ATTACHMENT

M easures to facilitate the restructuring procesgby the first review)

Measures to improve internal governance

Measures to increase role of mdeet forces

Measures to strengthen official oversight

Box 2. Financial Sector Restructuring: Further M easures

A temporaly restructuring boglis plannedwith specialized anéully dedicated sf&to oversee the
restructuring process. In tineeantime, a restructuring comittee has been established to perform
this function.

Proceduresvill be established to act quigkagainst insolvent or seveyaindercapitalized banks
andfinance canpanies.

Criteria, rules, procedures, and tax treatment will be established for improved loanyecov
purchase and assption dealsmergers and tkeovers, and foraluation and transfer of
nonperfoming assets.

Arrangements will be made for the efficient mgament of institutions and assets that end
under public sector control. This will include the estalpfisht of a canpary for loan recovery
and asset magament. A stratgy will be developed for their reprivatization.

PLMO operations will be examined at the first review to ensure overall consistéhche
goverrment’s poligy not to use public funds to aid corporate or household borrowers.

Improvements will bemade in accountiy loan classification, and loan loss provisiapioles
and practices tget better infomation for owners, supeisors, and thenarket.

Mergers, purchases, ancke&overs of finance ampanies and bas by fit and proper forgjn
owners will be encouged, and licensigrules will be stregthened.

Banking and finance compagriaws will be amended to better define and increase the
responsibilities of boardhembers,manaers, and external auditors.

A self-financed deposit insurance sofeewith limited coverge of deposits will be introduced

Strict criteria will be applied tanprove the accurgoof data, and disclosure requitents will
be expanded in ceerage.

Once the financialystem is restructured, and th@vernment protection is lifted, limitations
deposit rates, assgtowth, and foredn borrowirg will be abolished.

New operational procedures will be introduced vgithduated corrective actions for
undercapitalized, seveyelindercapitalized, and insolvent institutions, as well as for borrow
from theFIDF.

The laws and mulations for commercial banks and finance companies will be amémiged
alia to explicitly require the supervisprauthorit to write down institutions’ capital to reflect
lower asset values, to ofditorily intervene in institutions with capital and reserves falling
below 2 percent of risweighted assets; and to protect contrahatttee members and control
officers from law suits.

The effectiveness of prudential supervision will be enhangedrbrgthenirg staff resources
and trainimg efforts, ly increasig the focus on loan qualitinternal control, and risk
manaement in onsite examinations, as well gglbvelopiry capaciy for offsite ana}sis and
procedures for strigtlenforcirg corrective actions.
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