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MEMORANDUM

To:  James "J" Hambric
 
From: Mark Krysl 
 
Date:  August 31, 2011

Subject: Outline - Laws, Practices, Processes and Responsibilities Relating to Regulation/Supervision of Non-bank Financial Institutions in Countries Selected for Study

An effective system of supervision will have clear responsibilities and objectives for each agency and/or other governmental entity involved in the supervision of financial organizations.


Chapter 1:  Supervisory System and Structure

- Laws and regulations governing the establishment and operations of the supervisory entity. 
	a. Prohibition from outside influences.
	b. Operational independence.
	c. Adequacy of human resources.
	d. Adequacy of other resources, i.e., office space, computers, other office equipment, etc.


Chapter 2: Laws, Regulations and Processes - Supervising NBFI's
 
- Legal framework.
	a. Life Insurance Companies.
	b. Pensions.
	c. Mutual Funds.
	d. Finance Companies.
	e. Other.


Chapter 3: Legal Powers

Enforce regulations in a fair and transparent manner.

- Powers to address compliance with laws and regulations, as well as, safety and soundness concerns?
	a. Administrative processes to initiate corrective action concerning non-compliance with laws and regulations?
	b. Administrative processes to initiate corrective action concerning unsafe and unsound practices?
	c. Administrative processes to remove directors and management.
	d. Administrative processes to revoke the license or charter. 

- Legal protections for the supervisor. 

- Legal powers to share information with other supervisors and protecting the confidentiality of such information.


Chapter 4:  Licensing and Structure

- Equitable entry standards.

- Registration of regulated entities.

- Permissible activities. 
	
- Standards for accepting and/or rejecting applications for proposed NBFI's.
	a. Assessment of ownership structure.
	b. Assessment of directors and senior management.
	c. Assessment of the strategic plan, operating plan, internal controls and risk management.
	d. Assessment of the projected financial condition, including its capital base.

- Transfer of ownership.


Chapter 5: Prudential Regulation and Requirements   

- Minimum capital adequacy requirements for all NBFI's.
	a. Reflecting risks the institution may undertake.
	b. Defining the components of capital and their ability to absorb losses.

- Policies, practices and procedures related to the granting of loans and making of investments and the ongoing management of the loan and investment portfolios.

- Policies, practices and procedures for evaluating the quality of assets and the adequacy of loan loss provisions and loan loss reserves.

- Management information systems to identify concentrations within the portfolios.

- Set prudential limits to restrict bank exposures to single borrowers or groups of related borrowers.

 - Lending to related companies and individuals on an arm's-length basis, that such extensions of credit are effectively monitored, and that other appropriate steps are taken to control or mitigate the risks.

- Satisfactory AML policies and procedures.

- "Know your customer" rules, that promote high ethical and professional standards and prevent the institution from being used, intentionally or unintentionally, for criminal activities.
- Adequate recordkeeping in accordance with accounting policies and practices that are widely accepted internationally.

- Publishes, on a regular basis, information that fairly reflects its financial condition and profitability.

Risk Management

- Risk management processes to identify, measure, monitor and control all material risks and, where appropriate, to hold capital against these risks.
	a. Appropriate board and senior management oversight.
	b. Policies and processes that accurately identify, measure, monitor and control 'market risk' including powers to impose specific limits and/or a specific capital charge on market risk exposures, if warranted.
	c. Liquidity management strategy with prudent policies and processes to identify, measure, monitor and control 'liquidity risk' and to manage liquidity on a day-to-day basis.
	d. Contingency plans for handling liquidity problems.
	e. Risk management policies and processes to identify, assess, monitor and control/mitigate 'operational risk'.
	f. Risk management policies and processes to identify, measure, monitor and control 'interest rate risk'.
	g. Prudent policies and processes to identify, measure, monitor and control 'credit risk'.

Internal Controls and Internal and External Audit

- Internal controls that are adequate for the size and complexity of their business.
	a. Internal controls include clear arrangements for delegating authority and responsibility.
	b.  Internal controls include clear arrangements for separation of the functions that involve committing the institution, paying away its funds, and accounting for its assets and liabilities.
	c. Internal controls include clear arrangements for reconciliation of processes.
	d. Internal controls include clear arrangements for safeguarding the institution's assets.
	e. Appropriate independent internal audit and external audit and compliance functions to test adherence to internal controls as well as applicable laws and regulations.



Chapter 6:  Supervisory Approach

An effective supervisory system requires that supervisors develop and maintain a thorough understanding of the operations of individual companies/institutions and where necessary, groups of institutions if they are related.

- A process of onsite and offsite supervision.

- Regular contact with the supervised institution's management; maintaining a thorough understanding of the institution's operations. 

- requirements to collect, review and analyze prudential reports and statistical returns on a solo and consolidated basis.

- Independent validation of supervisory information (prudential reports and statistical returns) through onsite examinations.

- A rating system for NBFI's.

- A process of risk based supervision.
	a. Does the supervisory process include the ratings, as well as the risk profile, in setting the scope of examination/supervision to allow for the weakest institutions to receive the closest supervision?
	
- A procedures manual to assist in the process of supervision.
	a. Does the manual include specific sections for planning, examining, communication and follow up?

- Clearly defined roles and responsibilities for the supervisory authority, i.e., field examiner, review examiner, supervisory office.
 

	   
Chapter 7: Consumer Protection and Compliance

- Consumer protection through laws and regulations.

- Powers to enforce consumer laws and regulations.

- Provide assistance to consumers so they understand their rights, applicable rules and the risks associated with products and practices?

- A process to resolve disputes.
	a. Methodology of dispute resolution.



Chapter 8: Financial Crisis

- Actions taken to deal with the recent financial crisis.
	a. Revocation of charter or license.
	b. Capital assistance.
	c. Merging weak with strong.

- Actions taken to deal with future financial crisis.
	a. Early warning system.
	b. Systemic risk analysis.
	c. Post mortem of mistakes from previous financial crisis.

Chapter 9: Training Initiatives    

- Formal training programs.
	a. Formal classroom training initiatives.
	b. Seminars and workshops.
	c. Possible external study tours via technical assistance.  

- Informal training programs.
	a. OJT.
	b. Other.	
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