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Letter of Transmittal

MALDIVES MONETARY AUTHORITY
Malé, Republic of Maldives

Dear Excellency,

In accordance with Article 35(2) of Maldives Monetary Authority Act (1981), I herewith
submit the Annual Report of the Maldives Monetary Authority for the year 2012 which
includes a copy of the Financial Statements for the year ended 31 December 2012 audited
by the External Auditors, Ernst & Young.

Yours sincerely,

Fazeel Najeeb (PhD)

Governor and Chairman

HE Dr Mohamed Waheed Hassan Manik,
President of the Republic of Maldives,
President's Office,

Malé.
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Statement by the Governor

Presented herewith is the Annual Report
of the Maldives Monetary Authority for
the year 2012. In accordance with section
35(2) of the MMA Act 1981, this report
covers the activities and developments

of the Authority for the year 2012, and
includes the audited financial statements
for the year. In addition, it also highlights
the key macroeconomic and financial
sector developments in the country

during the year.

As was the case in the last several years,
2012 was also a challenging year for the
economy of the Maldives. The tourism
sector, which is the mainstay of the
country’s economy, performed less than
expected. Although tourist arrivals into
the country increased, thanks to a robust
growth in the Chinese market, bed-
nights in fact fell, mainly due to a decline
in tourist arrivals from Europe. At the

same time, the country’s fiscal conditions

continued to deteriorate, and the financial
sector experienced setbacks connected
with deterioration in asset quality and

a decline in private sector credit. The
government’s domestic debt escalated and

the balance of payments worsened.

The economic situation required the
government to take bold steps to
increase revenue, cut down current
expenditure, reduce debt, and increase
foreign exchange earnings. Indeed the
government took several measures

to address some of these issues.
However, these did not go far enough,
and there were significant policy and

implementation slippages.

MMA strives to maintain price stability in
the country and uses the pegged exchange
rate regime to achieve this objective.
However, the heavy fiscal dominance

in the economy and the unsustainable
spending by the government continued

to compromise the effectiveness of the

monetary policy during the year.

Like in the previous several years, MMA
remained vigilant of the developments
and performance of the financial sector in
the aftermath of the global financial crisis
and the macroeconomic imbalances in the

domestic economy.
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Effective regulation and supervision

of the financial sector remained a high
priority of the MMA. The implementation
of the Prudential Regulations introduced
in 2009/2010 and the Banking Act
enacted in December 2010 were given

special emphasis.

Providing a modern, secure and an
efficient payment system conducive to
economic growth and financial stability
in the country is an important part of
MMA’s commitment to modernizing the
country’s financial sector. To this end,

a Real Time Gross Settlement System
(RTGS) and Automated Clearing House
(ACH), which facilitate a more efficient
transfer and settlement of interbank

payments, were introduced in the year.

As part of an ongoing restructuring of the
bank to pursue its statutory objectives
more professionally and efficiently, a new
organizational structure was adopted in
early 2012. Under the new structure, the
functions of the organisation are grouped
under four main areas: (1) monetary
policy, research and statistics; (2)
financial stability; (3) banking operations;

and (4) corporate services.

Work on an Enterprise Resource Planning
project continued throughout 2012.

The project is aimed at centralising and
automating the accounting system,
systemising the maintenance of human
resources records and the procurement

process of MMA.

With the philosophy that the most
valuable assets of the organization are
its human resources, a high priority is
given to the development of skills and
enhancement of professional capacity
and productivity of the staff. To this end
a range of in-house, local and overseas
training and study programs were made
available to the staff. The MMA Training
Institute (MMA TI), established on

24 February 2010 to provide training

to MMA and financial sector as well

as to create and increase awareness

on monetary and financial matters,
conducted several training programs to
enhance the functional and professional
capacity of the staff of the MMA as well as

the financial institutions in the country.

In order to increase transparency and the
accountability of MMA, and to improve
the institution’s ability to provide
information to the public in a timely
fashion, a corporate communications
strategy was introduced in April 2012.
An important aspect of the strategy was
to increase the outreach to the younger,
as well as the increasingly technology
savvy population of the country, through
the use of social media such as YouTube,
Facebook and Twitter. Further, MMA also
started publishing a monthly economic
review in Dhivehi, to provide economic

information to a wider audience.

I express my deep appreciation and
gratitude to the Board of Directors for
their policy direction and guidance. In

addition, I extend my sincere thanks to



the dedicated staff members of MMA

for their commitment to pursuing the
statutory objectives of the bank. I am
confident that with their professionalism,
experience, and expertise — and with
effective coordination between fiscal

and monetary policies — we would be

able to overcome the current difficulties
and embark upon a more stable

macroeconomic trajectory.

Fazeel Najeeb (PhD)

Governor and Chairman
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1. Macroeconomic Review

1.1 Overview of
macroeconomic
developments in 2012
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Following a growth rate of 7 per cent

in the preceding two years, real GDP
growth slowed down to 3.4 per cent
during 2012. This was largely due to the
substantial slowdown in the tourism
sector, reflecting the weak economic
conditions in Europe, which is the main
tourism market of the Maldives. Despite
the sluggish performance of the tourism
sector, the construction, fishing and the
manufacturing sectors stood buoyant
and thus contributed positively to GDP
growth.

The tourism sector, which directly
accounts for roughly one-third of GDP,
grew by a mere 0.7 per cent during
2012 as opposed to the initial estimate

of 7.5 per cent. This marked slowdown

was driven by depressed tourist arrivals
from Europe owing to weak economic
conditions in the main European source
markets, although it was partly offset

by robust growth in Chinese tourists.
The travel advisories issued by various
governments against travelling to the
Maldives following the political unrest in
the country earlier during the year also
had an impact on the tourist arrivals into
the country during the period. According
to tourism statistics, total tourist arrivals
grew by a modest 3 per cent in 2012
compared to a growth of 18 per cent in
the previous year. Despite the growth

in tourist arrivals, tourist bed nights
registered a decline during 2012 owing to
the decline in average stay, which lowered
the average room occupancy to 70 per

cent from 73 per cent in 2011.

GDP growth rate by
selected sectors,
2003-2012

Source: DNP
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Looking at other major production
sectors of the economy, after declining
for five consecutive years, primary fishing
activities registered a turnaround and
expanded by 9.7 per cent in 2012. The
improvement in fishing activities also
provided a boost to fish exports and

fisheries related manufacturing activities.

.

~

Fish export volume
and earning,
2003-2012

Source: MCS

During the year, fish exports grew by

6 per cent while fish export earnings
recorded a much higher growth of 29 per
cent supported by high tuna prices in the
global market. Meanwhile, manufacturing
output further strengthened in 2012

and grew by 17.5 per cent driven by

increased fish processing activities.

As for the construction output, after
suffering a severe downturn in 2009
following the global financial crisis, the
construction sector appears to have
recovered well expanding by 19 per cent
in 2011 and a further 16 per cent during
2012. The robust growth of construction
sector continues to be largely driven by
buoyancy in construction of new resorts

and public sector infrastructure projects.

Regarding the price situation, after
remaining elevated in the first half of
2012, the rate of inflation, as measured
by the annual percentage change in the
consumer price index (CPI) for Male’, fell
to 5.4 per cent at the end year. The fall in
inflation reflects the waning of the one-
off impact of devaluation of the rufiyaa
in April 2011 and the introduction of
general goods and services tax (G-GST)
in October 2011 and the subsequent rate
increase in January 2012. Meanwhile,
external sources of inflation remained
muted during the year reflecting subdued

growth in global commodity prices.
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With regard to the developments in the
monetary policy front, the Maldives
Monetary Authority (MMA) continued
to mop up excess liquidity in the system
created due to the loose fiscal policy.
However, the international reserves
declined due to the worsening of the
external position of the economy. The
policy indicative rate remained unchanged
at 7 per cent throughout the year. As for
developments in monetary aggregates,
broad money growth slowed down to
5 per cent in 2012 from double digit
growths in the past several years. The
growth in broad money during the year
was mainly contributed by the rise
in net foreign assets of the banking
system, brought about by the on-going
accumulation of foreign assets by the
commercial banks whilst repaying their
overseas borrowings. On the other hand,
the net domestic assets of the banking
system recorded a decline during the year
owing to the reduced credit to private
sector which reflects the slow economic
growth and deterioration in asset quality

of the domestic banking system.

Inflation, 2008-2012
Source: DNP

On the fiscal front, according to the
revised budget estimates of November
2012 the fiscal deficit widened to 13
per cent of GDP in 2012 from 8 per
cent of GDP in 2011. This was mainly
due to a larger increase in government
expenditure (including net lending)
concurrent with a small decline in
government revenue (including grants).
Despite the less than 1 per cent decline
in total government revenue, tax
revenues rose significantly during the
year. This was due to favourable receipts
from goods and services tax on tourism

(T-GST), business profit tax (BPT) and

BoP and Gross
International
Reserves,

2007 - 2012 (in
millions of US dollars)
Source: MCS, MMA
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Balance of Payments,
2007 - 2012 (in per
cent of GDP)

Source: MMA

general goods and services tax (G-GST)
stemming from the increase in T-GST

and G-GST rates in January 2012 and

the full implementation of the BPT later
in the year. On the spending side, total
government expenditure (including

net lending) rose by 15 per cent owing

to a sizable increase in social welfare
contributions associated with spending
on Aasandha, the medical insurance
scheme initiated by the government, in
January 2012. With the increase in fiscal
deficit, total public debt has risen from 74
per cent of GDP in 2011 to 79 per cent of
GDP in 2012 amounting to MVR 27,122.9
million. Almost half of the public debt is
borrowed from domestic sources, mainly

through the issuance of T-Bills.

As for developments in the external
sector, the current account deficit
worsened to 27 per cent of GDP in

2012 from 21 per cent of GDP in 2011
due to the widening of the trade deficit
coupled with a smaller decline in the
services account surplus and the transfers
account deficit. The worsening of trade
deficit reflects the substantial increase in

imports although exports also rose during

Annual Report and Financial Statements 2012

the year. Meanwhile, with the improved
global financial conditions, foreign direct
investment inflows improved during the
year which increased the net financial
inflows. However, gross international
reserves continued to be on a downward
trend, despite some temporary increases,
and fell to US$ 304.6 million at the end of
2012.

With regard to the exchange rate, the
Maldivian rufiyaa remains pegged to

the US dollar between a band of 20 per
cent on either side of a central parity of
MVR 12.85 per US dollar (i.e. between
MVR10.28 and MVR15.4). Since the
adoption of the exchange rate band in
11 April 2011, the rufiyaa has moved to
the upper end of this band due to the
persisting foreign exchange pressures

in the economy. As such, at the end of
2012 the MMA reference rate stood at
MVR 15.37 per US dollar. With regard to
the bilateral exchange rates, the rufiyaa
depreciated against the Singapore dollar,
the Sterling pound and the euro at the
end of 2012, reflecting the weakening of
the U.S dollar against these currencies.
However, the rufiyaa appreciated against
the Japanese yen, the Sri Lankan rupee

and the Indian rupee.
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1.2 Outlook for 2013

Real GDP growth is projected to improve
in 2013 after slowing down in 2012.
According to projections made in
November 2012 by the Department of
National Planning, growth is expected to
increase slightly from 3.4 per cent in 2012
to 4.3 per cent in 2013. The impetus for
growth is expected to come from a more
favourable outlook for the tourism sector,
which is based on two main assumptions.
One is that there will be more aggressive
tourism marketing this year, which will
attract more tourists to the country.

The second assumption is that external
conditions will improve; more specifically,
the macroeconomic situation in the

main European markets will recover in
2013. However, downside risks to growth
have increased since the projections

were made, and there is now renewed
uncertainty about the euro-zone crisis,
which has clouded the growth prospects
for Europe. According to the forecast
released by the IMF in January this year,
euro area output is now projected to
contract by 0.3 per cent in 2013, instead
of the 0.5 per cent growth projected in

October last year.

The outlook for inflation is moderate
compared to that of 2012. A number

of one-off factors, such as the rufiyaa
devaluation and the introduction of the
G-GST, kept the headline inflation at
elevated levels for most of last year. As
price pressures from these factors wane,

and since global commodity prices are

projected to grow only moderately during
2013, the rate of inflation is expected to
remain at around 6 per cent in 2013, or
close to the level achieved at the end of
last year. However, there are also upside
risks to inflation emanating from global
factors. The political situation in the
Middle East is still very fluid and could
escalate quickly, potentially triggering
sharp increases in oil prices in the global
market. Further, while global commodity
prices are expected to be moderate,
unpredictable weather patterns could
lead to soaring prices, given that global
food commodity stocks are already at low

levels.

Fiscal consolidation and reducing
external imbalances continues to be
the biggest macroeconomic challenge
faced by the Maldivian economy. The
2013 budget passed by the Majlis
envisages an ambitious reduction in
the fiscal deficit to 3.6 per cent of GDP
in 2013 from 12.6 per cent in 2012,

to be achieved through both revenue
increases and expenditure reductions.
Most of the increase in revenue is to be
achieved from the implementation of
new revenue measures, equivalent to 5
per cent of GDP. A number of savings
are also planned from the expenditure
side through improved targeting of
subsidies and welfare contributions.
This is expected to generate savings
amounting to 4 per cent of GDP. However,
unless appropriate policy measures are
taken early in the year, these savings

may not materialise. The financing of



the fiscal deficit is planned mostly from
the issuance of T-bills domestically.
However, the uncertainty surrounding
the expenditure cuts means that financing
pressures are likely to emerge towards

the end of the year. Public debt, which

has already reached over 70 per cent

of GDP, is expected to remain high in
2013, increasing concerns over the

sustainability of debt.

The CAD is expected to remain high in
2013 as well. Despite buoyant receipts
from the tourism sector, CAD is expected
to remain at 28 per cent of GDP, same
asin 2012, reflecting the growing trade
deficit. The latter is due to the strong
import demand fuelled by both the
growth in tourism as well as the large
increase in government expenditure.
During 2013, the CAD is expected to

be financed both from FDI inflows and
external borrowings. The high CAD

and recent repayments of debt has put
pressure on gross international reserves
which is expected to fall to 1.3 months of
imports or US$ 291.4 million at the end
of 2013.

Annual Report and Financial Statements 2012
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2. Monetary policy

2.1 Monetary Policy

framework

The monetary policy is aimed at achieving
price stability and maintaining an
adequate level of external reserves using
the exchange rate peg with the US dollar
as an intermediate target. In order to
control the money supply, MMA targets
monetary base as the operating target.
Hence, MMA continued its monetary
operation in order to achieve its targets
on the reserve money using the monetary
policy tools. The main monetary policy
instruments currently in use are the
Minimum Reserve Requirement (MRR),
Open Market Operations (OMO), and
MMA standing facilities, which consist

of the Overnight Deposit Facility (ODF),
and the Overnight Lombard Facility
(OLF). The rates and conditions on these
instruments remained unchanged during
the year. The foreign exchange swap
facility was re-introduced in the middle of
2012 with some modifications to its terms
and conditions. The facility was available
to all the commercial banks, but none of

the banks utilised it during the year.

The MRR remained unchanged since the
lowering of the rate to 25 per centin 1
June 2006. The reserve requirement for
local currency has to be met in the form
of rufiyaa deposits, while for foreign

currency, US dollar deposits are required.

11

However, since 19 May 2011, banks are
required to maintain 3 per cent out of 25
per cent of the foreign currency MRR in
rufiyaa deposits in order to relieve the

dollar shortage in the market.

An indicative monetary policy rate at 7
per cent per annum was introduced on 29
May 2011 to signal the tight monetary
policy stance to the market. This policy
rate is currently within the interest rate
corridor of 0.25 per cent per annum of
ODF and 16 per cent per annum of OLE.
With the introduction of the indicative
rate, the weighted average interest rate
of Reverse Repo started increasing and
reached 7 per cent by the end of first
quarter 2012.

As per MMA Act, the Board of Directors
of the MMA is the highest decision
making body of the Authority and is
responsible for taking key decisions on
all matters relating to monetary policy.
The Monetary Policy Committee (MPC)
recommends necessary policy changes to

the MMA board for approval.

2.2 Monetary developments

As for the monetary developments during
the year, reserve money (MO0) and broad
money (M2) both registered annual
increases at the end of 2012, although

at a slower pace compared to 2011. The



expansion in MO can be attributed to the
growth in the NDA of the MMA, while the
annual growth in M2 was largely driven
by the improvements in the net foreign

assets (NFA) of the commercial banks.

The MMA continued its monetary
operations by conducting its weekly
OMOs and ODF to clear excess liquidity
in the banking system. During 2012,

the average investment in reverse

repos (liquidity absorption) increased
substantially, whereas investment in ODF
dropped significantly, leading to an overall
drop in the average amount of liquidity

absorbed via monetary operations.

The NFA of the banking system showed

a marked increase in 2012, due to

the improvements in the NFA of the
commercial banks. The net liability
position of the commercial banks evolved
to a net asset position in December 2012
for the first time since July 2005. This was
predominantly due to the accumulation
of foreign assets and a decrease in foreign
liabilities by repaying a sizable portion of
the banks’ outstanding borrowings from
abroad. However, the expansion in the
NFA of the banking system was partially
offset by the decline in the NFA of the
MMA.

A further analysis of the components

of MO showed annual increments in

both commercial banks’ deposits and
currency in circulation at the end of 2012,
although at a slower pace relative to

2011. The total money supply measured

Annual Report and Financial Statements 2012

by M2 expanded at a lower rate in 2012
than in 2011. The annual growth rate in
M2 was 5Sper cent in 2012 compared to
20per cent in the previous year. Further,
the substantial rise in M2 at the end of
2011 partly reflected the depreciation
impact following the introduction of the
exchange rate band for rufiyaa in April
2011. However, the effects of depreciation
dissipated during 2012, leading to a
comparatively lower growth rate for M2 in

2012 when compared to that of 2011.

The slowdown in the growth rate of M2
during 2012 can be attributed to the
sluggish growth in quasi money and
narrow money, particularly during the last
half of 2012. Accordingly, quasi money,
which accounts for nearly 58per cent of
M2, expanded on average by 10per cent
in 2012 compared to the robust growth
of 41per cent in 2011. This was a result
of a deceleration in foreign currency
deposits (which constitute 85 per cent

of quasi money), partly due to the mild
performance in the tourism sector during
the year, coupled with the effects of the
rufiyaa devaluation in the previous year,
as mentioned above. Additionally, the
average growth in narrow money dropped
to 3per cent in 2012 from 12per cent for
the previous year. This mild expansion in
narrow money was brought about by the
increase in currency outside depository
corporations and the rufiyaa transferable
deposits. The moderate growth in narrow
money in 2012 largely reflects the
slowdown in domestic economic activities

during the year.

12
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As regards the private sector credit
developments, loans and advances to the
sector declined by 7 per cent on average
during the year, as opposed to the 7per
cent growth in 2011. This negative
growth in private sector credit reflects
slow economic growth and the increase

in the number of non-performing loans
(NPLs) of banks. The commercial banks
were seen to invest in less risky assets
such as government T-bills and securities
issued by the MMA. As for the sector-wise
distribution of loans to the private sector,
the tourism sector continues to hold the
largest share of total outstanding private
sector loans at 58 per cent. However,
loans to the tourism sector declined by
8per cent during 2012 after recording a
growth of 5 per cent in the previous year,
although the latter figure partly reflected
the rufiyaa devaluation in 2011. Loans to
the fisheries sector recorded a significant
decline of 29 per cent, while loans to the
transport sector declined by 22 per cent.
However, loans extended to the commerce
and construction sectors grew marginally,

by 1 per cent and 2 per cent, respectively.

The MMA indicative policy rate remained
unchanged at 7 per cent throughout
2012. Meanwhile, the weighted average
interest rate (WAIR) on reverse repo
reached 7per cent at the end of the first
quarter of 2012. However T-bill rates
showed significant increases during 2012,
with T-bill rates for the three maturity
periods, 28 days, 91 days and 182 days,
increasing by 90 bps, 94 bps and 88 bps,
respectively. During August 2012, T-bills

13

for a new maturity period of 364 days
were introduced, with their initial rate at
7.34 per cent, increasing to 7.86 per cent
by the end of 2012. This increase in T-bill
rates can be attributed to the increasing
government financing requirements to

support the widening budget deficit.

The WAIR on loans to the private sector
showed increases in both local and foreign
currency loans during 2012. The interest
rates on loans extended to the private
sector denominated in national currency
rose by 34 bps to 10.51 per cent, while
private sector loans denominated in
foreign currency increased by 26 bps to

8.68 per cent.

With regard to interest rates on
deposits, the annual WAIR for both
national currency and foreign currency
denominated savings deposits remained
unchanged at 2.25 per cent and 2.22
per cent, respectively, during 2012.
Meanwhile, rates on time deposits (with
a maturity of two to three years) declined
for both national and foreign currency
deposits, by 30 bps to 3.80 per cent and
51 bps to 4.49 per cent, respectively.
Rates for national currency transferable
deposits edged up slightly to 2.24 per
cent while rates for foreign currency
denominated deposits fell by 15 bps to
1.59 per cent at the end of the year.
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3. Financial Stability

N

J

Bimonthly meeting
are held with bankers
to discuss the issues

in their industry

3.1 Framework for Financial

Stability

Maintaining financial stability is one of
the core objectives of the MMA. Although
there is no easy or uniform definition

of financial stability, it can be viewed as

a condition where the financial system
has the capability to efficiently allocate
funds, and withstand shocks that could
disrupt the functioning of the financial
system and economic growth. Financial
stability is important in order to maintain
trust in the financial system, which helps
to prevent destabilising incidents such

as bank runs. In order to ensure and
sustain financial stability of the Maldives
financial system, MMA regulates and
supervises the banks and non-bank
financial institutions. This is necessary

to identify the possible sources of risk,
areas of vulnerability and take necessary

measures to safeguard the health and

efficient functioning of these institutions.

The financial system consists of financial
institutions; financial markets and
financial infrastructure payment and
securities settlement systems; and credit
information registries. In the Maldives,
the main players in the financial system
are the commercial banks, of which three
are locally incorporated, and four are
branches of foreign banks. Non-bank
financial institutions include a finance
leasing company, a housing finance
company, and seven money remittance
companies. The insurance industry
consists of three insurance companies and
one branch office of a foreign company,
five brokers and seven agents. The

MMA is responsible for regulating and
supervising these institutions. The MMA
also houses the payment system and the
credit information bureau. The other
important component in the financial
system, the securities market, is regulated
by the Capital Market Development
Authority (CMDA).

The banking sector is governed by the
provisions of the Banking Act (2010) and
eleven prudential regulations formulated
under this Act. The main objectives of
the Banking Act and the regulations are
to set out banking policies and to ensure

that the banking system operates in

14
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accordance with such policies in order to

achieve the following:

+  Maintain stability and public
confidence in the system

+  Protect depositors’ and creditors’
rights’

+  Manage systemic risk

+  Prevent financial crime

+  Foster competition in the Maldivian
banking system and to ensure that
the system is response to the public’s
needs for banking services and able to
contribute to the country’s economic

growth.

To facilitate the specific regulation needs
of Islamic banking, the ‘Islamic Banking
Regulation’ of 2011 sets out specific
requirements governing the licensing,
financial, prudential and supervisory
matters relating to Islamic banking

business in the Maldives.

The ‘Insurance Industry Regulation’
assigns supervisory responsibility for the
regulating and supervising the sector to
the MMA. In addition to the Regulation,
there are various guidelines for insurance

undertakings, agents and brokers.

The ‘Regulations for Finance Leasing
Companies and Finance Leasing
Transaction’ provides for the licensing
and regulation of companies engaged in
finance leasing in the Maldives and sets
out the rights and duties of parties to
finance lease agreements and matters

connected therewith or incidental thereto.
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A guideline on consumer protection
regarding electronic fund transfer
establishes rights, liabilities and
responsibilities of customers and financial
initiations relating to electronic fund

transfers.

The Maldives Credit Information Bureau
is governed by a ‘Credit Information
Regulation’ (2010), while the members
are expected to sign and abide by a code
of conduct and membership agreement.
In addition to the seven banks, two non-
bank financial institutions are already

its members. It is planned that in future,
members would include telecoms, utilities
and insurance companies as well as

other smaller non-financial institutions
that offer goods and services on credit

to consumers. The credit information
registry will pave the way for more
confident and informed credit decision
making, which would contribute towards
stronger financial institutions and hence,

stability of the financial system.

Payment systems are a major constituent
of the financial infrastructure of a
country. The efficient functioning of the
payment systems enable transactions

to be completed fast and efficiently,

thus contributing to overall economic
performance. Any failure of the systems
could lead to systemic crisis and transmit
financial shocks to the financial system as

a whole.

In the Maldives, the Real Time Gross
Settlement (RTGS) system and ACH,



implemented under the MIPS project
enable the efficient transfer and
settlement of interbank payments.

RTGS system settles large value and
urgent interbank transactions in real
time on gross basis, thus reducing risk in
payment systems and allowing banks to
manage their liquidity effectively. RTGS
system commenced its live operations on

10 April 2011.

ACH is a session based clearing system
for cheques, direct debits and direct
credits. This system clears low value high
volume of transactions sent in batches
and submits it for settlement in RTGS
system. MMA took a phased approach

in implementing ACH, by introducing
direct credits first and then cheque
truncation followed by direct debits. The
direct credits component of ACH was
implemented on 02 February 2012. MMA
is now in the process of implementing
cheque truncation and direct debits. The
RTGS system and ACH are operated under
the Payment System Regulation adopted
under the Banking Act. Payment Systems
Law has been drafted and is currently

under review.

As per the provisions of Maldives Banking
Act and the Financial Transaction
Reporting (FTR) Regulation issued

under the Maldives Banking Act, banks
and financial institutions regulated and
supervised by the MMA are required to
report suspicious transactions and cash
transactions above a certain threshold

to the Financial Intelligence Unit (FIU).
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The FIU conducts on-site and off-site
inspection of financial institutions to
observe the level of compliance to the FTR
Regulation. The FIU also gives trainings to
the financial institutions on anti-money
laundering and combating the financing
of terrorism (AML and CFT) issues and
on compliance to the FTR Regulation.

In addition to receiving, analysing and
dissemination of transaction reports,

the FIU checks the financial institutions’
compliance to the Maldives Financial
Transaction Reporting Regulation. On
behalf of MMA, the FIU is leading the
country’s effort to establish an effective
AML and CFT framework which involves
coordinating with other key authorities
(including investigative, law enforcement
authorities as well as relevant government
ministries and departments, other
regulatory and supervisory authorities).
As such in close collaboration with these
relevant authorities, ministries and
department, a coordination committee
for AML and CFT has been established.
This committee is be led by the FIU.

3.2 Financial Sector
Developments

Banking Industry

The main area of concern is credit risk as
indicated by the high level of poor quality
loans, while this risk is mitigated to a
large extent by a correspondingly high
level of loan loss provisions. The total
assets of the banking industry, which

had been on an increasing trend over
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the past couple of years, declined by 1

per cent at the end of 2012, mainly due

to the decline in both net loans (gross
loans net of provisions) and investment
in government securities. The increase in
loan loss provisioning and the writing-

off of the major non-performing loans
(NPLs), coupled with the stagnant lending
activities of the banks due to high NPLs,
led to a decline in net loans during the

year.

The NPL ratio stood at more or less the
same level throughout 2012, at 21 per
cent, while NPL ratio was 19 per cent

in 2011. The writing-off of large NPLs
and the loan recovery efforts of banks
caused the growth rate of NPLs to
decline during the year. Improvements

in credit standards for new loans and the
strengthening of credit underwriting and
administration also contributed to the

reduction in NPLs.

The banking sector’s net income before
tax was MVR 952.3 million in 2012,
which was almost the same as for the
previous year. In contrast, the net income
after tax declined by 3 per cent during the
year, compared to a growth of 33 per cent
a year ago, with the increase in taxation,.
The overall decline in profitability owed
to the increase in specific provisioning
due to weak performance of some assets,
coupled with a decline in the lending

activities of the banks.

In 2012, the capital strength of the sector
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appeared adequate and improved over the
year. At the end of the year, the capital of
the sector showed an increase of 17 per
cent as compared to a 3 per cent growth in
2011. This increase in capital significantly
improved the industry’s capacity to
absorb risk. Further, the risk-based capital
ratios of the banking industry remained
well above the required minimum levels

throughout the year.
Insurance Industry

Insurance penetration is the share of
domestic premium value as a percentage
of GDP, and insurance density shows per
capita spending on insurance premiums.
Insurance penetration in the Maldives
was 1 per cent in 2012, while insurance
density was around MVR 931.4. The high
growth of Gross Written Premium (GWP)
in recent years indicates that the public
is becoming more aware of the insurance
industry and insurance policies available
locally. GWP grew from MVR 324 million
in 2011 to MVR 391.3 million in 2012.
This reflects a growth of 21 per cent. The
compulsory motor insurance scheme
introduced by the Ministry of Transport

played a significant role in this increase.

The retention ratio is the portion of risk
that is retained by the local insurance
companies after considering reinsurance.
The retention ratio remained slightly
higher than the trend in 2010 and

2011, mainly due to the introduction

of corporate health policies. However,



in 2012, with the introduction of the
national healthcare scheme by the
government the number of health
policies issued during the year declined
significantly, in turn diminishing the
retention ratio by 15 percentage points.
In 2011 and 2012, net claim payments
totalled MVR 132 million and MVR 99
million respectively. This is a decline

of 25 per cent compared to the relative
figure of 2011. Meanwhile, claims paid
as a percentage of gross premiums stood
at 25 per cent in 2012, compared to 41
per cent in 2011. The increase in GWP
in conjunction with the decline in claims
paid meant that the insurance industry
experienced a promising year in terms
of profit. In addition, income generated
from administering third party schemes
also contributed to the increase in profits
in 2012. Hence, the profitability of the
industry more than doubled from MVR
32 million in 2011 to MVR 84 million in
2012. This is an increase of more than
150 per cent suggesting. It is important
to highlight that the profit figure of 2012
does include the income generated from

administering third-party schemes.

Non-Bank Financial Services

Industries

Finance Companies: The total assets of
the finance companies continued to grow
and further increased by 3 per cent at the
end of December 2012. The rise in total
assets was mainly due to the increase in
loans and advances (90 per cent of total

assets) of the companies. As such, the
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loans and advances increased by 13 per
cent, while provisioning declined by 3 per

cent during the year.

Money Remittance Companies: Due

to the large expatriate workforce in

the country, the economy’s outward
remittances are relatively high, while
inward remittances are considerably low.
Outward remittances totalled US$ 88.4
million, while inward remittances totalled

US$ 2.9 million during 2012.

18

C Y Y VB ()



L -

Annual Report and Financial Statements 2012

4. Overview of the

Maldives Monetary Authority

The Maldives Monetary Authority is

the central bank of the Maldives. It

was established on 1 July 1981, under
the MMA Act, with the following key

objectives:
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To issue currency, and to determine
the international value of the

Maldivian Rufiyaa;

To advise the government on

banking and monetary matters;

To supervise and regulate banking to
promote a sound financial system;

and

To promote the stability of the
Maldivian currency and do facilitate

sustainable economic growth.

-~

J

Until 2007, the Minister of Finance
and Treasury also held the position
of ex-officio Governor of the MMA.

As modern central banking requires

autonomy in central bank activities, an
amendment was made to the MMA Act.
This amendment, which was ratified on 5
April 2007, granted the MMA with policy
autonomy from the Government, and

provided for the first time an independent

governor for the MMA.

The new building
of the MMA
opened in January

2009



4.1 Board of Directors

The Board of Directors is the highest
policymaking body of the MMA. The
Board approves key policies concerning
monetary policy, corporate policies, and
sets strategic direction to the organisation
in maintaining price stability in the
country. The Governor and Deputy
Governor of the MMA are appointed by
the President with the consent of the
People’s Majlis. The rest of the directors
are appointed by the President with the

recommendation of the Governor.

N

~

The Shariah Council
oversees the
establishment of

Islamic finance in

Maldives

4.2 Shari’ah Council

Shari’ah Council is responsible for
establishing a framework that will
harmonise Shari’ah interpretations
in accordance with Islamic law,

and strengthen the regulatory and
supervisory oversight of the Islamic

banking and finance industry. Accordingly
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the Shari’ah Council is also responsible for
validating all Islamic banking and finance
operations to ensure their compatibility
with the Shari’ah principles. During 2012,
the Shari’ah Council deliberated on issues
the Shari’ah compatibility of certain
Takaful operations; newly proposed
product structures; and a proposal to
establish an Islamic window. Discussions
were also held on the possibility of
introducing instruments that can be used
to facilitate proper liquidity management

of Islamic financial institutions.

4.3 Audit Committee

The Audit Committee is a subcommittee
of the Board of Directors and comprises
of 3 non-executive members. The
purpose of the Committee is to assist the
Board in monitoring and assessing the

effectiveness of:

«  The integrity of the financial
statements of the MMA;

«  The MMA’s external auditor’s
qualifications and independence;

«  The performance of the MMA’s
internal audit function and external
auditors;

« Internal controls over financial
reporting; and

+  The compliance by the MMA with

legal and regulatory requirements.

4.4 Internal Audit

Internal Audit assists the Management

and various committee members of
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the MMA to meet their objectives and

to discharge their responsibilities by
providing an independent appraisal of the
adequacy and effectiveness of the controls
set up by the management to assist the
operations at MMA. The controls subject

to evaluation encompass the following:

+  Compliance with laws, regulations,
MMA directives and controls;

+  The effectiveness of operations;

+  The reliability and integrity
of financial and operational
information;

+  Safeguarding of assets; and

+  The information systems

environment.

4.5 Organisational Structure

and Key Functions

A new organisational structure was
adopted in 2012 to reflect the changing
needs and work of the organisation, and
to transform and modernize the activities
of the Authority. The functions of the
Authority are grouped under four main
areas: (1) Monetary Policy, Research

and Statistics; (2) Financial Stability; (3)
Banking Operations; and (4) Corporate
Services. The structure also includes the
Governor’s Office; seven special units;
an Audit Committee; and the Sharia’ah
Council. The current organisation
structure of the MMA is shown in Figure
1. (centrefold) and the key functions of
the MMA are described below.
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Area 1: Monetary Policy and
Research & Statistics

This area includes Monetary Policy and

Research Division and Statistics Division.

The Monetary Policy and Research
Division (MPRD) comprises of

three sections: the Monetary Policy
Section, Modelling and Forecasting
Section and the Economic Research

and Analysis Section. The Division

is mainly responsible for providing
technical advice on the formulations and
orientation of monetary policy to the
Monetary Policy Committee (MPC), and
periodically reviewing monetary policy
instruments and monetary developments,
proposing changes to the monetary
policy framework. The Division is also
responsible for conducting economic
research, and publication of economic
reports. Their work also includes
conducting research on monetary and
financial sector issues and prepare
monetary and liquidity projections to
conduct monetary policy and also make
short-term macroeconomic projections.
They also conduct quarterly business
surveys to obtain a set of current and
forward looking indicators that assist in
monetary policy decision making along
with business fora, to strengthen the
relationship between business community
and MMA. They also conduct awareness
programmes on the financial sector and
the macroeconomy among the public,

banks and other stakeholders.



The is functionally
divided into 3 sections, namely: Monetary
and Financial Statistics Section, Balance
of Payments Section and Statistical
Information Systems Section. These
sections compile the monetary and
financial statistics, and the Balance of
Payments statistics as per the guidelines
provided by the International Monetary
Fund (IMF) and works on improving the
coverage of statistics in these areas as
well as data collection and conducting
surveys. The division is also responsible
for the administration and development
of the statistical database. In addition, the
Statistics Division also disseminate timely
statistics to Government, policy makers,
and other users in line with the best

statistical practices and standards.

This area includes Banking Supervision
Division, Non-Bank Financial Institution
Supervision Division and Insurance

Division.

The Banking Supervision Division (BSD)
consists of the Banking Supervision
Section (BSS) and Bank Licensing and
Regulation Section (BLRS). These sections
monitor activities of banks to ensure
their compliance to the Maldives Banking
Act 24/2010, rules and regulations set

by MMA and to assess the financial
health and performance of banks, in
order to ensure stability of the financial

system and to instil confidence in the
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system within the public. They are also
responsible for licensing new banks and
issuing permits to banks to engage in
other activities under the provisions

of the Banking Act. They also issue
regulations and guidelines for banks,

in order to strength the regulatory

framework.

The Non-Bank Financial Institutions
Supervision Division is divided into
Licensing, Regulation and Development
Section and Non-Bank Supervision
Section. They are responsible for
licensing, regulating and supervising

all financial institutions (except banks
and insurance companies) and finance
companies that fall under the purview of
MMA’s supervisory jurisdiction, to ensure
their smooth functioning. The main
types of Non-Bank Financial Institutions
that are supervised by MMA are: finance
companies, money transfer companies

and credit card operators.

The Insurance Division comprises of
Insurance Supervision Section, Insurance
Inspection Section and Insurance Policy,
Regulation and Development Section.
These sections analyse and evaluate the
financial strength of currently operating
insurance companies, along with the
licensing and drafting regulations. They
also conduct onsite examinations of

insurance companies and intermediaries.
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Area 3: Banking Operations

This area includes Banking and Payments
Division and Reserve Management and

Market Operations Division.

The Banking and Payment Division
consist of the Payment and Settlement
Systems Section, Currency and
Numismatic Section and Banking
Operations Section. Responsibilities

of these sections include maintaining

the government accounts and settling
the accounts of the commercial banks
and conducting and managing the
clearing house for the commercial banks
operating in the Maldives, printing and
minting of banknotes and coins, issuing
commemorative coins, maintaining the
inventory of banknotes and coins, issuing
new banknotes and coins into circulation
and the sale of currency to numismatic
collectors. In addition, they ensure safety,
soundness and efficiency of the payment
systems by administering the operation
of the daily business cycle of the Maldives
Real Time Gross Settlement System
(RTGS) and ACH, managing any backup
and/or fall back situations that may arise,
and managing participants and users of

systems.

The Reserve Management and Market
Operations Division ensure that the
financial system is developed efficiently
through a well-functioning money
market and foreign exchange market.
This Division is divided into three

sections; Reserve Management Section,
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Market Analysis Section and Market
Operations Section. They are responsible
for handling the day-to-day management
of MMA's reserves and ensure that the
transactions are certified, approved,
recorded and settled according to the set
policies and benchmarks. In addition,
the section forecasts autonomous factors
affecting reserves and undertake market
studies to monitor the activities in the
market, whilst monitoring and analysing
international developments namely

the exchange rates, interest rates and
commodity prices in the international
market. This Division is responsible to
inject and mop up excess liquidity in the
banking sector to support the monetary
policy, by controlling the expansion in the
monetary aggregates and supporting the
exchange rate peg and creating a genuine
money market, as well as increasing the

role of the interest rate.

Banking Services

at MMA provide a
range of services to
financial institutions

and the general public



Area 4: Corporate Services

This area includes Financial Controls
Division, Human Resource Division,
Technology Services Division and General

Services Division.

Financial Controls Division comprises

of three sections; Financial and
Management Reporting Section,
Corporate Accounts Section and Foreign
Accounts Section. They ensure that all
financial transactions are recorded in
compliance with international accounting
standards and other relevant policies

and procedures and prepare financial
reports accurately and accordingly with
the International Financial Reporting
Standards and other relevant regulations.
They also work on preparation of other
management information reports to
assist the management in making their
policy decisions. This Division makes
budgetary payments in according to the
MMA Act. Furthermore, the Fixed Asset
Registry of MMA is also maintained by
this Division, in addition to the accounts
the general incomes received to the
Authority. The Division also records and
processes all foreign currency transactions

and payments through the SWIFT system.

Human Resource Division comprises

of three sections, Human Resource
Development Section, Human Resource
Services Section and MMA training
Institute and Library. The main objective
of the Human Resource Division is

to recruit and retain a healthy and
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motivated pool of staff with the skills and
professionalism needed to support the
current and future requirements of the
MMA. This Division also develops and
implements a holistic staff development
and training policy, whilst addressing

the training needs for MMA and to the

financial industry.

The Technology Services Division (TSD)
is responsible for the IT needs of the
Authority. The Division provides support
services and deals with the delivery

of IT services in the organisation. The
section is also responsible to protect the
Authority’s information assets and also
planning, monitoring and maintenance
of the IT infrastructure development and
planning the direction, development and
deployment of technology solutions and

applications in MMA.

The General Services Division
accomplishes the functions of
administration, procurement services
for its operations, maintenance and
management of building and property
to ensure continuity in provision of
support service for the business needs
of the organisation without disruptions
to its operations. The Division also
provides security services to safeguard
the organisation’s assets to create a safe

working environment.

Governor’s Office

The Governor’s Office undertakes the

functions of the Secretariat to the
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Board and Governor; Media Relations
and Public Affairs; International and
Foreign Relations and management of
on-going projects. Governor’s Office is
responsible for Governor and Deputy
Governor’s meetings and appointments,
and also undertakes the secretarial
functions of the MMA Board. In addition,
all international relations with respect
to international financial institutions,
central banking institutions and foreign
central banks are also carried out by the
Governor’s Office. Given the importance
of information sharing and transparency
of the work of the MMA, the Media
Relations and Public Affairs Section
functioned under the Governor’s Office,
to streamline communications and
publicity of the organisation. Work at
this section include: advertising MMA'’s
publications; publishing news about
MMA’s meetings and events; running
awareness programmes for the general
public and specific groups; and handling
all media communications of the

Governor and Deputy Governor.

acts
as the national centre designated for
receiving, analysing and disseminating
information related to suspected money
laundering and financing of terrorism. It
is the intention of the FIU to establish a
financial environment free from money
laundering, financing of terrorism
activities and major financial crimes and

frauds, in the country.
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Financial Consumer Unit receives and
handles complaints from the customers of
the financial institutions in the Maldives.
The Unit also provides consumer
education and information about financial
services, responds to queries from the
public on financial services and products
in general, reviews and researches the
products and services offered by the
financial institutions and assists the
Authority in identifying such issues that

require immediate attention.

is responsible for
securitising, monitoring and managing
domestic government debt under “Agency
Agreement for Cash and Domestic Debt
Management”. Hence MMA acts as the
agent of the government in handling

domestic debt.

is responsible for
developing an effective and conducive
Islamic financial framework, Shari’ah
compliance procedures for Islamic
financial institutions, liaising with Islamic
standard setting bodies and international
Islamic financial organisations. The unit
also advices the management of MMA on
Shari’ah issues relating to Islamic finance
and undertakes the secretariat function of

the MMA Shari’ah Council.

The is responsible for allocating
to the Enterprise Risk Unit which
includes: developing and implementing a
risk management framework, providing
strategic advice, raising awareness and

supporting a risk aware culture, studying



N\

The Extended
Management
Committee is a forum
for constructive
dialogue between the
Senior Officials and

Middle - Management

the causes of risk, keeping track of
emerging risks, acting as a source of good
practice, and undertaking the secretariat
functions for the Risk Management

Executive Committee.

The Legal Unit provides legal support and
advice to the Governor and management,
and deals with the legal aspects of the
MDMA’s entire range of operations to

develop and implement MMA policies.
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5. Key administrative and operational

activities

5.1 Staff Recruitment,
Development and Training

MMA provides an excellent working
environment for staff, with a competitive
remuneration package inclusive of

a medical insurance and a pension
scheme, to attract and retain the best
human capital. At the end of year 2012,
the total number of staff at MMA was
163. While total female employment in
the organisation stood at 52 per cent,
the male-to-female ratio in the senior

management was 1:1.8.

The ethical and fair standards maintained
for its employees and the efforts made

to uphold the credibility of the MMA has
helped the organisation to attract high-
quality graduates, who now form 70 per
cent of the professional and technical jobs

in the organisation.

In recognition of the dedicated and much
valued service to the MMA, the Authority
introduced the annual Long Service
Awards in 2012 for those who have
worked 20 years or more with the MMA.
These awards were given during the event
held to mark the 31st Anniversary of
MMA. Nineteen staff received this award

and they were:
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. Ms. Nareema Ali
. Mr. Mohamed Thaufeeq
Mr. Ahmed Anwar
Ms. Fathimath Waheeda
. Ibrahim Naseer
Ms. Zulfa Abdul RAhman
Mr. Abdul Ghafoor Abdul Latheef
Ms. Najmunnisa

Mr. Mohamed Ibrahim
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. Ms. Shafeeqa Hussain
. Mr. Ahmed Waheed
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. Ms. Hawwa Naseera
. Ms. Aishath Zahira
. Ms. Aminath Rasheeda
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. Ms. Mariyam Hussain Didi
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. Ms. Fathimath Jawza

. Mr. Mohamed Hashim
. Ms. Soodha

. Ms. Fathimath Zuhaira
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As part of the emphasis given to staff
motivation, MMA has empowered more
staff to work as leaders by forming
Extended Management Committee (EMC)
which consists of 42 Section Heads.

In addition to this, to foster a friendly
environment among co-workers and to
promote collaboration and team spirit,
MMA introduced a new award, ‘Tjthimaaee
Award’, an award given to the staff who is
committed to create a sense of belonging,
affection and respect within the staff

members.



Mohamed Ibrahim,
a member of staff,
receiving the Long
Service Award

at MMA’s 31st

Anniversary function

MMA has always placed a high priority to
develop the functional and professional
capacity of its staff in order to maintain
excellence and quality in the work and
services provided by the organisation.
During the year 110 staff undertook

70 training and skill development
programs. Of this, 99 staff completed
various custom designed in-house
courses conducted by the MMA Training
Institute. An induction program for 6
new employees were also held during the
year to familiarise them with the business
process and procedures of the MMA

and to support, welcome and recognize
employees as they start the new job in
MMA. Thirty Nine staff attended 50
different seminars and workshops held by
foreign central banks and international
training institutions. In addition, 9 staff
attended short-term seminar/workshops
organised by different local institutions
in the country. To gain greater
understanding of specific work processes
of central banks, 4 officials from MMA
visited the Central Bank of Sri Lanka to
enhance knowledge on their liquidity

management system.
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MMA also awards scholarships every
year to the staff to pursue academic

and professional qualifications from
universities abroad. In this regard, under
MMA Human Resource Development
Program, 2 employees were selected

for post-graduate studies in the United
Kingdom. In addition, 5 other employees
were sponsored under the Employee
Assistance Program (EAP) to pursue

tertiary education in the Maldives.

MMA Training Institute

The MMA Training Institute (MMA TI)
was established in February 2010 to
enhance the capacities and capabilities

of the staff of the MMA and to extend
the training opportunities needed for the
development of the financial sector. The
MMA TI offers a broad range of programs
to address the needs of the MMA and the

other financial institutions in the country.

During the year 2012, the MMA TI
conducted 7 workshops/seminars.

212 participants from14 financial
institutions in the country took part in
these programs. In addition to these,
MMA TI also held several lectures and
presentations on various economic
and financial sector issues. Majority of
the facilitators and speakers at these
programs were technical experts on their
areas from well-known international

organisations and foreign central banks.

28

CYC VR ) ()



L -

Annual Report and Financial Statements 2012

Following are the workshops/seminars
and lectures that were organised by the

MMA Training Institutions during 2012:

1. Training course on Islamic banking

products: Shari’ah and operational aspects

2. Workshop on Strategic Implementation

Planning

3. Seminar on Monetary Policy in times

of Crisis

4. Seminar on Islamic Money Market
Instruments and Islamic Liquidity

Operations

5. Customised Business Communications

Skills Training
6. Training course on Dhivehi language
(in association with Dhivehi Bahuge

Academy)

7. Workshop on Economic and Financial

Issues for Media Personnel
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8. Evening Lecture — Underlying Shariah

Principles of Islamic Finance Contract

9. Evening Lecture — World Economic

Outlook

10. Evening Lecture - Contemporary
Development in the Management of Risk

in Financial Crime

11. Evening Lecture — Introduction to

Islamic Finance

12. Monthly lunch time seminar series —

various topics

5.2 Currency operations

The MMA is the sole issuer of the
Maldivian currency and is responsible for
ensuring that the demands for currency
are met adequately. In addition, MMA
safeguards the integrity and the quality
of the currency used in the country, and
ensures that only genuine and fit notes
and coins are in circulation. At the end of
2012, currency in circulation was MVR

2.5 billion, which is an increase of 17 per

Participants of the
Customised Business
Communications Skills
Programme organised
in association with the

British Council



cent compared to MVR 2.1 billion at the
end of 2011. In 2012, no currency notes
were printed as the MMA had adequate
stock of all denominations of rufiyaa.
However, to replenish the stock of coins,
1 rufiyaa, 50 laari and 25 laari coins were
minted during the year. Further, 10 laari
and 5 laari coins were also minted with a
change to their shape - from a scalloped
shape to a round shape. These new coins
were introduced into circulation on 14th

July 2012.

During the year in collaboration with

the MMA, the World Coin Association of
Germany issued commemorative coins
of rufiyaa to mark two international
sporting events. The first one was a silver
coin titled “2014 FIFA World Cup Brazil”
to commemorate the FIFA World Cup
2014 to be held in Brazil. The second coin,
also in silver, was titled “Olympic Games
2016- Beach Volley” to commemorate
the Olympic Games to be held in Rio de
Janeiro, Brazil.

To keep consistent with the international

Commemorative Coin for FIFA

World Cup 2014 Brazil

Reverse Obverse
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Commemorative Coin for Olympic

Games 2016 - Beach Volley

Reverse Obverse

currency codes, on the 1st of July 2012,
MMA announced the official currency
code to be MVR instead of the previously
used Rf code.

5.3 Key regulatory and

supervisory activities

Issuance and Revocation of License

Insurance brokers licenses were issued to
two parties to operate in the Maldives on
20 March 2012 and 5 November 2012,

respectively.

License was issued to a party to operate as
an individual insurance agent of Amana

Takaful (Maldives) Plc. on 26 June 2012.

The license issued to a party to operate

as a corporate agent of Allied Insurance
Company of the Maldives was revoked
under section 54(f) of Guidelines for the
Administration of Agents (2010) for non-

compliance.
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Licenses issued to two private individuals
to operate as individual agents were
revoked under section 54(e) of Guidelines
for the Administration of Agents

(2010) on 31st July 2012, following the
termination of the Agency Agreement

between the Insurer and the Agent.

Regulatory Activities

+  Regulatory action was taken against
a firm for non-compliance to the
insurance regulation of the MMA.

+  The FIU conducted an on-site
examination of two commercial
banks during the year to check
their compliance with the Maldives
Financial Transaction Reporting
Regulations (2011), which is designed
to monitor any AML/CFT activities in
the financial sector.

+  FIU received two suspicious
transaction reports (STR) from the
financial institutions in 2012. These
were examined and it was found that
the first STR did not require any
further investigations. The second
STR required further examination
and it was forwarded to the relevant

authorities for further investigations.
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5.4 Legislative activities

Amendment to the Prudential
Regulation on Asset Classification,
Provisioning and Suspension of

Interest

The prudential regulation on Asset
Classification, Provisioning and
Suspension of interest (Regulation no.
5/2009) issued in June 2009, was revised
during the year 2012. The amendments
include changing the criteria for Bank
Guarantees to be classified as Doubtful
Asset. Under the amendments, any
Guarantee which is not honoured within
30 days of call would be classified as
Doubtful Asset. The amendments also
include granting power to the board of
directors of the MMA to temporarily
extend deadline for compliance to the
regulation. The amendments came into

effect on 6 June 2012.

Bill on First Amendment to the
Banking Act (Law no. 24/2010)

Bill on the First Amendment to the
Banking Act was submitted to and tabled
in the People’s Majlis on 24 October 2012.

The drafted amendments include:

+  changing the time period to process
applications for a banking licence
from 3 months to 5 months

+  removing the specific limits on credit
exposures (i.e. previously specified as
not to exceed 15 per cent of capital to

a single party, 40 per cent of capital



to a corporate group, and aggregate
of all large exposures to not exceed
500 per cent of capital) and granting
powers to the Maldives Monetary
Authority (MMA) to prescribe limits

on credit exposure by a regulation.
Mortgage and Security Interest Bill

Abill on mortgage and security interest
was submitted to the Economic
Committee of the People’s Majlis. This bill
provides for creation of securities interest
in movable property, registration of
securities interests, creation of mortgage
over immovable property, enforcement
securities interests and mortgages,
appointment of receivers, and for other
related purposes in relation to securities
interest and mortgage. The bill was
submitted to the People’s Majlis on 11
October 2012.

Prohibition and Prevention of
Money Laundering and Financing

of Terrorism Bill

The bill on prohibition and prevention

of money laundering and financing of
terrorism was further reviewed during the
year, in line with the revised standards
of the Financial Action Task Force.

The revised bill was sent to Attorney
General’s Office on 26th September 2012
for submitting to the People’s Majlis.
This bill provides for the prohibition

and prevention of money laundering

and financing of terrorism, procedures

related thereto, and the establishment
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of a Financial Intelligence Unit in the

Maldives.

Extension of the validity of the
regulations for insurance industry

and finance leasing companies

The validity period for the Insurance
Industry Regulations and the Regulations
for Finance Leasing Companies and
Finance Leasing Transactions, issued
under the Law no. 6/2008, was extended
until April 2013.

Insurance Bill

The draft bill on insurance was sent to
Attorney General’s Office on 6 February
2012. The draft bill was shared with all
the operating insurers, brokers, agents
and was also published on the Authority’s

website for public comments.
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6. Key Organisational Developments

6.1 Adoption of a

communication strategy

A formal communications policy of

the Maldives Monetary Authority was
introduced with the commencement of
work at the Media Relations and Public
Affairs Unit in April 2012. For the first
time in the history of MMA, social media
accounts were open for YouTube, Facebook
and Twitter, to widen the audience reach
of the general public. The communications
policy of the MMA aims to minimise
misinformation, increase efficiency

and timeliness of the organization’s

communications.

6.2 Publishing of
‘Iqthisaadhee Review’

The Monetary Policy and Research
Division published a new monthly
publication named ‘Iqthisaadhee Review’
during the year. This is the first economic
publication of the MMA in Dhivehi. This
publication provides a brief commentary
on the macroeconomic developments
during the previous month. The first issue
of the ‘Iqthisaadhee Review’ was published
in December 2012.
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6.3 Launching of Lunch-time
Seminar Series

A series of seminar sessions was
introduced as ‘Lunch-time Seminar Series’
during 2012. The purpose of the seminar
sessions are to share information with
the staff of MMA and other invitees
about research papers and studies on
macroeconomic and other financial sector

issues.

6.4 Formulation of a
Customer Charter

In order to safeguard the rights of
customers and improve public confidence
in the banking system, MMA formulated a
“Customer Charter” in 2012. The Charter
sets key standards of banking practices
that can be expected by customers when
conducting transactions with banks, and

provides guidance to banks for adopting

Igthisaadhee
Review launching

ceremony



a ‘Code of Conduct’ for customer service
and protection. The Charter also defines
a set of customer obligations towards

banks.

0.5 Adopting a Terms of
Reference for the AML/CFT
Steering Committee

The AML/CFT National Coordination
Committee, which is a national level
inter-agency committee, established for
the formulation and the implementation
of the AML/CEFT policies, formalised

and adopted a terms of reference (TOR)
for the committee on 12th July 2012.

The discussions on establishing this
Committee, together with adoption of a
Terms of Reference for the Committee
started in 2008. During these discussions,
the participating agencies agreed on
establishing this Committee. The agencies
also agreed to keep working on finalising
the TOR due to concerns with any
overlapping that may arise because of the

new constitution of Maldives.

0.6 Survey of Maldivians
Travelling Abroad

As part of coverage improvement of
balance of payments statistics, Survey on
Maldivians Travelling Abroad 2012 was
conducted at the arrival hall of Ibrahim
Nasir International Airport (INIA) from
December 21-27, 2012.
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6.7 Submission of Mutual
Evaluation Reports

As part of the Asia-Pacific Group on
Money Laundering (APG) membership
obligations, Maldives has undergone
Mutual Evaluation on Financial Action
Taskforce (FATF) 40 Recommendations
on Money Laundering and nine Special
Recommendations on Combating the
Financing of Terrorism in 2010. The
Mutual Evaluation was conducted by an
IMF assessment team and the assessment
report was adopted in the APG Annual
Meeting held in India on July 2011. The
report is now published on the IMF and
APG websites.

Based on the recommendations in the
report, Maldives was required to submit
three Mutual Evaluations follow-up
progress reports to the APG. The first
progress report was submitted to the APG
on 31 October 2011 and the second and
the third progress reports were submitted
on 31 January 2012 and 31 May 2012,
respectively. These progress reports
highlight the progress Maldives has made
in addressing the actions recommended in

the assessment report.

Despite the progress made by the
Maldives, based on the progress reports
submitted, the APG Secretariat decided to
keep Maldives under the APG’s enhanced
follow-up process and required the
authorities to submit a comprehensive

progress report by 31 January 2014.
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0.8 On-going Development

Projects

Maldives Interoperable Payments
Systems (MIPS) project

The key objective of this project was to
enhance access to finance and banking
services to all the citizens of the

Maldives. The MIPS project consists

of implementing a Real Time Gross
Settlement System (RTGS), an ACH, an
Electronic Fund Transfer (EFT) Switch
and a Mobile Payment System (MPS). This
project was funded from a loan from the
World Bank through the International
Development Association (IDA) and a
grant from the Consultative Group to
Assist the Poor (CGAP). RTGS commenced
live operations on 10 April 2011 and

ACH went live with Direct Credits on 2
February 2012.

Credit Information Bureau project

Until the beginning of February 2011
there has been no identified formal
mechanism in the Republic of the
Maldives for credit providers to share
information on the past performance of
their borrowers. As a result, lenders have
been forced to resort to informal data
sharing, in order to reduce information
asymmetry when making credit decisions.
Therefore, to improve the access to
finance for underserved business
segments, and to further develop and
improve the efficiency of the financial

sector, MMA initiated a project to
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establish a credit information registry for
the Maldives. This project was financed by
the Asian Development Bank. The work
on the project began in 2009 and in 2011,
the Credit Information Registry of the
Maldives named as Credit Information
Bureau (CIB) was set up. Although CIB’s
scope of service extends to the utilities
and telecommunication sector, the lack of
adequate legal framework and difficulty
in obtaining information in the required
format has limited the credit information
repository to currently operate only
within the financial sector governed by
the Authority. The repository covers data
from 9 financial institutions, inclusive

of a leasing company and housing
development corporation. It contains
information on credit facilities from the 9

member institutes.

As the credit information repository

is highly dependent of ‘error free’ data
submission by member institutes, onsite
visits and workshops are regularly
conducted by the CIB technical team to
its member institutes. During the year a
total of 13 onsite training sessions were
conducted for the member institutes

on retrieval of reports from the system,
data submission and error correction.
However, the lack of dependency by
financial institutes on credit reports while
extending credit, and non-adherence by
some members to the timely submission
of data remains as the key challenges for

fully operationalising the system.
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Lunch-time
seminar series
promotes
interactive
discussions on

various topics

The second part of the CIB project is

the establishment of a Central Movable
Asset Registry and during the year
feasibility study and a legal analysis was
conducted by two individual international
consultants. They also drafted the
necessary STR legislations namely, the
Movable and Immovable Property Secured
Transactions Bill, which have been now
incorporated in the mortgage bill and is in

the parliament.

N

~

MMA TV brings news
and events related to

MMA on YouTube

Enterprise Resource Planning
(ERP) project

The work on implementing an Enterprise
Resource Planning (ERP) solution at
MMA started in 2012. The aim of the
project was to reengineer the accounting
function of the organisation to facilitate
efficient recording of MMA's financial
transaction in order to generate timely
financial and management information
reports. This will centralise and automate
the accounting system, systemise the
maintenance of human resources records
and the procurement process of MMA.

In July 2012, an implementer of the
system was selected and work began in
September. By the end of the year 2012,
the project plan was finalized with the
Go-Live of the system set for May 2013,
and completed the information gathering
sessions on MMA'’s business processes to

design the required solutions.
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7. International Relations

MMA continues to work closely with
other central banks and supervisory
authorities to promote cross-border
supervision of financial institutions, to
foster a safe and sound financial system in
the Maldives, and to share expertise and
best practices. Further, MMA maintains
close collaborations with international
financial institutions and development

agencies.

7.1 Signing of international
Memorandums of
Understanding

As of December 2012, MMA has signed
three Memorandums of Understanding
(MoUs), with the most recent being the
one with the Labuan Financial Services
Authority (Labuan FSA) of Malaysia on

2 October 2012. This arrangement will
enable MMA to learn from the experience
of Labuan FSA to develop the financial

sector of the Maldives.

MMA also has a MoU with the Bank

of Mauritius, which was signed on

the 19 December 2011. This laid the
groundwork for providing a formal basis
of cooperation, and includes exchanging
information, assisting in investigations,
taking enforcement actions, and applying
prudential standards in regulating and
supervising the financial institutions.

The MoU between the Central Bank of
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United Arab Emirates and MMA that was
signed on 21 December 2010, agreed to
foster a closer relationship through the
cooperation in regulatory issues as well
as in supervision of banks and other
financial institutions operating in both
countries. It also enables the exchange
of supervisory information between the
two countries, in line with the Bank for
International Settlements Home-Host

information sharing.

7.2 Meetings and
Conferences hosted by the

MMA
SAARCFINANCE Meetings

The Chair of the SAARCFINANCE
was transferred from Royal Monetary
Authority of Bhutan to the Maldives

Monetary Authority on 25 September
2011 at the 23rd SAARCFINANCE Group

Delegates of the 16th
SAARCFINANCE
Coordinators’

Meeting



Meeting held in Washington DC, USA.
Accordingly, MMA hosted the 15th
SAARCFINANCE Coordinators Meeting in
Male’ Maldives from 12-13 March 2012.
The 24th SAARCFINANCE Governors
Meeting was held in Pokhara, Nepal on 16
May 2012. It was chaired by the Governor
and Chairman of MMA and was attended
by all member countries of SAARC.

The 16th SAARCFINANCE Coordinators
Meeting was held in Bandos Island Resort
and Spa from 2-3 September 2012. All
member countries of SAARC except

Afghanistan attended the meeting.

The 25th SAARCFINANCE Governors’
Meeting was held in Tokyo in October
2012 concurrent with the IMF/WB
Annual Meetings of 2012 was attended
by all member countries of SAARC except
Afghanistan.

7.3 Visits by teams from
international institutions

IMF Article IV Consultation

Mission

The Article IV Consultation mission
from the IMF visited the Maldives

from 30 October to 13 November,
2012. The mission held discussions
with the President, Minister of Finance
and Treasury, the Governor of MMA,
other senior officials of MMA and the
government, Public Finance Committee
of the Parliament, representatives of

the commercial banks, private sector,
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and donor community, regarding
macroeconomic developments and
policies and the outlook for the medium

term.

IMF Technical Assistance on Bank

Supervision

The IMF assigned a Bank Supervision
advisor as a resident advisor, who
completed his one year term during 30
April 2012. During his visit he assisted
Bank Supervision staff in conducting
on-site supervisions of commercial
banks, revised bank’s reporting formats,
resolved issues on banks’ compliance with
prudential regulation and revised off-site
surveillance reports. Another visit by

an IMF team of three members made a
visit to Maldives from 30 October 2012
to 12 November 2012. The purpose of
the mission was to improve the risk-
based supervision, Capital Adequacy and
enforcement framework relating to the

Banking Industry .
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8. Fiscal Agency Function

MMA acts as an agent to the Government
for the issuance and management

of government securities. The major
developments and activities in
government securities market are

highlighted below.
8.1 Treasury Bills Market:

One of the major developments in
Treasury bills (TBills) market was the
introduction of one year (364 days)
MVR TBills on 12 August 2012. The
purpose was to lengthen the maturity
profile of the domestic debt and provide
long term investment opportunities
for the investors. In addition, to widen
the investor base and diversify the
TBills market, it was opened to private
companies on 22 August 2012, as it
was previously limited to Commercial
Banks, State Owned Enterprises and
their subsidiaries. Moreover, private

placements in USD and MVR TBills were

also introduced to all eligible participants.

TBills operation continued in 2012 to

raise finance required for the government.

A summary of TBills holdings is shown in

Table 1.

Table 1. shows that TBills outstanding
increased by 38 per cent since 2011.
When compared to 2011, it is observed

that investors have shifted their
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preference from long term TBills to short
term. This can be seen from the 107 per
cent increase in 28 day TBills and the
reduction of 91 and 182 day TBills by 37

per cent and 70 per cent respectively.
8.2 Treasury Bonds Market:

A US$ 100 million Treasury Bond
(TBonds) matured in 2012. Of this, a
second tranche of US$ 50 million matured
in early 2012 and was rolled-over for one
more year. The first tranche matured on 3

December 2012 was repaid.

-

¥y
2011 2012 (2012 / 2011}
(millions of nifivaa) chg Yechg
Treasury Bills
Cutstanding by Security
— 28 days 1241.5 [ 2371, 1.328.6 | 107%; &
— 91 davs 1.640.0 [ 1.029.8 (610.2); -37% =
— 182 davs 1.803.0 533.5 | {1.269.5); -10% =
— 364 davs - 23162 | 235162 f1a
Total Cutstanding 46845 | 64506 | 1.766.1 ;1 358% 4

Table 1. TBills

outstanding by

maturity

Source: MMA
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9. Financial Statements

9.1 Auditor’s Report

Balance Sheet

Income Statement

Notes to the Financial Statements
Annexes

A.1: Audited Financial Statements
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