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TERMS OF REFERENCE:

Objective: Ratify, as approprate, that the policies and procedures adopted by the
FRA Board - within the parameters set by the FRA Act and the constraints imposed
by the market -with regards to the management and disposal of assets of the fifty-six
finance companies not authorized to reopen are fair, transparent, non-discriminatory,
and seek to maximize value for the creditors of these finance companies.

Approach:

1. Institutional capacity. Perform an indépendent review to assess the organizational
structure and administration of the FRA. The review will encompass all aspects
of the FRA’s activities, including institutional capacity n the areas of internal
administration as well as administration of the finance compames taken over by
the FRA. The review will also comment on arrangements to ensure that the public
is adequately informed of FRA’s activities and performance.

2. Asset disposal policies and procedures. Review the detailed guidelines and
procedures which govern the disposal of assets by the FRA. For the core financial
assets, these would include Board-approved policies for determunation of the
speed and modality of disposition, timing of the auctions, portfolio tranching, data
room information, and bid submission and evaluation. The review will also
briefly touch upon the procedures for sale of non-core assets (furniture, vehicles,

secumnties, etc.)

3. Open issues: Perform an independent review of the remaiming issues that will need
to be addressed if the FRA 1s to fulfill its mandate.

The above components set the foundation for providing a system of checks and
balances designed to ensure the integrity of tbe FRA process and protection of public

interest. in line with international staodards.

TIMING. EFFORT AND APPROACH:

On 5 November 1998, the Fiscal Policy Office, Ministry of Finance, contracted with
Barents Group, LLC, in association with KPMG Peat Marwick Sutheg, to conduct this
Review. The Barents/KPMG tzam began formal work on Sunday, 8§ November and
completed its Final Draft — Final Report on Sunday, 22 November, for delivery to the
client on Monday, 23 November 1998, as agreed. The contract called for 53 person-
days of professional time (33 expatriate and 20 local). Barents/KPMG deliversd 68
person-days of professional time (43 expatriate and 25 local). During the Review
period, the Barents/KPMG team conducted approximately 60 formal interviews, more
than 100 less formal interviews and spot inspections, revigwed more than 9,000 pages
of relevant information, executed random samples and other analysis to arrive at the
Summary and Key Findings, Conclusions and Recommendations, which follow.



In the independent judgement of the Barents/KPMG team:

1. FRA has adopted policies and procedures within the scope of the FRA Act and
its Amendment, 2nd within the scope of related laws / regulatory procedures in
Thailand. There are no malenal differences between FRA'S stated policies
and procedures vs. the actual praclices of the FRA.

[

. Within the constraints imposed by prevailing market conditions, and acting on
the best information and professional judgement available, FRA has:
a. Acted in a fair, ransparent and non-discriminatory manner.
b. Acted in a manner to maximize value realization for creditors.

In brief, FRA is a model for other countries o follow when facing a sirilar situation,
i.e., the need (and the resolve) to dezal with failed financial institutions promptly. FRA
has achieved more results, more quickly than any other organization of its ¥ind in the
world in its first year of existence. Other organizations have achieved more over a
longer period, but FRA stands out as an example of how such activities can be done at
an unprecedented pace, with due consideration to fairness, openness and transparency,
while acting consistently to maximize returns under extremely difficult local, regional

and global market conditions.

FRA has rapidly built world-class insrmtional capaciry, generally matching its
evolving needs and flexibly adjustng to volatle workloads. It has a well-defined
organization structure and has recruited talented local staff, supplemented prudently
by external specialists (local as well as international). FRA’s Board and management
have acted within their charter. There are appropriate rules and procedures 10 insure
fairness, openness and transparency, with no material differences betwecn slatzd
procedures and actual practice. Geing forward, FRA will need to continue to develop
its public and external relations capabilities, and to resolve a number of complex legal
and regulatory issues, such as creditor claims and assets in litigation.

FRA’s asset disposal policies and procedures are lrgely consistent with intemational
best practices. "Its sales promotion, bidder qualification, bidding rules, informaton
disclosure, auction approaches, contract, settlement and transfer methods, and posi-
sale proceduces are clear, documsented and disclosed to achieve faimess, openness and
transparency. - There are no material differences between stated rules and actual
practices. In some areas, FRA has introduced innovations, which set a new level of
international best practice. FRA has acted to maximize asset valug recovery under
very difficult local, regional and global conditions, using the best information and
professional judgement available at the time of each major decision. Going forward,
FRA should consider now sales allernatives for assets remaining after the December
sale, and make final preparations for the ultimate, full closure of the FUTs.

[terns treated as open issues and oviher considerations generally fall into ong of two
catzgories. Some represent valid, professional differences of opinion {e.g., pace ol
sales, sequencing/sizing of lots, etc.). Other cases involve some level of techaical
misunderstanding, incompletz information or misinformation in the public domain
(e.g., “The Lehman Case”, contlicts of interest within FRA, etc.). Ovwverall there 18
soma room for improvement in szlected policy/procedure areas, but these represent
“continuous improvements”, not an abrupt change of course. In all cases, it is clear
that FRA has acted within its charter, after dus deliberation, based on the best
information and professional jedgement available o it atany given poial,
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SAND RECOMMENDATIONS:

The Financial Sector Restructuring Authority (FRA) is a sophisticated. world-
class institution focused on the take-over and administration of failed finance
companies and the disposal of related assets.

In slightly more than one year of existence, FRA:

. Started with 2 few key staff, acquired high-quality recruits and external
resources to effectively, objectively, and transparently evalvate the
rehabilitation plans of several of the 58 suspended finance companies.

- Started building (immediately upon ratification of its recommendations
10 allow only two of these finance companies 1o resume business) the
necessary organization to deal with winding down the 56 Pinance
Companies Taken Over (FCTs), with assets of approximately US$20

billion in book value.

- Rapidly built the capacity to take inventory, assess, categorize and
develop strategies to deal with the complex process of administration
of the FCTs, various methods of disposing of assets, downsizing FCTs
at a pace that would preserve their ability 10 control/service the
assets/activities that remained, while at the same time, reducing
unnecessary costs as quickly as possible.

- Identified, evaluated, selected and contracted for a variety of auction
and sales specialists to prompuy dzal with readily disposable non-core
assets (e.2., vehicles, artwork, club memberships, furniture, listed /
unlisted securities, efc.).

- Acquired highly talented local staff, supplemented by specialist
external advisors for the evén more complex processes of disposing of
core assets in a fair, transparent, prompt and professional manner, so 3
to maximize assct value realization for the creditors of the FCTs.

- Educated the public in general about the concepts of FRA-type

institutions, dealt with the media, various governmental institutions,
political and economic pressures, multilateral donor conditonalities,
creditor commitiees, and various other “stakeholders™.

In bref, FRA is a model for other countries to follow when facing a similar
sitwation, i.e., the need (and the resolve) o deal with failed financial
institutions promptly, with appropriate due diligence. rational ransparancy,
and fairnass.

From the viewpoint of the Barents/KPMG team, in its hirst yeur of exiswnce,
FRA has fchieved more results, more quickly than any other organization ot
its kind in the world, Other FRA-type organizalions have done more over &
longer period of time, but FRA stands oul as 4n example of how such
activities can be accomplished at unprecedented pace, with due consideration
towards fairness and transparency, while maximizing returns under extremely
difficult local, regional and elobal market conditions.
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This has aot bz2en done without controversies. many of which represent
ratioaal, professional differznces of opinion, and others which may be more
emotional and/or motivated by other factors. For the most part, FRA has
responded well in the past with general information programs, media
campaigns, sales promotions, and building external relations capabilities.

In thz larger context, FRA has been part of & comprehensive overall program,
including. but-not limited to:

- Proposed or “in-process’ reforms in banktuptcy laws and foreclosure,
bhank and financial institution restructuring, coroorate financial
restructuring, and the like. '

- -Improved accounting/reperting standards, end general transparency.

- Privatization of state-owned enterprises.

- A broad set of initiatives in improved govemnment and govemance.

All of which are being continued and expanced upon for Thailand to recapture
1ts positive growih and developmental rajeciory.

FEA has been on the lﬂaﬂfﬂg edge of those refunns, crealing matkets where
there were none before cr whare prior markes had ceased to function,
contributing (along with many other faclors) L improveinent in lguidity,
strengthen'ng of the Baht, and the restoration of international investor
confidence in Thailand.

Institutional Capacily:

5
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FRA is well organized, siaffcd with top-quality local personnel who are
supplementad by carefully selected intemational advisors. FRA’s charter,
mission, creanizational urit objectives, work flows and decision making
processes are clear, relatively complete and generally in accordance with
“intermational expectations.” In certain operaucnal anc sales areas, FEA hag
been particularly innovative and has set new standards for internaiional “best
practices’; it is a clear leader from a regional perspective, relative to similar

institutions in othar Asian countries wilth finzncial sector difficulties.

At an operationzl level, a varicty of anecdotal evidence suggests that FRA has
oenerally achieved international 'evels of efficiency. FRA has recruited hizgh
quality Thai staff at local market ratzs, leveraged them approprately with
gelacted externa advisnrs, and made effective use of temporary specialist and
clerical st2ff. However, such observaiions are only considered as “genarally
indicative”, due the lack of comparable measuremerts and differences in
accounting and staft counting spprozches from country to country, which
makes most ratio comparisons less than totlly conclusive. In ary case, the
Barents/KPMG team’s experiencz-based judgements are unanimous that FRA
has zchieved relatively hivh levels of productivity, etficiency and qaality.

FRA exhisits many attributes of a private-secior “corporale culture™ (e.g.,
ralatively rapid decision-mwaking, rigorous goalsiobjecuves/ametzbles and a
measured level of nsk-takene relative to achieving grals a1d objectives on



schedule), tempered to a certain extent by governmental oversight and
regulatory supervision.

FRA's private-sector culture is also a natural source of friction in its
interactions with selected governmental agencies and authorities with which it
must cooperate or to whom it must report. State-owned enterprses and
sovernmental agencies often exhibit rather different methods of operation
(which are, from a “corporate culture™ view point, generally more deliberate
and consensus-oriented in decision-making, less schedule-driven and more
“risk-averse”).

As a result of these factors, and in the context of FRA’s current stage of
organization evolution, asset disposal, etwc., the Barent/KPMG team
recommends the following elements as part of a “continuous improvement”
program for the FRA organization>

- Upon completion of the December auction, strengthen organizational
focus on inventory, strategies, alternative approaches, etc., for disposal
of core assels still remaining,

- Continue 1o strengthen the public relations area in advance of the
December sale, anticipating the need for contingency plans and med:a
management.

- Continue to strengthen external relations areas, including creditor
relations, with an aim to be more directly and more clearly responsive
to all questions, issues, allegations, etc., as well as to be szen as more
“active listeners™ and more flexible in adjusting 1o local as well as
intzrnational concerns.

- Continue 10 strengthen internal and external advisory resources in tne
areas of creditor claims and setlements, assets n litigation, and the
final stages of winding down (and ultimately, the extinction) of the
FCTs. Note that this may also include the need for special legislative,
regulatory and/or judicial actions.

= (Continue to maintain its focus on prompt, fair, wansparent and open
disposition of FCT assets and the aggressive winding-down of their
remaining operations, in accordance with the FRA charter and mission.

As FRA enters its “final stages” of organizational evolution, in completing iis
mission and winding down its own activities, care should be taken to:

- Capture FRA’s “Inwellectual Capital”, lessons learned and  besl
practices in a collection of reference works, a library-type facility, or
some other means (o preserve their value.

- Place FRA's exceptionally talented local staft in positions with other
companies or organizations where their skills will be most productive.



Asset Disposal Policies and Procedures:
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Allow sufficien: time for due considerat.on of alternatives for the full
closure of the FRA, including the final disposition of all remaining
asscts, matenals, intellectval capital ctc. in an appropriate manig:.

- Begir now [0 capturz all necessary information to ke adle to proparly
defend FRA's Cecisions, actions, eic., and ultimatzly, to calculats the
fully ourdened cost of FCT resoluticn in Thailand.

e

FRA’s asset disposition policies and procedures are clear, well dafined, within
the scope of FRA’s charter/mission/vision ard consistent with genecrally
accepted intematicnally common approaches anc “best practices”.

A teview / sampliag of ten volumes (2,200 pages) of Board minutes supports
the conclusion that there were no material shortfalls in policies and procedures
required for succzssful asset dispositon, in accordance with internatonal
staqdarcs and “best practices”. In addition, Board minutes/interviews support
the conclusion that policy matters were decided upon expaditicusly, witk doe
deliberation #nd careful consideration of the best information and professional
judgement available. Subsequently, clear direction was prompty given to key
executives for implementation.

In reviewing the sales results to date, the selection of the auction methods of
disposition resulted ir an ¢xpedient sales process, which has generally
achieved “fair market prices” (bzsed on thz levzl of bidder participation and
generally comparable assel transactions elsewhere), given present local,
recional and elobal conditions.

- FRA's auc:ions have created markets whare there were none bafore or
where previous markzts had ceased o furctior in Thatland.

"~

; While there are no reliable “indices” or sohid measures of performance
on a country to courtry basis, the experience-bascd jucgement of the
Review tearn is that FRA has achieved “fair market valuas™ at the point
at which ecch poor FEA auction has been executed,

- FRA’s Boord has decided the outcome of each sale on the basis of the
best informatinn and professinnal judeement available at the tme.
There was due consideration ol such faclors as operating and carying
costs, risk/reward tradeofls in re bidding, and equal, far treatmant
among creditors, bidders and borrowers, in the context of FRA's
charter, role and missivn as asset disposal agent.

Thz opinion of experienced advisors 15 that reducing the burdan of distresse
assets expedidously restores the confidence of the investment community and
thereby strergthens the economic recovery process.  Investors indicate that
they have factored in Covernment's commitment (0 impreve bankruptcy laws
and other reforms, and no major increase in assat values can be expected by
murzinal auction delays wailing far such Iaws to he passed  Convarsaly, thera
arc siemficant market ind systemic risks in substantal auction delays, or any
e ial setback io the overall refarm progeam for Thailand.
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The relatively high level of investor interest and participation in FEA's agsat
sa'es programs to date indicates that FRA has been successful in establishing
their credibility in marketing the FCTs’ assets it both the domestc and foreign
marketplaZes. -

Considering the large quantities / values of distressed assets available in the
rerional marketplace, the general level of szrvicing / assel management
capacity i place, other local conditions and relative shortage of capital, the
FEA’s sales results to date generally meet or exceed regional expeciations,
and meet international expectations in situations of a similar nature (based on
a comparison of generallv similar asset transactions in Asia recently, and prior
vlpbal / other region cxperience in distressed asset sales). While there are ne
raliable “indices” or solid measures of performance 01 & country to country
basis, the experience-based judg€ment of the Review team 13 that FRA has
achieved “fair market values” at the point at which eact prior FRA auction has
been executed.

For FOT assels remaining after the December sale, FRA should obtain a
binding legal opiticn on varous legal jssues (c.g., “rights of succession” for
gsscts in litipation) and consider additional alternarive sales srategies for the
broad mix of assets that remain unsold at that point.

Despite consideration ol additivual sales strategies and more testing of local as
well as international investor interest in such srategies, FRA should not Jos:
sisht of procesding with all due speed (in accordance with its charter), in tha
prompt disposition of FCT assets and w:nding down FCT operations. Prompl,
fair, transparent zction tends to serve the best interests of valid creditors, the
public and taxpayers in general. as well as contributing to the restoration of
darmestic and intemational investor confidence in Thailand.

Open Issues and Olhiey {Considerations:

L™
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“The [ehman Case”: The Bareats/KPMG team found no basis whatsoever of
ary wrongdoing or misconduct on the part o7 Lehman Brothers, nziher in
their role as advisors to FRA, nor on the part of a separate Lzhman entity as

“bidder in any sale. As advisors to FRA, Lehman was responsible for pre-sales

promotion, soliciing investor interest/preferences, gensral advice on strategy,
peckaging, sequencing and the like. To perform these duties, Lehman needed
dccess anly o geacral in‘ormation as to the types and book valuas of assets 1o
be sold. The Review team concluded there was no opportunify for Leaman, as
FRA's advisor, to obtain information of any bid value in advance of all other
interested parties receiving substantially the same information. FRA has
proper and sufficient “compartmentalized information” and “access controls”
ta bar imoroper zccess to information, data or files with bid value prior to the
seneral dissemination of that information and/ar access. [.ess than one third
of 14 bidders intervicwed as part of this Review statec any “ciscomforn” with
“cppearances”, and none stated that it would prevent rhem from hidding in the
fuiure,  Conversely, two thirds of all bidders interviewed indicated "no
discomfo”, and that Lehman, as advisors to FRA, had “gone outl of thewr way
10 be helpful, encouraging, [ully responsive and thorouzhly professional”™
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Hire Purchase Cash-Flow Isswes: There were no impropieties in disclosure.
bidding or setilement related to the Hire Purchase (HP) sale, and there is
considerable “misinformation” in the public domain. No bidder was ever paid
more than they bid for these contracts. The nature of deposits, ownership of
cash {lows. process of net settlement, etc., were entirely clear, transparent, and
consistent with international standards. FRA acted in strict compliance with
stated policies and procedures. At the time of the HP sale, there were liming
difficulties in obtaining tmely, quality information on cash {lows from the
FCTs which.prompted rclatively lengthy gaps belween accounting, bidding
and setilement dates, but since then, there has been 2 suitable improvement irr
dara flows and timeliness. FRA’s Board decided the outcome on the HP sale
on the basis of the best information and professional judgement available to it
at the time of the sale.

Potential Conflicts of Interest within FRA: The FRA Board of Directors 15
properly constituted, with highly regarded individuals representirig 2 broad
varicty of backgrounds and experience; EXIENsive rSViews of Board mecting
minutes and more than six hours of interviews with individual Board members
indicate that the Board has consistently acted in ways consistent with FRA's
charter, role, mission and objectives. Employees and contractors within FRA
are carefully screened; former employees of failed finance companies are
more carefully vetted internally, and screened via Bank of Thailand for their
independent view as to whether or not such staff are “fit and proper’ 1o be
employed by FRA. This FRA Review did not encounier any incidence of
misconduct motivated by any internal “conflicts of interest” within FRA.

Legal/Regulatory/Policy Areas for Improvement: The Barents/KFMG dozs
not recommend any major change to the legal, regulatory or policy framework
for the FRA. There are several areas for marginal improveroent and a numbser
of difficult legal issues 10 be resolved, such as “succession of claims” for any
assets in litigation. However, FRA senior ofticials have begun to address
these areas, and the necessary strengthenidg of related organizational units as
FRA cantinues Lo evolve through its “project-oriented life cycle™

Benchmark Price Setring: Buased on extensive Ini2rviews with appropriats
FRA staff, in-depth reviews of relevant models, and an independent random
“sample of loan files, the Darents/KPMG team concluded that the Beachmark
Pricing’ approaches used by FRA are appropriately robust by asset type and
senerally consistent with international standards. There is no indication of any
structural intent, pattern, pelicy or practice to st the Benchmark Pnce oo
low” or “oo high". In addition, the Benchmark Price has not been used as a
“reserve price”, and it is not set it at a level which would “guarantes” buycrs at
that level any “minimum” or “target” percentage rewrn on investment.

Risk/Reward Tradeoffs in Sales Timing: There 15 an ample and growing body
of cvidence that prompt. professional asset disposition of from lailed financial
‘nstitutions is the most cost-cffective approach for craditors, taxpayers. overall
financial systems, national economies. and investor confidence (both domestic
and international). However, it is often not the most popular or politically
expedient alternative. FRA was established with a charier and mission to deal
with FOT assets and the windine down of their operations promptly. balanced
with openness, fairness and wansparency. These are extremaly ditficult and
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oceasionally conflicting objectives.  However, there is ample evidence tha
FRA has conducted itself professionally, and acied consistenily on the basis o
the best information and professional judgement available to it at ary given
point in tirme.

Policy of Borrowers Bidding on Their Own Loans: Intemational practice is to
prevent (by law or by procedure)} former owners from buying back their failed
financial institutions, or defaulted borrower from buying their own loans a:
auction. Former owners and defaulted borrowers are psually given a firs:
chance to “make good” on their obligations, but if they are unable to do so.
liquidation action often follows promptly. FRA has spent considerable ume,
energy and due deliberation to develop a policy that defaniled borrowers car.
only bid on tranches if their own obligations total less than 10% of toal book
value of that tranche — a practical compromise between international standard
practice ard local considerations. FRA implements this pulicy via appropriats
bidder pre-qualification and screening, and includes appropriate peralties (2.2

rescinding the sale and meaningful ﬁnﬂs} for improper conduct. Therz are no
material gaps or shortfalls in FRA’s actual implementation of these policies.

The December Sale, Lot Sizes ard Asser Groupings: The recent 13-day delay
in staging the December Sale was a proper response to broad-based nvestor
requests for more time 10 conduct their pre-bid due diligence reviews. The
micrease ir the number of wanches, and reduction in average lul size, was also
responsive to both local and international small investors’ requests. There is
ample evidence of due deliberation in the allocation of assets o tranches. A
wide variety of alternative structures were considered, and there 1s ahsolutely
no indication of any intent to “favor” or “disfavor’™ any borrower(s) by either
consolidating their loans into a single tranche or in spreading single-btormowes”
loans into different tranches.

Reallocation of Bid Amounts to #'CIs: On occasion, FRA has reallocated bid
amounts to credit the accounts of FCTs whose assets were sold, Bidders bid at

the tranche level, and do not always take proper care in allocatng the total bid
to FCTs. Therefore, FRA occasionally makes reallocations 1o correc: “short-

cus” taken by bidders, to be fzir to the creditors of the FCTs. FRA used

talivial, dzfensible techniques to conduct the reallocations, end may be well.
served by being more open and specific with creditors (and the public) to

explain its rationale, approach and the net results of such re allacations.

Tranches oy FCT vs. “Blended Tranches”: FRA hus devoted several person-
vears of staff anc advisor nme in considenng alternalive trancne strucluras.
After due consideration, FRA decided against structurirg tranches by FCT asa
proper response to investor preferences. It would have becn ecsier for FRA 1o
structure Caiches ou an FCT by FCT basis. However, it would have made the
investor due dilizznce efforts considerably more complex and costly, with the
potential effect of lowering investor interest, and/or lowering the overall price
lavels 1o be offered. After due daliberation, FRA decided in favor of blending
assets across FCTs into single tranches, in its efforts to maxinize asset value
rezlization, even though thar approach implizd slichtly more complex internal
operations. In other words, FRA made the decsion ulimately in the favor af
the creditors” interests, ahead of considering its own convenience and ease of
implemeniadion,



> Barriers Againsi Collusion: FRA has established well conceived, clearly
documnented policies and procedures to prevent collusion among bidders and
berween bidders and I'CT borrowers. FRA implements these policies with an
appropriate bidder pre-qualification procedure, and there are significant fines
and other penalties, e.g., réscinding the sale, in the case of any misconduct,
The geographic and corporate diversity of bidders, locally and internationally,
would make price collusion most unhkely. In addition, careful inspection of
bidding patterns. to date indicale no pricing collusion; while this analysis (in
and of itself) is not wotally conclusive, it supports conclusions reached from all
other sources. While no system can be guaranteed to be perfect or absolutely
“foolproof”, FRA has taken all reasonable measures to implement barriers to
collusion in accordance with generally accepted international standards.

Concluding Comments:

The Barenl/KPMG team devoted its best efforts and put forth its professional
judgement during the conduct of this Second Independent Third Party Review of the
FRA. This Execulive Summary (and 2l other materials in the Final Report, including
appendix materals produced by the Barenls/KPMG team) represent those same best
efforts and professional judgement, based on the information and matenals made
available to us during the elapsed time and Jevel of resources available to this project.

The Barents/KPMG team further declares that there were many discussions
and exchanges of various viewpeints on the complex issues and cetailed technical
points covered during this review. However, at no time did anyone from FRA, MoF
or any other party attempt {0 interfere with or alter the independent judgements or
professional opinions of the Review tzam, as stated in this Final Report.

The Barents/KPMG team would like to thank FPO/Ministry of Finance for the
opportunity to exgcule this assignment. Fucther, the team would like 10 thank all FRA
senior officers and staff for their full and complete cooperation during the conduct of
this Second Independent Third Party Review of the Financial Sector Restructuring
Authocity (FRA) of Thaiiand.
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