investment by the

government in terms of development method, regulations and subsidics?

3. Implementation and Disbursement Stages

1)

2)

3)

4
5)

6)
7)

A general flow chart that shows an interactive relations among the interested parties as well as
the financial arrangements for each stage of development from preparation stage, through
construction start & completion stages to project operation stage (e.g., bridge finance by
commercial banks at construction stage).

Current status and issues concerning the Bank’s project implementation and loan disbursement
system (e.g. office regulations on loan decisions including the loan approval anthority and
risk-checks by officers 1n charge of project apprasals, and regulations on risk management
system), -

Terms of lending (including credit limit, terms of repayment, interest rates & fees, security
measures).

Risk coverage/risk reduction measures

Current status and issues concerning methods for evaluating engineering aspects of
construction (including construction costs, comstruction quality, operational risks and risk
reduction measures). Evaluations on environmental aspects of construction

Underwriting and syndication: negotiations using a Term Sheet

Legal and other contractual documentations (regarding restrictions on the project company

concerned, coverage for default risks, project asset management, etc. )



The current risk evaluation criteria (such as the rating by risk factor such as project owner,
completion of construction, marketing, foreign exchanges, and local characters that vares
from “risk zero™ to “high risk™).

Do you use any sort of credit rating system based on computerized grades?

4, Project Monitoring after Loan Disbursement

1)

2)

3

Follow up study on collateral conditions of loan disbursement including the auditing of project
expenditures, financial statements and credit rating by the project finance department/branch in
charge of loan disbursement.

A crosschecking system for reviewing individual lending by departments-and branches other
than the ones in charge of loan disbursement (such as departments in charge of credit risk
management, appraisals and auditing/inspection), its justification and concrete measures.

Monitoring risk factors

A system by which one can constantly obtain wformation on the changes of risk factors such
as economic environment and project owners (project implementing body).

Do you intend to acquire a real-time system that can inform you subtle changes in the extent
of each credit risk?

Do you intend to establish a risk-monitoring system that gives you a warning of “Need fo

Respond Immediately™ at times of increased risk for each project?

4) A crosschecking system for the establishment of the Bank’s overall risk management including

ALM; its justification and concrete measures.

1I. Issues Concerning the Enhancement of the Overall Risk Management System
1. Risk Management Systems and ALM

In case BPIMB went into the red, is there any regulation that obliges the Government to take
some measures to make up the deficit?

Do you already have a risk-checking system in which each credit risk is re-evaluated on
regular basis or at least at the end of each fiscal year?

In case a warning “Need to Respond Immediately” is given to a certain project as a result of
such re-evaluation, do you take any sort of risk coverage measures by regulation? E.g., Does
the Appraisal/Inspection Department have an authonty to instruct the Loan Department (in
charge of the project concerned) to take steps; and in case the Loan Department cannot take
effective measures following the instruction, do you have any regulaton that provides

guidelmes and procedures for such nisk management?

2 Rating and Disclosure



Past records regarding credit ratings.
Do you have a specific department (such as Corporate Risk Management Division) that

manages overall risk factors including credit risk and market risk on daily basis?

3. Problems of Infrastructure Banking Sector pointed out by the Central Bank Inspection,

measures to cope with the problems

II. Issues Concerning the Compilation of Know-How of Infrastructure Finance
1. Cases of Infrastructure Finance Project

1)

2)

3)

Flease give a rough outline of the past infrastructure finance projects refeming to the attached
form You can use any format other than this one, utilizing the existing documents

Out of the past projects, please choose a typical case of infrastructure finance; discuss the case
referring to the pomnts of evaluation listed in Section I above. Please describe the process of
vour discussion in detail.

Please inform us if you have any experience m co-financing projects with international
financial institutions (such as ADB and WB) or foreign banks, and coordinating terms of
lending with those institutions.

2. A System for Know-How Sharing

The current state and the future plan to develop a know-how sharing system and project
database, and their overview (e.g., project appraisal reporis, a set of project case studies with
similar profiles and the handbook of infrastructure finance)

How do you think will such a system work, and to what extent is it appropriate to compile
project information as database?

How will you utilize such a system and database at work?

3. The Capacity Bulding of Infrastructure Banking Sector.

1) The Current State of Human Resource Development

Personnel disposition by department; and specific duties by post.

Personal data of the staff of Infrastructure Banking Sector: educational background, work
experience (including that of SME Finance), specific years of experience at Infrastructure
Banking Sector and the reasons (such as special skills) for acquiring the current post

Is there any in-house training program? Whom is it aimed at and who is serving as a tramer?
Do you send your employees to other agencies such as international financial institutions,
leading private foreign commercial banks and the client compames in the industry specific to

each department (such as railways, port and real estates)?



Do you hire technical experts at each department?
Do you hire system engineers (especially in the area of financial programming & software
development)?

2) Compilation of the Know-How of Infrastructure Finance
Besides IBJ Model, what are the attempts of BPIMB in developing an appropriate Financial
Model? What factors, do you think, must be considered in the Financial Modeling?
Amny progress in the development of Project Rating System based on financial risks?

3} Human Resource Development in Future: The use of collective training programs and OJT,

IV, Organizational Issues

1. Proper forms and procedures for loan requests, circulating a draft proposal and appraisal
report

2. Infrastructure finance policy; office regulations on loan approval authority and division of
duties among the related departments; and the current state of instruction manuals (including

those issues that were put aside to be dealt with later at our previous visit).

V. Infrastructure Finance Issues: Institutional Changes and the Role of BPIMB

1. In the years prior to the inception of BPIMB’s Infrastructure Banking Sector in 1999, the
government authorities, ODA, and the domestic and foreign private mnvestors were the ones
who funded infrastructure finance projects. How did it work back then? Please give us some

examples.

2. How big 1s the current market for infrastructure finance? Please list ali the financial agencies
that participate in the market What 1s the BPIMB’s current position in the market?

3. What 1s your vision.for the fiture development of the infrastructure finance market and how
do you picture the future role of BPIMB?

4. How will you strengthen financial discipline following the Central Bank’s instruction and at
the same time increase the role of Infrastructure Banking Sector?

VL  BPIMB’s Taskforce for the Project implementation

With regard to the implementation of the Technical Cooperation Project for Institutional Capacity
Building on Infrastructure Finance m Malaysia (hereinafter called the Project), JICA 15 expecting
BPIMB’s ownershup and 1nitiatives to conduct the Project We would like to have your proposal on

the following pomts.



1. Names of counterpart members of BPIMB for the Project.

2. Posstbility to nominate working team members under counterpart team for condncting necessary

works for the Project. The working team is expected to come up with targeted outputs in the course

of implementing the Project with the support of JICA experts. Substantial works by the expected

working team is a critical factor for not only the success of our jomt work, but also the

sustamability of outcomes of the Project after completion.

3, Along st of candidate consultancy companies in Malaysia for a possible consignment work for

Infrastructure Finance in Malaysia

It 15 expecting that a possible consignment work with the JICA support will provide the joint

cooperation team with basic external information for the Project. Please suggest us a

counter-proposal with targeted sub-sectors based on a tentative draft TOR as follows.

Background to choose priority sub-sectors and projects to be surveyed.

2. Viewpomts for conducting case studies by sub-sector and projects with a

particular focus on Commercial Risks Analysis.
3. Case Stadies.

Particularly, viewpoints for conducting case studies include the following issues.

Key factors of success (or failure) for the life of project (Planning &
Development, Construction, Operation)

Policy & legislative frame, and Support Agreement by Government or
other public-sector authority (e.g. Privatization scheme, Incentives)
Outcomes of Pre-feasibility study

Main Sponsors capacity and commitments

Evaluation of the Project Company and concession contract & risk
allocation schemes

Operation risks and mitigation measures

Revenue risks and mitigation measures

Contract mismatch and mitigation measures

Force majeure risks and mitigation measures

Other problems and countermeasures

I essons to be learned

Thank you for your hme and cooperation.



03/12/01
Tentative Questionnaire
on
Infrastructure Finance in Malaysia

Responding to the BPIMB’s request for technical assistance in infrastructure finance, a JICA mission is

going to conduct preparatory works in Malaysia from December 8, 2003. The followings are our focus

points we would like to cover to determine the necessary areas for the technical assistance program.

Questionnaire for the Economic Planning Unit

1. Overall information on infrastructure finance in Malaysia

1)

2)

3)

4)
5)

Prior to the inception of the BPIMB’s infrastructure banking facility in 1999, which financial
mstitutions had been the main providers of loans for infrastructure projects in Malaysia?
How big is the current market for infrastructure finance in Malaysia and how big is the
government program in infrastructure finance in Malaysia?

Are there any financial institutions other than the BPIMB providing loans for infrastructure
projects? Please explain what percentage of infrastructure finance market BPIMB holds and
other financial institutions” trend in infrastructure finance in Malaysia.

What is your vision for the future development of the infrastructure finance market?

What do you think are the most important challenges afier enforcement of DFI Act 20027

2. Project selection/ screening stage

D

2)

3)

4)

6)

Please explain the criteria in your selection of infrastructure projects. Are there any changes in
the screening process of projects since the enactment of the Financial Sector Master Plan and
Development Financial Institutions Act? _

How do you prioritize certain projects? Do you have any targeted area (e.g., railway, toll
road) in infrastructure projects?

Do you have any limits in terms of project cost when the projects are mainly financed by
DFIs?

Please explain the main factors in the evaluation of project feasibility and project
implementing bodies,

Once the project is approved, to what extent does your institution deal with arranging the
project scheme (eg., any amangements among the interested parties, conchusions of
concession agreements)?

Please explain how inter-ministerial issues on infrastructure projects are coordinated.



3. Finance arrangement stage

1) Please explain the process you take i your negotiations with financial instititions which are
(co-)financing the project.

2) Please explain to what extent the government supports infrasfructure projects based on project

financing.

4. Project monitoring after loan disbursement

1) Once the financial institutions have completed the loan disbursement, to what extent do you
deal with monitoring the project?

2) Responding to any contingencies after the loan disbursement, is it possible to change the

project framework? If so, are you involved in the negotiation among the interested parties?

B Questionnaire for the Ministry of Finance

1. Overall questions

1) To what extent are you involved in DFIs’ loan appraisal?

2) Regarding the “Financial Sector Master Plan, March 26017, please explain any impact it may
have on DFIs, especially in terms of fund raising programs.

3) Please explain the outline of the “Government Support” and its criteria under the “Financial
Sector Master Plan”, To strengthen BPIMB’s capital base, do you have any specific financial

crteria?

2. Finance arrangement for infrastructure projects

1) Please explain the fund raising schemes for infrastmicture projects.

2) Please explain the major criteria and the scope of the government’s financial support for
mfrastructare projects.

3) Do you have any regulations on loans for infrastructure projects (loan amount, risk allocation,
etc.)?

4) Please explain how your institution is involved in coordinating inter-ministerial issues on

infrastructure projects.

3. Project monitoring

1) Once the financial institutions have completed the loan disbursement, to what extent do you
monitor the project?

2) If an mfrastrocture project mtroduced by the government makes a loss, do you have any

financial support to compensate?



D

2)

1)

2}

3.

Questionnaire for Bank Negara Malaysia
Oversll questions
On the basts of the Financial Sector Maser Plan, what roles and specified areas do you expect
BPIMB to take up in its banking operations?

Bank supervision

Please explain the financial discipline you would expect based on the Development Financial
Institutions Act 2002.

Based on the DFIA, please explain the framework of financial regulation and supervision of
DFls (e g, incorporated prudential rules, any regulations, scope of supervising, targeted
financial ratios). If you bave any specific regulation on structured finance (ie., project

finance), please also explain it.

Infrastructure finance
Please explain how your institution is mvolved n coordinating mnter-ministerial issues on

infrastructure projects.
Once the financial institutions have completed the loan disbursement, to what extent do you

monitor the project?

Capacity building
Please outline your achievements or plans for your capacity building program in the field of project

finance,
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RECORD OF DISCUSSIONS
BETWEEN JAPANESE PROJECT DESIGN TEAM
AND
BANK PEMBANGUNAN DAN INFRASTRUKTUR MALAYSIA BERHAD
ON JAPANESE TECHNICAL COOPERATION
FOR THE PROJECT ON INSTITUTIONAL CAPACITY BUILDING
ON INFRASTRUCTURE FINANCE IN MALAYSIA

The Japanese Project Design Team (hereinafter referred to as “the Team”)
organized by Japan International Cooperation Agency (hereinafier referred to as
“JICA”) and headed by Mr. Toshio Hida, Resident Representative of the JICA Malaysia
Office, had a series of discussion in Malaysia from March 9, 2004 to March 15, 2004
for the purpose of working out the details concerning the Technical Cooperation Project
for Institutional Capacity Building on Infrastructure Finance in Malaysia,

During its stay in Malaysia, the Team exchanged views and had a series of
discussions with Bank Pembangunan Dan Infrastrukiur Malaysia Berhad (hereinafier
referred to as “BPIMB™) with respect to desirable measures to be taken by JICA and the
Government of Malaysia for the successful implementation of the above-mentioned
Project.

As a result of the discussions, the Team and BPIMB agreed to recommend to their

respective Governments the matters referred to in the document attached hereto.

Kuala Lumpur, March 15, 2004
}
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84f. Toshio Hida Dato’ Haji Abdul Rahim Bin Mohd Zin
Resident Representative, Managing Director/CEQ,

Malaysia Office, Bank Pembangunan Dan Infrastruktur
Japan International Cooperation Malaysia Berhad

Agency



THE ATTACHED DOCUMENT

I.  COOPERATION BETWEEN JICAAND THE GOVERNWNT OF
MALAYSIA

1. The Government of Malaysia will implement the Technical Cooperation Project
for Institutional Capacity Building on Infrastructure Finance in Malaysia

{hereinafter referred to as “the Project”) in cooperation with JICA.

2. The Project will be implemented in accordance with the Master Plan which is
given in Annex L

II. MEASURES TO BE TAKEN BY JICA

In accordance with the laws and regulations in force in Japan, JICA will take, at its
own expense, the following measures according to the normal procedures under
the Colombo Plan Technical Cooperation Scheme.

1. DISPATCH OF JAPANESE EXPERTS
1)JICA will provide the services of the Japanese experts as listed in Annex II.
2)JICA will provide lecturers from the Development Bank of Japan.

2. TRAINING OF MALAYSIAN PERSONNEL IN JAPAN
JICA will receive the Malaysian personnel connected with the Project for

technical training in Japan.

3. UTILIZATION QF JICA-NET
JICA will utilize JICA-Net for mutual communication between the Japanese

experts and the Malaysian counterparts when necessary.
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4. IMPLEMENTATION OF CONSIGNMENT STUDY
. JICA will provide a consignment study on sub sectors of infrastructure in

Malaysia by local consulting companyf
II. MEASURES TO BE TAKEN BY THE GOVERNMENT OF MAT:AYSIA

1. The Govemment of Malaysia will take necessary measures to ensure that the
self-reliant operation of the Project will be sustained during and after the period
of Japanese technical cooperation, through full and active involvement in the
Project by all related authorities, beneficiary groups and institutions.

2. 'The Government of Malaysia will ensure that the technologies and knowledge
acquired by the Malaysian nationals as a resulf of Japanese technical cooperation

will contribute to the economic and social development of Malaysia.

3. The Government of Malaysia will grant in Malaysian privileges, exemptions and
benefits to the Japanese experts referred to in II-1 above and their families,
which are no less favorable than those accorded to experts of third countries
working in Malaysia under the Colombo Plan Technical Cooperation Scheme.,

4. The Government of Malaysia will take necessary measures to ensure that the
knowledge and experience acquired by the Malaysian personnel from technical
training in Jdpan will be utilized effectively in the implementation of the Project.

5. In accordance with the laws and regulations in force in Malaysia, the
Government of Maldysia will take necessary measures to provide at its own

€Xpense :

(1) Services of the Malaysian counterpart personnel and administrative

‘ personnel as listed in Annex 11 ;

(2) Land, buildings and facilities as listed in Annex IV ;




(3) Supply or replacement of machi.nery, equipment, insﬁ‘uménts, vehicles, tools,

spare parts and any other materials necessary for the implementation of the

Project;

(4) Necessary arrangement to secure adequate budget for implerientation of the

)

(6)

Project as follows;
a. Salaries and other allowances for the Malaysian counterpart personnel
b. Expenses such as electricity, water, gas fuel and local telecommunication

¢. Other contingency expenses related to the Project incurred by Malaysian
counterpart

Means of transport for the Japanese experts for official travel within
Malaysia ; and

Coordination with institutions that are involved in providing services

regarding to the Project, if necessary

ADMINISTRATION OF THE PROJECT
Chief Executive Officer of BPIMB, as the Project Director, will bear overall

responsibility for the administration and implementation of the Project.

General Managers of Infrastructure Banking Sector and Supervision Sector of
BPIMB, as the Project Managers, will be responsible for the managerial and
technical matters of the Project.

The Japanese Team Leader will provide necessary recommendations and advice
to the Project Director and the Project Manager on any matters pertaining to the

implementation of the Project.

The Japanese experts will give necessary technical guidance and advice to the
Malaysian counterpart personnel on fechnical matters pertaining to the

implementation of the Project.



5. For the effective and successful implementation of technical cooperation for the
Project, a Joint Coordinating Committee will be established whose functions and

composition are described in Ammex V.

V.  JOINT EVALUATION

Evaluation of the Project will be conducted joinily by the evaluation team(s)
consist of JICA and the Malaysian counterparts in the Joint |Coord1‘nating
Committee, before the end of the cooperation term in order to examine the level of

achievement,

VI. CLAIMS AGAINST JAPANESE EXPERTS

The Government of Malaysia undertakes to bear claims, if any arises, against the
Japanese experts engaged in technical cooperation for the Project resulting from,
occurring in the course of, or otherwise conngcted with the discharge of their
official functions in Malaysia except for those arising from the willful misconduct

or gross negligence of the Japanese experts.
VII. MUTUAL CONSULTATION

There will be mutual consultation between JICA and the Government of Malaysia

on any major issues arising from, or in connection with this Attached Document.

. — -~



VIII. MEASURES TO PROMOTE UNDERSTANDING OF AND SUPPORT
FOR THE PROJECT

For the purpose of promoting support for the Project among the people of
Malaysia, the Government of Malaysia will take appropriate measties to make the

Project widely known to the people of Malaysia.

IX. TERM OF COOPERATION

The duration of the technical cooperation for the Project under this Attached
Document will be one and a half years from May 2004,

ANNEX]T MASTER PLAN

ANNEX 1T LIST OF JAPANESE EXPERTS

ANNEXII  LIST OF BPIMB COUNTERPART AND ADMINISTRATIVE
PERSONNEL

ANNEXIV  LIST OF LAND, BUILDINGS AND FACILITIES

ANNEXV JOINT COORDINATING COMMITTEE



ANNEXT MASTER PLAN

1. Overall Goal
Infrastructure finance capacity in Malaysia, especially that of BPIMB, is strengthened.

2. Project Purpose
Credit risk management capacity of infrastructure finance operation in BPIMB is

strengthened with improved project management and risk management system and

capability.
3. Outcomes

3-1 Capacity of BPIMB'’s infrastructure finance risk management system is
strengthened

3-2 Know-how on project risk evaluation is accumulated and shared in BPIMB

3-3 BPIMB’s human resource development concerned with infrastructure finance is
strengthened. .

3-4 BPIMB’s capacity of organizational improvement related to infrastructure finance
is enhanced

3-5 Understanding is enhanced regarding direction of the BPIMB’s infrastructure

finance roles in Malaysia

Note:
The Project will be implemented in accordance with the Project Document attached to

the Minutes of Meetings accorded between and signed by BPIMB and the Japanese
Project Design Team organized by JICA on March 15, 2004. The Project Document

may be revised whenever necessity arises by the consent of the concerned authorities.



ANNEXII  LIST OF JAPANESE EXPERTS

1. Chief Advisor
2. Short-term experts in the following technical fields.
(1) Risk management system for infrastructure finance
(2) Project risk evaluation
(3) Evaluation of infrastructure sub-sector projects
(4) Human resource development for infrastructure finance
(5) Organizational improvement related to infrastructure finance
(6) Strategies for infrastructure finance operation
3. Project Coordinator



ANNEXII  LIST OF BPIMB COUNTERPART AND
ADMINISTRATIVE PERSONNEL

1. Project Director: Chief Executive Officer of BPIMB

. Project Managers: General Managers of Infrastructure Banking Segté‘r and
Supervision Sector of BPIMB

. Taskforce Members, composed of Counterparts and Working Team Members, as
counterparts of all Japanese experts

. Administrative Personnel

Administrative and clerical staff and others to support the implementation of the
Project



ANNEXIV  LIST OF LAND, BUILDINGS AND FACILITIES

1. Office spaces for JICA chief advisor, experts: and coordinator in the building of
BPIMB
2. Other necessary facilities for implementing the Project



ANNEXV JOINT COORDINATING COMM'IT’I‘]:]E

1. Functions

The Joint Coordinating Committee shali;
(1) Discuss and decide overall management and coordination of the'f’r‘oj ect,
(2) Review, advice and endorse the Project Plan,

(3) Review, advice and endorse the progress of the Project,

(4) Discuss and decide any other matters related to the Project.

2. Composition

The Joint Coordinating Committee shall be composed of}
(1) Chairman: Chief Executive Officer of BPIMB
(2) Deputy Chairman:
1) General Manager(s) of Infrastructure Banking Sector and Supervision Sector
of BPIMB

2) JICA’s Chief Advisor for the Project
(3) Members:

-Counterparts, BPIMB

-Personnel of Finance Division, MOF

-Personnel of Industry and Trade Section, EPU
-Personnel of DFIA Regulation Department, BNM

-Resident Representative of JICA Malaysia Office
-JICA Experts -

3. Frequency of Meeting

The Joint Coordination Committee shall meet three times during project implementation
period,



MINUTES OF MEETINGS
BETWEEN JAPANESE PROJECT DESIGN TEAM
AND
BANK PEMBANGUNAN DAN INFRASTRUKTUR MALAYSIA BERHAD
ON TECHNICAL COOPERATION PROJECT FOR INSTITUTIONAL
CAPACITY BUILDING ON INFRASTRUCTURE FINANCE IN MALAYSIA

The Japanese Project Design Team (hereinafter referred to as “the Team”)' organized by
Japan International Cooperation Agency (hereinafier referred to as “JICA™) and ﬁeaded by Mr.
Toshio Hida, Resident Representative of the JICA Malaysia Office, discussed and exchanged
views on Technical Cooperation Project for Institutional Capacity Building on Infrastructure
Finance in Malaysia (hereinafter referred to as “the Project”) with Bank Pembangunan Dan
Infrastruktur Malaysia Bethad (hereinafter referred to as “BPIMB”) from March 9, 2004 to
March 15, 2004 in Malaysia .

As a result of the discussions, both sides reached common understanding concerning
Project Document and the matters referred to ANNEX attached hereto. The Project Document
will be revised or altered when deemed necessary afier monitoring on the fimplementation by the

Joint Coordinating Committee.

Kuala Lumpur, March 15, 2004

Fh T =0

§z/Toshio Hida Dato’ Haji Abdul Rahim Bin Mohd Zin
Resident Representative Managing Director/CEQ,

Malaysia Office, Bank Pembangunan Dan Infrastruktur
Japan International Cooperation Malaysia Berkad

Agency



ANNEX
1. COQUNTERPARTS OF JAPANESE EXPERTS '
BPIMB decided reorganization in relation to infrastructure finance operation in February 2004.
It will be effective from June 2004, The counterparts of BPIMB will be composed of Senior
Managers of infrastructure finance related Departments, Divisions, and Sections in the new
organization. (Please refer Annex 10 of the Project Document.)

2.CONFIDENTIALITY OBLIGATIONS

Both sides confirmed that the relevant personnel of JICA and BPIMB are regulated under the
law in each respective country to divulge the confidential information that they acquired
knowledge of through their duties while in service and after retirement. To secure the
confidential information of the Project as well as activities at BPIMB, both sides agreed to take
the following measures:

(1) JICA shall include the clause of the confidentiality obligation in the contract between
JICA and the organization body designated as Japanese expert team for the Project.

(2) BPIMB and Japanese experts shall exchange the confidentiality letters on the information
security at the commencement of the Project.

(3) Japanese expert team shall keep any confidential information whatsoever sirictly
confidential which may be made known to the Japanese expert in the course of
performing the services and shall not disclose any such confidential information in any
manner to any third party during the term of cooperation and thereafter.

3. ACCOUNTABILITY OF THE PROJECT

Both sides confirmed that the progress, the findings, results of activities, and other information
that pertain to the Project should be reported to JICA and the relevant ministries of Japan, as
well as to be accountable to the Japanese nationale. Both sides agreed that the reports produced
by the Japanese expert team collaborating with Malaysian counterparts which are to be reported
to JICA shall get prior consent of BPIMB or the Joint Coordinating Committee of the Project.

[END]
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1. Introduction

The Government of Malaysia launched “Vision 2020” in 1991 with the objective of
becoming a fully developed nation by 2020. The Third Outline Perspective Plan
2001-2010 (OPP3), announced in 2001, provides the second phase of national
strategy to realize Vision 2020. The latest Eighth Malaysian Plan 2001-2005,
the first phase in the implementation of OPP3, emphasizes policies for
enhancing the competitiveness and resilience of the economy by shifting
growth strategy from being input-driven towards one that is knowledge
driven. Under this policy trend, the Eighth Plan focuses on increasing
efficiency, productivity, quality and reliability of infrastructure project to

support the nation’s comipetitiveness.

The Eighth Plan also emphasizes macroeconomic stability which is critical to
maintain sustainable growth with resilience as the country has seen the stability of
the financial system challenged in the recent Asian financial crisis. Efforts to
maintain macroeconomic stability includes pursuing sound macroeconomic
management, ensuring prudent fiscal and monetary policies, and so forth. In
response to the challenges in this new environment, the Financial Sector Master
Plan (FSMP) was formulated in 2001 to outline the strategies for the development

of the financial sector for achieving a more effictent, competitive and resilient

financial system.

Infrastructure finance system of Malaysia is currently facing an 1ssue of how to
balance two policy objectives, that 1s promotion of infrastructure development and
establishment of a sound financial system. The government of Malaysia has been
taking various measures to strengthen its financial sector, including Development
Financial Institutions (DFIs), and introduced the Development Financial
Institutions Act (DFIA) in 2002, recommending all DFIs to implement ther
mandated roles effectively, to provide financial services efficiently and to obtain a

sound financial footing as financial institutions.

Bank Pembangunan Dan Infrastruktur Malaysia Berhad (BPIMB) is the only
Development Financial Institution (DFI) that engages in infrastructure finance
operation in Malaysia. Although five years have passed since BPIMB was

entrusted by the Government to finance infrastructure projects in 1999, its



Infrastructure Banking Sector faces urgent needs to further strengthen staffs’
capacities and to establish an efficient financing mechanism, as this sector requires
a quite different expertise from ﬁnancing. SMis, that had been the primary
operation of BPIMB until 1998. Besides BPIMB has become further pressed to
implement its reform measures ever since effectuation of the DFIA. In this context,
BPIMB requested technical assistance in its capacity building to the Government
of Japan and the Japan International Cooperation Agency (JICA) held a series of
discussions with BPIMB on possibility of conducting technical cooperation for
BPIMB, conducting an ex-ante evaluation on a project plan drawn and proposed by
both sides.

This project document aims to describe the detailed design of the proposed project
as well as justification for implementing the project. In Chapter 2, it explains the
background of the proposed project. In Chapter 3, it describes the institutional
framework for infrastructure finance in Malaysia and analyzes problems to be
addressed and current situation concerning BPIMB. In Chapter 4, it elaborates the
strategy for project implementation, including basic implementation policy and
. main features of project implementation procegs. In Chapter 5, it illustrates the
detailed design of the project. Result of the Ex-ante Evaluation is compiled in
Chapter 6. Monitoring and evaluation for the project is discussed in Chapter 7.
Project Design Matrix (PDM), Plan of Operations (PO) and other documents

related to the project are attached as annexes to this project document.

2. Background
2-1 Socio-economic Context and National Strategy

The Government of Malaysia announced “Vision 2020” in 1991 which laid out the
directions for Malaysia to become a fully developed nation by 2020. A series of
five-year plans are the basis for official development strategies followed by “Vision .
2020”. The current the Eighth Malaysian Plan, covéring the period 2001-2005, is
the first phase in the implementation of the Third Outline Perspective Plan (OPP3),
2001-2010. The OPP3, which embodies the National Vision Policy (NVP), will chart
the development of the nation in the first decade of the 215t century. Ih response to
the need for resilience, both economically and socially, from contraction due to
Asian financial crisis in 1997, the Eighth Malaysia Plan puts emphasis on the



creation of a strong human resource base to support the development of the

knowledge-based economy as well as to enhance productivity and competitiveness

for the country as a whole.

The Development of the infrastructure and utilities network covering
transportation, communications, water supply and sewerage is a one of the main
component of a five year Malaysia plan. The Seventh Plan focused on capacity
expansion through a more integrated and coordinated planning approach to ensure
the availability of facilities to meet demand. The financial crisis in July 1997
affected the implementation of some major infrastructure projects, particularly
those by the private sector. As a result, the Government provided financial
assistance, including newly introduced infrastructure financing by BPIMB, for the
completion of these projects to ensure that the efficiency, productivity and
competitiveness of other sectors 1 the economy were not affected. In addition, the
implementation of critical and strategic Government-funded projects was

accelerated to serve as catalysts for reviving and stimulating the economy.

To overcome the financial crisis, the Government of Japan extended the financial
support to the government of Malaysia under the principle of "A New Initiative to
Overcome the Asian Currency Crisis - New Miyazawa Initiative -" to assist her
efforts in restructuring the economy. The support to Malaysia amounted to the
amount of Yen equivalent to approximately US § 5 billion in total as of March 2000.
This comprises of ODA loans, untied loans, and project sector investment loans.
Among them, BPIMB received untied Two Step Loan from JBIC equivalent to
US$400 million in 1999 to develop infrastructure urgently needed by the
Government of Malaysia. In addition, BPIMB signed the JBIC’s second untied Two
Step Loan equivalent to US$500 million mainly for transportation and

telecommunications projects.

For the Eighth Plan period, emphasis is given to increasing the capacity and
accessibility in less developed areas while in urban areas, the focus will be to
enhance efficiency and to improve public transport services. The provision of
utilities such as commumecations, water and sewerage will be given priority to
increase coverage and improve the quality of life. Participation by the private

sector will continue to be encouraged with the Government assuming an



increasingly important role in the supervision and setting of performance
standards of infrastructure facilities and services to support the growth and

competitiveness of other sectors, and a better quality of life as well.

The Eighth Plan also emphasizes macroeconomic stability which is critical to
maintain sustainable growth with resilience. Efforts to maintain macroeconomic
stability includes pursuing sound macroeconomic management, ensuring prudent
fiscal and monetary policies, attracting quality domestic and foreign investments,
enhancing the development of the growth sectors and maintaining a healthy
balance of payments position. In response to the challenges in this new
environment, the Financial Sector Master Plan (FSMP) was formulated in 2001 to
outline the strategies for the development of the financial sector for achieving a

more efficient, competitive and resilient financial system.
2-2 Situation of Infrastructure Finance

Before BPIMB started infrastructure finance operation, the government had
conducted all infrastructure development, except for privatized projects which
private financial institutions had implemented. However after the Asian currency
crisis, it 18 said that private financial institutions faced difficulties in fund raising

for such projects.

After the Asian currency crisis, the financially pressed government commissioned
private sector to carry out a part of infrastructure development that had been
conducted as public investment in the past. In this context, BPIMB began to

assume infrastructure finance operation since 1999.

In the past few years, the Government of Malaysia has taken up various reform
measures to strengthen DFI capacities. In March 2001, the Government mapped
out the Financial Sector Master Plan (FSMP) with a view to strengthening the
financial sector as an institutional infrastructure that is sound enough to promote
the country’s further economic growth. FSMP was especially determined to
strengthen DFIs’ operation system as a part of financial system for the country as a
whole. With the Development Financial Institutions Act (DFIA) coming into effect
in February 2002, all the DFIs including BPIMB, operationally separated from the

government, were recommended by BNM effective implementation of their



mandated roles, efficient provision of financial services and obtainment of a sound

financial footing as a financial institution.

BPIMB has been striving to improve its system and organization in order to play a
significant role in the development of the country’s infrastructure under the Eighth
Malaysia Plan, ever since it was entrusted in 1999 by the Government to finance
infrastructure projects, in addition to its primary role as a Development Financial

Institution (DFI) to finance small and medium Bumiputera enterprises.

2-3 Prior or Ongoing Project/Assistance

Japan, corresponding to this new development, has placed the technical
cooperation project for BPIMB under JICA’s Financial Sector Human Resources
Development Program, which is in hne with Japan’s aid principles for Malaysia
such as strengthening of economic competitiveness and human resources
development. So far JICA has dispatched a financial advisor between 2000 and
2002 for assisting BPIMB establishing its infrastructure finance operation, and
three infrastructure sector financial advisors in 2003 for identifying issues to be
addressed regarding BPIMB’s infrastructure finance operation. JICA has also
conducted a traiming course on project finance techniques every once a year

between 2001 and 2003, to each of which BPIMB sent two employees.

Although five years have passed since its inception of infrastructure finance
operation, BPIMB’s infrastructure finance sector faces urgent needs to further
strengthen staffs’ capacities and to establish an efficient financing mechamsm, as
this sector requires a quite different expertise from the conventional financing
skills for SMI. In addition, BPIMB has become further pressed to implement its
reform measures ever since the DFIA came into effect. Under this context, BPIMB
requested the Government of Japan to continue the dispatch of experts and to
provide BPIMB the continuous support for 1ts human resources development and
for strengthening its credit risk management capacities by individual

infrastructure projects and by the Bank as a whole.

3. Problems to be Addressed and Current Situation Concerning BPIMB



3-1 Institutional Framework for Infrastructure Finance

3-1-1. Outline of Infrastructure Finance

(1) Infrastructure project planning and project approval procedure of the
government

The plan of infrastructure development is formulated by the Inter-Agency Planning
Group (IAPQG) set up by Administrative and Modernization Unit (MAMPU) which
is composed of the Economic Planning Unit (EPU), Public Services Department,
Implementation Coordination Umt (ICU), Ministry of Finance, BNM and other
related Ministries. National Development Planning Committee (NDPC) examines
projects proposed by the EPU, and those projects are to be decided by the Cabinet
and be approved by the Parliament. The IAPG takes a central role in formulating
the plan and provides information to the NDPC for policy formulation based on the
five-year Malaysian Plan. The Cabinet decides fund allocation to projects based on
proposal made by the NDPC. The EPU takes a role as a secretariat for IAPG,
NDPC and related committees.

Infrastructure project plans are drawn up either by the Economic Planning Unit
(EPU) in the Prime Minister’s Office (top-down style) or by the competent
authorities (bottom up style) based on the Eighth Malaysia Plan. In the case of
top-down style, EPU experts or external consultants assess the project plans. In
the case of bottom-up style, IJAPG assesses proposed projects, matching to the
macro-level objectives set 1in the Malaysia Plan. For each project, content of the
Concession Agreement signed between a project sponsor and the government is to
be decided after the assessment by the IAPG. Then NDPC sends it to the Cabinet
for approval and the signing of the final Concession Agreement on projects

approved by the Cabinet is left entirely to the competent authority.

(2) Classification of Infrastructure Projects

The country’s infrastructure projects are drawn up under Five-Year Malaysia Plan,
based on which the budget is allocated by sub-sector. Under the Eighth Malaysia
Plan, the Govermment has promoted privatization in order to implement
infrastructure projects that mught be delayed or need to be urgently developed
under the tight budget. Infrastructure finance projects are classified into two

categories: 1) public investment and 2) privatization projects.



BPIMB is intensively providing financing of infrastructure projects that are subject

to privatization, except for deferred payment finance provided specifically to

contractors under the category 1) public investments.

Infrastructure projects are taken up in the following style:

» For partial privatization projects that are able to operate with the government
support, BPIMB provides financing and reduces the fund raising cost of project
sponsors; and

* For those projects that are able to privatize fully taking into account various
factors including project profitability, each project sponsors are free to select

their own financial institutions (including BPIMB).

3-1-2 Role of BPIMB in infrastructure finance system in Malaysia

Before BPIMB started infrastructure finance operation, the government had
conducted all infrastructure development, except for privatized projects which
private financial institutions had implemented. However after the Asian currency

crisis, it is sard that private financial institutions faced difficulties in fund raising

for such projects.

After the Asian currency crisis, the financially pressed government commissioned
private sector to carry out a part of infrastructure development that had been
conducted as public investment in the past. In this context, BPIMB began to

assume infrastructure finance operation since 1999.

Currently BPIMB is the only DFI which engages in infrastructure finance in

Malaysia, and its role in infrastructure finance can be considered as indispensable

mainly due to the following reasons;

(1) Reducing fund-raising costs for clients by providing preferential loan terms
(interest rated, etc.) compared to that of private financial institutions.

(2) Securing stability of fund-raising for clients by providing long-term loans
(longer than 10 years), etc.

(3) Reducing repayment burdens of clients by setting longer grace periods.

3-2 Analysis of the Current Situation and Problems to be Addressed

Since the Asian currency crisis in 1997, the government of Malaysia has been



focusing on establishing a sound financial system led by BNM and mapped out the
Financial Sector Master Plan (FSMP) in 2001. It has also strengthened financial
supervision over Development Financial Institutions (DFI), by issuing the
Development Financial Institutions Act (DFIA) in 2002. As a result, the
infrastructure finance system of Malaysia is now facing the issue of how to balance
two policy objectives, that is promotion of infrastructure development (A) and
establishment of a sound financial system (B). More specifically, the two policy
objectives are (A) promotion of infrastructure development, that has enormous
social and economic impact, by government agencies in charge of infrastructure
projects and (B) strengtheming BNM’s financial supervision over financial
mstitutions (such as improving capacity of financial risk management related to
infrastructure projects whose loan amount is very large and loan period is often

very long) in order to establish a sound financial system in Malaysia.

One of the most important factors in achieving such a balance between two policy
objectives duscussed above as (A) and (B) is capacity building of infrastructure
finance institutions, especially that of BPIMB. BPIMB is the only DFI engaging in
infrastructure finance in Malaysia. In the long run, capacity building of BPIMB’s is
expected to contribute to risk reduction of infrastructure projects through
enhancing BPIMB capacity to feedback financial risk information to the planning
authonties, and then to contribute to efficient and effective promotion of
infrastructure development. It is also expected to reinforce financial discipline of
BPIMB as a financial institution through reducing project risks accompanying
provision of large amount of loan and to contribute to establishing a sound

financial system 1n the future.



Bank Pembangunan Dan Infrastructur Malaysia Berhad (BRPIMB)

Name

History Established on 28 November 1973 as a vehicle to reduce the economic imbalances
between the Bumiputera and non-Bumiputera communities by financing Bumiputera
small and medium enterprises. In October 1998, it was entrusted by the Government
to finance infrastructure projects and its name was officially changed from Bank
Pembangunan to Bank Pembapgunan Dan Infrastruktur Malaysia Berhad
accordingly.

Service Small and medium business finance and infrastructure finance

Employees Approx. 600 people (Approx. 55 people in Infrastructure Banking Sector)

Supervising Ministry of Finance and Ministyy of Entrepreneur Development

Ministries

Capital RM1,600,000,000.- (100% owned by the Government)

Outstanding RM12,000,000,000,- (RMS8,612,700,000.- handled in Infrastructure Banking Sector)

loan amount

Fund
procurement

Employee Provident Fund, JBIC{Untied-loan), Infrastructure Note Program, Deposit
of povernment enterprises

Based on the analysis of the current situation through discussions between BPIMB

and JICA ex-ante study team and conducting interviews, the following issues are

identafied concerning infrastructure finance of BPIMB.

» Risk management capacity of infrastructure finance of BPIMB as a whole

Risk management capacity of infrastructure finance of BPIMB is required to be
reinforced so as to strengthen its financial discipline under the DFIA. BPIMB
must gather speed in adopting further reforms from the viewpoint of

strengthening mstitutional soundness under the DFIA.

Know-how on project risk evaluation

Systematic compilation of the know-how on credit analysis related to
infrastructure projects is yet to be developed. There 1s a remarkable difference
between the know-how of BPIMB’s conventional lending to indigenous SMI and
that of long-term credit analysis. Five years have passed since the inception of
Infrastructure Banking Sector in BPIMB, but it still needs to learn and master

new financial methods and practices for project finance.

» Traimng system of the Infrastructure Banking Sector

BPIMB has not established regular training programs on the continuous

human resource development for infrastructure and project finance.

» Organizational structure related to infrastructure finance

It is necessary to examine measures to strengthen orgamzational structure in

such respects related to project approval and credit management of



infrastructure finance. Presently in BPIMB, Infrastructure Project Finance
Taskforce is assuming the roles of a credit appraisal department who is
expected to receive project proposal submitted by loan department, assess the
validity of risk judgment, its compliance with the Bank regulations, and other
factors as an independent department. In order for BPIMB to carry out
practical credit appraisals such as the ones based on a database of compiled
knowledge and skills, it is important to examine orgamzational improvement
measures, such as to separate loan departments and credit appraisal
department. With regard to credit management, concrete procedures to
formulate and enforce countermeasures of risks are yet to be developed. It 1s
also essential to examine improvement measures on organizational structure
related to credit management of infrastructure finance.
Reorganization was decided at the Board Meeting in February 2004 and will
be effective from June 2004. (Please refer Annex 10 for the new Organization
Chart.)

» Operational strategies in order to respond institutional changes related to
infrastructure finance operation
Exposure to financial risks for Infrastructure Banking Sector of BPIMB is yet
to be clarified. The Government leads the decision-making at the project
formation and investment stages, leaving less scope for BPIMB to make its
own financial decisions. In spite of receiving the Government support letter for
infrastructure projects, the extent of BPIMPB’s financial responsibility 1s still

ambiguous.
After 1dentification of issues to be addressed, the solution tree was charted in
Annex 2. It identifies Core Objective in PDM, and clarifies the “means-ends”

relationship between the desirable situation (that would attained once problems

have been solved) and solutions for attaining it.

4. Project Strategy

4-1 Project Strategy

4-1-1 General Strategy
To address the problems illustrated in the previous chapter, the Project employs a
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TA method that emphasizes institutional capacity building of BPIMB, that is, a TA
method that guarantees to enroot the transferred expertise in the organization. By
doing so, sustainability of the benefit that is achieved by project implementation is
to be enhanced. Also successful implementation of this project scheme necessitates
BPIMB and JICA experts collaborate closely in implementing this project. In
particular, BPIMB and JICA experts pay attention to effective and efficient project

management, through reviewing the progress of the project regularly.

4-1-2 Basic Policy for Project Implementation

BPIMB and JICA experts implement the Project, based on mutual understanding
of the Project Implementation Policies described below. JICA experts provide
appropriate technical assistance, that meet BPIMB’s needs, in efficient and
effective manners, acknowledging that this project is one of the unprecedented and
advanced technical assistance on infrastructure project finance to a policy-based
financial institution, that the counterpart country, Malaysia, is an advanced
country in ASEAN region and that this project is one of the first project conducted
as Proposal of Technical Cooperation (PROTECQ), a TA scheme newly introduced

by JICA.

Basic Policy for Project Implementation
(1) Emphasis on ownership of the government of Malaysia and BPIMB and

maintenance of close communication between the Malaysian side and the

Japanese side during the Project implementation period.

(2} Mutual understanding on the roles of the Japanese experts as to assist
initiatives and self-help efforts by the Malaysian side: JICA experts provide
advice and technical assistance, utilizing know-how and information that

BPIMB has started to establish.
(3) Mobihzing experienced JICA experts and JICA-Net instructors in order to deal

with various 1ssues

(4) Making request for the Development Bank of Japan (DBJ) to collaborate in this
Project in Malaysia and in Japan, because DBJ has similarities to BPIMB as a
policy-based financial mmstitution and it is one of the most experienced Japanese
financial institution in the field of project finance.

(5) Planning the Project so that sustainability is secured after the project

implementation
(6) Provision of necessary mformation from BPIMB to JICA experts who meet the
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confidentiality obligations.

4-1-3 Main Features of the Project Implementation Process

Main features of this TA project and its implementation process are as follows;

(1) BPIMB organizes a Taskforce, comprised of Counterpart Members (mainly at
senior management level) and Working Team Members (mainly at officer level)
concerned with infrastructure finance operation of BPIMB in order to secure
regular communication and coordination with JICA experts.

(2) Provision of working schedule by BPIMB during the project implementation
period: BPIMB provides a working schedule on interactive collaboration with
JICA experts for 18 months (quarterly basis), for solving main 1ssues to be dealt
in this Project. BPIMB also provides their schedule to submit the drafts for the
following outputs;

(a) Plan for improving risk management system for the infrastructure finance
(b) Organizational improvement plan
(c) Strategies of infrastructure finance operation

(3) JICA experts collaborate with BPIMB in Malaysia quarterly, working on main
issues indicated in the above-mentioned quarterly working schedule and
improvement plan and providing advice through OJT, in a timely and focused
manner. In order to do so, JICA experts make plans for coliaboration with
BPIMB beforehand and carry out adequate preparations every quarter before
coming to Malaysia. This TA method allows BPIMB to conduct normal business
operation smoothly as well as to perform additional tasks that are necessary for
this Project implementation.

(4) JICA experts receive the information from BPIMB, in accordance with the
working schedule during the project implementation period, and analyze
concrete issues before each time they conduct TA in Malaysia. JICA experts
make adequate preparation and collaborate with BPIMB with efficient and
effective provision of advice in Malaysia. JICA experts make good use of
information and know-how that BPIMB has cbtained since its inception of
infrastructure finance operation as much as possible.

{(5) Following measures are taken to secure continuation of the technical assistance
in the course of the Project implementation as both sides work separately in
Malaysia and Japan respectively except for quarterly joint work in Malaysia;

A) Taskforce members of BPIMB and JICA experts grasp achievement and

1ssues to be addressed 1n the future on a quarterly basis.
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B) After coming back to Japan, JICA experts conduct follow-up works
necessary to solve 1ssues identified in the previous collaboration work in
Malaysia and communicate and coordinate regularly with the Taskforce
members through e-mails, faxes, ete.

C) BPIMB and JICA experts secure regular communication through JICA-Net
for overall information exchanges. This is basically conducted on a monthly
basis during the months JICA experts do not work in Malaysia.

(6) This Project utilizes various TA methods; collaboration work to solve issues and
OJT conducted by JICA experts in Malaysia as basis, the TA methods include
holding seminars in Malaysia, trainings in Japan, and utilizing JICA-Net
(including lectures on specific technical areas such as know-how at sub-sector
level, know-how on engineering and on environment evaluation). Also, the
Project requests the Development Bank of Japan for cooperation in holding
seminars in Malaysia and Japan, in order for BPIMB to learn lessons from
DBJ’s experience in project finance and in building its know-how as a
policy-based financial institution.

(7) The Training programs in Japan consist of two courses’ a trainer’s training for
officers and a program for executives. In trainer’s training, participants will
acquire knowledge of project finance to apply for infrastructure finance in
Malaysia. In a program for executives, participants will share views on the
direction of BPIMB’s infrastructure finance and enhance understanding of
other countries’ experiences to reflect BPIMB's future operational strategies

(8) A consignment study to a local consulting company will be implemented by
JICA's assistance under close coordination between JICA Experts and
Malaysian counterpart in order to grasp actual situation of sub-sectors in
Malaysia and learn lessons from cases studies. This aums at strengthening
BPIMB’s capacity in infrastructure finance at sub-sector level, because BPIMB
has not yet accumulated Malaysia-specific information and know-how at
sub-sector level in a systematic way.

(9)The Project assists BPIMB in establishing a know-how accumulation system and

training internal trainers system during project period, to secure sustainability

after the project implementation.
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4-2 Implementation Structurel

4-2-1 Taskforce

For implementation of this project, BPIMB organizes a Taskforce to be
counterparts of Japanese experts. The Taskforce is comprised of Counterpart
Members (mainly at senior management level) and Working Team Members
(mainly at officer level). The Counterpart Members are to work directly with
Japanese experts. The Working Team Members are to work under the instruction
of Taskforce Members and are to be trained as internal trainers and expected to
assume the role of enrooting the transferred expertise in the organization in the

future.

4-2-2 Joint Coordinating Committee (JCC)

For management of and coordination concermng this project, the Joint
Coordinating Committee (JCC) is to be established and to meet three times during
project implementation period. JCC’s function and composition is as follows;
(1) Functions
» Discuss and decide overall management and coordination of the
Project

» Review, advise and endorse the Project Plan

v

Review, advise and endorse the progress of the Project

» Discuss and decide any other matters related to the Project

(2) Composition
» Chairman: Chief Executive Officer of BPIMB
» Deputy Chairman-
1) General Managers of Infrastructure Banking Sector and Supervision
Sector of BPIMB
2) JICA's Chief Advisor for the Project
» Members:
-Counterparts, BPIMB

! For implementation structure of the project, please refer to Annex 9.

14



-Personnel of Finance Division, MOF

-Personnel of Industry and Trade Section, EPU
-Personnel of DFIA Regulation Department, BNM
-Resident Representative of JICA Malaysia Office
-JICA Experts

15



5. Project Design

The following text describes the Project in terms of its objectives, outputs, activities,
inputs, important assumptions, implementation structure and prior obligations.
Most of this information is summarized 1n a standard format of the Project Design
Matrix (PDM) in Annex 1 and the Plan of Operations in Annex 2.

5-1 Project Purpose

The project purpose is defined as:

“Credit risk management capacity of infrastructure finance operation in BPIMB is
strengthened with improved project management and risk management system
and capability”

It is expected to be achieved by the end of Project duration (one and half years from
project inception, that is June 2004 under the current institutional frame work).
The accomplishment of the project purpose can be measured by number and ratio

of projects that have been assigned risk scoring.

An important assumption to achieve the project purpose is “Systemized know-how
1s utilized for practice”. If the know-how estabhshed / enhanced in the project
outputs is not applied to practice, the project management system and risk

management system cannot be improved.

5-2 Overall Goal
The overall goal of the Project is defined as:
“Infrastructure finance capacity 1 Malaysia, especially that of BPIMB, is

strengthened.”

The accomplishment of this overall goal can be measured over longer period of time
than project duration (1 and a half years). The overall goal is to be measurable &y
number of project screening at project formulation stage and number of conducting

feedbacks of issues to the government as financial institution.
An important assumption to achieve the overall goal is “Infrastructure finance

capacity in Malaysia, especially that of BPIMB, is strengthened”. If the improved

project management system or risk management system are not maintained nor
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updated, the positive benefit of the Project cannot be sustained after the project

implementation and can not lead to capacity enhancement of infrastructure finance

of Malaysia, especially that of BPIMB.

5-3 Qutputs and Activities
In order to achieve the project purpose, the following five outputs are required to be
produced. Activities to be implemented for achieving each output are also

described.

Output 1: Capacity of BPIMB’s infrastructure finance risk management system is
strengthened.

Activities to be implemented-

(1) Assess the current capacity of infrastructure finance related sectors to make

corporate and project appraisal
(2) Examine improvement measures for organizing loan policy, manuals, etc. (for
overall risk management)

(3) Examine improvement measures for plan and system of ALM and risk

management.
(4) Examine improvement measures for fund mobilization and necessary disclosure
(5) Hold seminar on process for establishing risk management system, for
upgrading know-how and practical risk judgment as a policy-based finance

institution

Output 2° Know-how on project risk evaluation is accumulated and shared in

BPIMB.

Activities to be implemented-

(1) Review cases of loan projects and accumulate lessons learned
(2) Improve financial modeling

(3) Improve risk evaluation manuals

(4) Develop a system for know-how sharing

(5) Hold review training on know-how of project

Output 3: BPIMB’s human resource development concerned with infrastructure

finance 1¢ strengthened.
Activities to be implemented-
(1) Improve training system (OJT/group training)

(2) Train trainers
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(3) Hold training/seminar on infrastructure finance

Output 4: BPIMB's capacity of orgamzational improvement related to

infrastructure finance is enhanced.

Activities to be implemented:

(1) Examine improvement measures for organizational structure for infrastructure
finance

(2) Examine improvement measures for organizational strengthening related to

compliance and monitoring

Output 5° Understanding is enhanced regarding direction of the BPIMB’s

infrastructure finance roles in Malaysia

Activities to be implemented:

(1) Understand institutional issues related to BPIMB

(2) Hold seminar for executives, including Board of Directors and Senior
Management who are to establish the strategy of infrastructure finance
operation

(3) Examine strategies for coping with institutional changes under DFI Act (ie.

clear mandate and policy for infrastructure financing)

The chart below shows the work flow of outputs and activities stated in 5-3.
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5-4 Inputs
The following inputs from both Japanese side and Malaysian side are necessary to

undertake the activities listed above.

5-4-1 Inputs from the Japanese side

The Japanese side will take the following measures at its own expense:

(1) Dispatch of Japanese experts

JICA Experts-Approximately 8 experts
Approximately four times a year (Please refer Annex 5)
Lecturers from Development Bank of Japan-Approximately 5 lecturers
Approximately once a year
(Please refer Annex 11)

(2) Training of Malaysian personnel(s) in Japan (Please refer Annex 7)

(8) Utilization of JICA-Net approximately eight times a year for reviewing issues,
coordinating future activities, and conducting small seminars on specific
subjects. (Please refer Annex 4)

(4) Implementation of a consignment study on sub sectors of Infrastructure in
Malaysia by a local consulting company in the Japanese first fiscal year. (Please
refer Annex 6)

5-4-2 Inputs from the Malaysian side

The Malaysian side will take the following measures.

(1) To establish a Joint Coordinating Committee (JCC) to supervise and manage
the Project that will consist of representative from BPIMB, MOF, EPU, BNM,
JICA and JICA experts (EQJ is invited 1f necessary).

(2) To establish a Taskforce composed of the Counterpart members and the
Working Team members, for implementation of the Project

(Organizational structure for project supervision/management and
implementation is shown in Annex II)

(8) To assign adequate number of staff necessary for implementation of the Project
as Taskforce members, including administrative staff.

(4) To provide working facilities necessary for implementation of the Project.

(5) To make necessary arrangements to secure adequate budget for
implementation of the Project as follows:

a. Salaries and other allowances for the Malaysian counterpart personnel

b. Expenses such as electricity, water, gas fuel and local telecommunication
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c. Other contingency expenses related to the Project incurred by Malaysian

counterpart
(6) To provide means of transport and travel allowances for the Japanese experts
for official travel within Malaysia
(7) To coordinate with institutions that are involved in providing services regarding
Project Finance, if necessary.
(8) To ensure the following Management Information Procedures and Systems are
in place:

a. Project Monitoring

b. Project Profitability

¢. Portfolio Management
d. Risk Management

e. Budgeting

f. Fund Monitoring

5-5 Important Assumptions and Risk Analysis
Important assumptions assumed for this project are as follows:

» An important assumption to achieve the project purpose is “Systemized
know-how is utilized for practice”. This important assumption is expected to be
fulfilled, because the Project employs a TA method that provides assistance in

the course of engagement in the ordinary business operation.

» An important assumption to achieve the overall goal is “Infrastructure finance
capacity in Malaysia, especially that of BPIMB, 1s strengthened”. This
assumption 1s expected to be fulfilled, because the Project employs a TA

method that focuses on establishing systems that are sustainable after the

project implementation period.

» Important assumptions to achieve project outputs are “trained staff continue
working at BPIMB” and “counterpart members continue working at BPIMB”.
These assumptions are expected to be fulfilled, as strong commitment by the

BPIMB side is expected.
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5-6 Pre-conditions

As a precondition for commencement of the Project, mobilization of the Inputs
listed in section 5-4 above should be assured. Also, the project assumes that
institutional framework related to infrastructure finance operation of BPIMB does

not change.
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6. Ex-ante Evaluation
When JICA implements QDA projects, it uses five evaluation criteria stipulated by

the Development Assistance Committee (DAC) of the Orgamzation for Economic
Cooperation and Development (OECD) to determine whether implementation of
the Projects is appropriate. The aforementioned criteria are: efficiency,
effectiveness, impact, relevance, and sustainability. These criteria are also used in

the stages of monitoring and evaluation of projects.

6-1 Relevance
Relevance is evaluated through examining whether or not the Project Purpose and

Overall Goal are consistent with development policies and match the needs of

beneficiaries.

The project is considered to be relevant by following reasons:
(1)The Project is in hne with Japan’s aid principle and JICA’s Country-specific
Project Implementation Plan for Malaysia.
(2) It is in line with the Eighth Malaysian Plan 2001—2005 and the Financial

Sector Master Plan 2001-2010.
(8) Japan has accumulated the appropriate and transferable infrastructure

finance know-how.
(4) BPIMB is the only governmental financial institution that conducts

infrastructure finance. There is a strong need for human resource
development, as infrastructure finance requires quire different expertise

from the conventional financing skill of SMI finance.

6-2 Effectiveness
Effectiveness is evaluated by the prospects for achieving the Project Purpose.

Particular attention is paid to confirm whether or not the Project Purpose can be

expected to achieve based on the achievement of Qutputs.

The Project is considered to be effective by following reasons:
(1) Strong commitment of the BPIMB's management headed by CEO
(2) The Project is designed to strengthen BPIMB as a whole by training system

development and orgamzational structure reform.
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(3) It also aims to upgrade the level of know-how on a sector basis as well as
individual project basis.

(4) It is designed to solve prospective problems in accordance with BPIMB’s
working schedule. Therefore there is a high possibility that the knowledge
acquired will be utilized after the completion of the Project.

(5) Through occasions such as Joint Coordinating Committee, seminars, and
JICA’s training in Japan, authorities concerned will enhance understanding
of the importance of BPIMB’s role as a policy-based financial institution.

(6) The direction of infrastructure finance system in Malaysia becomes clearer as

BPIMB formulates “Strategies of Infrastructure Finance Operation” which
clarifies its own role. It is effective with the synergy of human resource

development.

6-3 Efficiency
Efficiency is assessed by productivity of implementation process. The evaluation
element is the appropriateness of the quantities and guality of resources put in, the

means, methods and timing of Inputs to achieve Outputs.
The Project is expected to be efficient by following reasons:

(1)It is clear what minimum inputs are necessary since BPIMB provides their
working schedule and information in order to clarify what and when BPIMB needs
assistance from JICA experts.

(2) In accordance with the issues and the schedule discussed in advance, the
quarterly on-site work will be effective and efficient through know-how transfer
with interactive work at each phase between JICA experts and BPIMB.

(8) Before and after the work in Malaysia, JICA experts make thorough
preparations in Japan such as producing appropriate materials and following up
problems in order to implement the on-site work productively.

{4) While 1n Japan, JICA experts follow up the problems and exchange information
with BPIMB by e-mail and JICA-Net in order to grasp the progress and problems.
Therefore the continuity of the technical assistance 1s secured throughout the
Project.

(5) By improving risk the management capacity of infrastructure finance related
sectors, the risk management capacity of whole BPIMB will be strengthened, which

will lead to the sound financial system and efficient promotion of infrastructure
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development in Malaysia. Therefore the Project is considered to be cost effective.

6-4 Impact
Impact is evaluated by the effects of project implementation. The impact of the

Project is assumed as follows:

(1) As a result of improving its infrastructure finance capacity, BPIMB will be able
to feed back the information on project risks from the perspective of a financial
institution to concerned authorities such as EPU, MOF, and BNM. In this
respect, the Government of Malaysia will be able to grasp the financial risks of
the projects in advance and promote more feasible infrastructure projects.

(2) Through improvement of its financial discipline, BPIMB will be able to
contribute to establish sound financial system and reduce the amount of fiscal

burden such as compensation payment by the Government of Malaysia.

6-5 Sustainability
Sustainability is evaluated through examining whether the benefits of the project

will continue after it is completed, with particular attention paid to the project’s

self-sufficiency.

The Project is assumed to be sustainable by following reasons:

(1)BPIMB will secure the necessary budget for the future trainings related to
infrastructure finance after completion of the Project.

(2)The Project is designed to establish a system to secure know-how on
infrastructure finance within BPIMB by implementing trainers’ training.

(3)The approach to enroot transferred know-how by consolidating systems such as

accumulating and sharing knowledge is being considered.

6-6 Overall Conclusion
As mentioned above, implementation of the Project is justified in the perspectives

of relevance, effectiveness, efficiency, impact, and sustainability.

Regarding the impact, the expected outcome by implementing this Project
including impacts on policy and financial system is considered to be significant for
the Government of Malaysia. In terms of sustainability, there is uncertainty

whether trained staff will continue working in BPIMB. To countermeasure this
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concern, the Project is designed with the emphasis on organizational capacity
building. Therefore, the know-how will be sustained in BPIMB even some of the
trained staff may leave BPIMB in the future

Implementation of this Project is justifiable and also necessary due to the following

reasons.

(1) The commitment and ownership of BPIMB are strong.

(2) The value of this Project is significant especially from the perspectives of
relevance and impact.

(3) The Praject aims to achieve sustainability and select the approach accordingly.

7. Monitoring and Evaluation
Evaluation of the project will be jointly conducted by the evaluation team(s) consist
of JICA and the Malaysian counterparts in JCC, before the end of cooperation term

in order to examine the level of achievement.

The Japanese experts and BPIMB will jointly conduct quarterly review on the

progress of the project, in order to secure efficiency and effectiveness of the Project.

In the course of the implementation of the Project, the following official reports will
be submitted to JICA from organization body for the Project collaborating with the
Malaysian Counterpart. All the official reports shall have a prior consent of
BPIMB.
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Type of Reports

Name

~

Content

No. of copies

Submission Date

Progress Report

With regard to Output in PDB, “Achievement of
Output’ as of submission date, and “Progress of
Activities” for the following periods will be
described.

JICA Experts and the Malaysian Counterpart will
jointly  draft the reports, and have a
prior-consultation with JICA before submission of
the Reports.

6

At the end of every half year after
the inception of the Project.

PDM Output

Outputs defined in PDM, such as draft plans,

descriptive papers, training materials which can be
disclosed.

1 and a half year after the
inception of the Project.

Final Report

Final report as of completion of the Project will
include the achievement of activities, inputs,
outputs, attainment of project purpose and Overall
Goals with lessons during implementation of the
Project and proposals to JICA and other concerned
agencies.

14

1 and a half year after the
inception of the Project.
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