ATTACHMENT

Box 1. Financial Sector Restructuring: mmediate M easures

Sixteen finance aopanieswvere suspended in late June ailll remain suspended until
recapitalizedmergedwith new domestic orforeign partners, absorbey &few “core” finance
companies, or liquidated after the due diligence process has bepiteted.A second group of
42 finance cmpanieswas suspended in earhugust andwill be sulject to similar procedures.

In unviable conpanies, shareholders’ equand subordinated debill be written dowvn in the
first instance to cover losses.

Depositorswill be treated as follas:

- in the 16 suspended financemmanies, clans will be restructured in the for of
onnegotiable instments,with 6-60monthmaturities depending on size, and garg
market interest rates;

- inthe 42 other suspendedngoanies, the instraentswill be on similar tems, but
negptiable;

- in all damestic banks and nmeaining finance copanies, depositors’ clais will be honored
promptly in cas (in baht).

Creditorswill be treated as folls:

- in the first group of 16 suspended financenpanies, clans will be renegotiated or honore,
in accordancevith liquidation procedures;

- in the second group of 42 suspendechganies, clanswill be restructured in the far of
negotiable instmnents smilar to the arrangeents for depositors, bwith an interest rate o
2 percent peyeatr, i.e., substantiglbelov market rates; and

- in all domestic banks and neaining finance cmpanies, creditors’ clais will be honored
promptly in cash (in baht) through the Financial Institutions Devetnt Fund (FIDF).

The gvernment hasannounced that will not make available public funds to aid corporate an|
household borravers, donestic or atemal.

FIDF lending rates have been raised above the highest deposit rates/sigheard all liquidity
supportwill be subject to conditionalijt

Asset gravth by individual institutionswill be closel monitored ly supervisors and no net
increase in foreign borvang will be allowed unless approved ithe BOT, based on prudential
criteria.

A compulsol contribution to FIDF on all protected liabilities of financial institutions has beg
introduced; itwill be charged smi-annually andwill amount to 0.15 percent in Dember1997,

and itwill be raised to 0.2 percent in June 1998 and in Bbee 1998, based on outstanding
balances at the end of the previous quaftergive institutions an incentive to leave the sobe
thefeemay be increaseturther and participatiomay becane voluntay in 1999.

Deposit rates in the financiaystem will be officially capped at 3 percentage points above the
average deposit rate of the five largesho®rcial bankgperfor mance criterion as of
Septanber 30, 1997)

Bankswill begin making loan loss provisions on the basisrofre stringent asset classification
rules. Furtheanore, bankwill be allowed full tax deductibilig on their 1997 incae for specific
provisions reqiired by the BOT (performance criterion as of Decmber 31, 1997.

Commercial banks and neaining finance copanieswill be required to raise their capital in
anticipation of possible further deterioration in their asset quanks have been encouraged
to seek foreign participation, and the previoustlon foreign avnership has beemaived for
troubled banks anfinance canpanies.

Severey undercapitalized institutions that cannot raise their capital to theyleggliired level
will be taken over ¥ the FIDF(performance criterion as of Novenber 15, 1997.




