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Preliminary agenda
EFDI Annual Conference
Geneva 12-14 September 2012
Venue:
Mdvenpick Hotel & Casino
20 Route de Pré-Bois, 1215 Geneva 15, Switzerland

DGS and Crisis Management

Wednesday, 12 September 2012

20:30-23:00h Welcoming Dinner
Hotel Mévenpick, Geneva

Welcoming Remarks

Roberto Moretti, Chairman, EFDI

Patrick Odier, Chairman, Swiss Bankers Assaciation (SBA), Senior Partner Lombard
Odier & Cie, Geneva

Patrick Loeb, EFDI Board Member and CEO of the Deposit Protection of Swiss Banks
and Securities Dealers



Thursday, 13 September 2012
8:15-9:00 h Registration

9:00-9:20 h Welcoming Remarks
Patrik Gisel, Deputy CEQ Swiss Raiffeisen and President of the Deposit Protection of
Swiss Banks and Securities Dealers
Roberto Moretti, Chairman, EFDI

9:20-9:25h Introduction to the Conference / Opening
Patrick Loeb, EFDI Board Member and CEQ Deposit Protection of Swiss Banks and

Securities Dealers

9:25-9:145h Tim Buenker, Adviser, Banking Supervision, Eurcpean Banking Federation
“The state of play of DGS, ICS, Crisis Management and Banking Union”

9:45-11:00 h 1. Panel: The outside view on the crisis
Moderator: Piero Schiavazzi, Journalist (tbc)

Archbishop Marcelo Sanchez Sorondo, Chancellor of The Pontifical Academy of
Sciences (Vatican)

Prof. Paul H. Dembinski, Professor for International Strategy and Competition
University of Fribourg, Director of the Observatoire de la Finance

Juan Somavia, Director General, International Labour Organization (thc)

11:00-11:30 h Coffee break

11:30-13:00 h 2. Panel: Previous financial crisis around the world: Lessons for Europe
Moderator: Andrds Fekete-Gydr, Managing Director, National Deposit Insurance
Fund of Hungary

NN, Seguro de Depositos S.A. Argentina, Member of the Board of Directors

Benito Solis Mendoza, Board Member, Instituto para la Proteccién al Ahorro
Bancario IPAB

Mirza Adityaswara, CEQ, Indonesia Deposit Insurance Corporation

William Su, Executive Vice President, CDIC Taiwan

13:00-14:30h Lunch



14:30-16:00 h 3. Panel: Role of DGS in crisis management: Impact of different legal backgrounds
Moderator: Lucas Metzger, COO, Deposit Protection of Swiss Banks and Securities
Dealers
Patrik Gisel, Deputy CEO Swiss Raiffeisen and President of the Deposit Protection of
Swiss Banks and Securities Dealers
Joseph Delhaye, Chairman, Association pour la Garantie des Dépots Luxembourg
Mirjami Kajander-Saarikoski, Director, Deposit Guarantee Fund of Finland

Eugen Dijmdrescu, Director, Bank Deposit Guarantee Fund Romania

16:00-16:30 h Coffee break

16:30-17:30h 4. Panel: Use of Social Media in times of crisis
Moderator: Prof. Dr. Diana Ingenhoff, Faculty of Economics and Social Sciences
Department of Media and Communication Research, University of Fribourg
Christian Liidi, Marketing and Communication / Social Media Marketing, Swiss

International Air Lines

Leo Keller, CEO, Blue Ocean SWS GmbH
“The value of social media and semantic web technologies for core banking
processes”

Ivars Svilans, Head of Communications of Swedbank
Alex Kuczynski, Director of Corporate Affairs, FSCS United Kingdom

Istvan Toth, PR and International Relations Manager, National Deposit Insurance
Fund of Hungary

17:30h End of session

19:00-20:00 h Apéritif
Villa Sarasin, Geneva

20:00-23:00 h Gala Dinner
Palexpo, Geneva

Keynote
Heiner Flassbeck, Chief Economist, UNCTAD



Friday, 14 September 2012

9:00-9:05h Intro and recap from the day before
Dirk Cupei, Vice Chairman, EFDI

9:05-10:30h 5. Panel: Framework and roles in crisis resolution
Moderator: Patrick Loeb, EFDI Board Member and CEO of the Deposit Protection of

Swiss Banks and Securities Dealers

Eva Hiipkes, Advisor on Regulatory Policy and Corporation, Financial Stability Board
“Key Attributes of Effective Resolution Regimes of Financial Institutions”

Thierry Dissaux, President, Fonds de Garantie des Dépdts
“DGS and the Draft of Crisis Resolution”

Riccardo De Lisa, Head of Research FITD and University of Cagliari
Fred Carns, Director Office of International Affairs, FDIC
“Bridge Banks, bail in and other tools of crisis resolution”

David Parker, Senior Financial Sector Expert, IMF
“Crisis Management and financial safety nets”

10:30-10:50 h Coffee Break

10:50-12:00 h 6. Panel: The regulator's role in and view on DGS and crisis management
Moderator: Dirk Cupei, Vice Chairman EFDI
Jean-Christophe Cabotte, Head of Business and Private Law Division, Autorité de
Contrdle Prudentiel, France

“Implementation into the French regulation and European perspectives”

John Di Clemente, Deputy Director, FDIC

NN, European Bank Authority EBA (tbc)

Adam Ketessidis, Head of Section, Banking Supervision, BaFIN (Federal Financial
Supervisory Authority), Germany (tbc)

Sven Stevenson, Financial Stability Division, De Nederlandsche Bank



12:00-13:00 h

13:00-13:05 h

13:05-14:15h

7. The role of ICS in crisis management
Moderator: Johanna Palin, Secretary General, Investors’ Compensation Fund
Finland

1d

Wei Zhang, Deputy Director, Securities Market Transactions Settlement Fund
Monitoring Center, SIPF China

Karen Gibbons, FSCS, United Kingdom (tbc)

Rozanne Reszel, President and CEO, Canadian Investors Protection Fund

Closing remarks

Lunch
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I. Macroeconomic & Financial Sector
Conditions Overview
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Number of Bank Failures in Taiwan
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R

Cases
ik
|
o
30 - 5
21 : Mandatory : Compulsory
Voluntary Insurance : Insurance : Application
20 - H Insurance

R
&5

FEPSESLS

Number of Fls in Taiwan

e Number of Fls since CDIC establishment (1985-2011)

350 H Domestic Banks
(including trust &
investment

300 4 companies)

B Credit Cooperative

250 Associations

200 T f B Credit Departments
of Farmers' and
Fishermen's

150 -+ A Py

100 -

1985 [
1986

1987

1988

1989 B

1990

1991

1992 [==

1993

1994

1995

1996 ==
199’ et L
lm —— S
1999 [
2000

2001 =

2002

2003

2004 3

2005

2006

2007 [

2008

2009 [

2010




Il. Financial Crisis & Lessons Learned
in Different Stages

-Before the Establishment of DIS

Before the Establishment of DIS
® [n 1985, systemic panic bank-run incidents broke out

e The bank runs on Tenth Credit Cooperative of Taipei
City-The biggest bank runs before 1985
v’ Chairman was a legislator of Parliament
v Management embezzlement & frauds of cash vault
v’ Unsecured loans to several affiliated companies
v" Assumed by a state-owned bank




Before the Establishment of DIS cont

e The Overseas Chinese Trust & Investment Co.
v'Bank examination results were revealed
v'Chain reaction of bank runs
v'Insolvency due to bank runs & embezzlement
v'Assumed by a private bank

e Two other trust & investment companies suffered from
bank runs were under custodianship by state-owned
banks

Before the Establishment of DIS cont

e Resolution policy
v Government policy instruction

v State-owned bank as top choice of the acquirer
to stop a bank run

v No market mechanism in resolution
e Banking reform
v" Deposit Insurance Act enacted in 1985

v' CDIC Taiwan established in Sept. 1985 to
safeguard the rights of depositors and to
maintain an orderly credit system




Before the Establishment of DIS cont.

e Lessons learned

v’ A well-designed DIS should be developed and
implemented in a stable economic environment and a
sound financial system

IF a DIS is introduced at a time when macroeconomic
conditions are not stable and with many problem banks, it
will face:

v' Liquidity issues
v" Insolvency issues
v" Public confidence & financial stability issues

Il. Financial Crisis & Lessons Learned
in Different Stages

- Under Voluntary DIS




Under Voluntary DIS Taiwan

* Regional systemic financial crisis in 1995
Bank runs of Chuang-Hwa 4™ Credit Cooperative
v Reason of bank runs: management embezzlement
v" Background information
- Established in Jan. 1960 at central region of Taiwan
- Financial data before bank runs as of June 1995 :
» NPL ratio:0.98%
» Net worth: US$33 million
- Examination rating was 86 (A) in Aug 1993

- CEO of the credit cooperative was the co-founder of a
security co. (stockholders included some employees of
the credit cooperatives)

Under Voluntary DIS con.

v Fraud methods: loans to dummy accounts

~ From Jan. 1989: unsecured loans & loans with unqualified collaterals to
illegal dummy borrowers

- Dummy accounts outstanding amounted to US$294 million in Oct. 1992 and

USS75M in July 1995 before bank runs
~ Embezzlement of USS 0.8 M from the cash vault

All loans associated with advancing to the securities speculators of the
affiliated securities co.

- July 29, 1995 (Saturday)

*Both CEO of credit cooperatives and affiliated securities Co. were
disappeared

*Outbreak of bank runs starting from Saturday morning with deposit
outflows about USS10M

= July 30,1995 (Sunday): ATM withdrawals amounted to US$ 3M
= July 31, 1995 (Monday): money outflow amounted to US$ 88 M




Under VOIU“tarv DIS cont.

v'Regulators responses & actions

N
* No actions were taken as financial conditions seemed good
At the = Examiners were sent to conduct on-site examination
beginning A
* Embezzlement by CEQ A

* Detected by examiners amounted to US$74M (2.2times of net worth)
¢ Insolvency & Illiquidity

Aug 1, ‘95 * Running out of cash and unable to meet deposit withdrawals
¢ No financial accommodations from regulators, central bank and
\/ local government Y
\

* Supervisory enforcement actions to the credit cooperative:
* Business shut down for 3 months
Aug 2,95 * Put under receivership

\/ * Properties of the management team were confiscated
/|

Under Voluntary DIS cont

v'Outbreak of regional systemic financial crisis

e Depositors of Wen-Lin Credit Cooperative at the neighboring
Aug 2,'95|  district began to withdraw money unreasonably

¢ Media broadcasting on more uninsured community institutions
in Chunghwa county further shaken public confidence

Aug 3, 95| « Banks runs spreading over: 6 credit cooperatives & other
\/ community Fls affected in the same county

¢ Bank runs expanded into other county

Aug 4, ‘95




v'Reas

Under Voluntary DIS con

ons for calming down bank-run storm

e Bank regulator - MOF’s prompt corrective actions
e Bank runs of uninsured community Fls may spread over

/

Aug 4, ‘95 e Taiwan credit cooperative banking system might collapse if all
community Fis suffered from bank runs
s Half deposits of Taiwan Cooperative Bank came from community Fls
v'PCA measures
e Taiwan Cooperative Bank took over & assumed all liabilities of Chuang-
Hwa 4" Credit Cooperative
Aug 5, 95 ° Management team of Chung-Hwa 4t Credit Cooperative was liable to

pay back embezzlements
CDIC accepted membership application by uninsured Fis right away
CDIC provided on-site guidance toward new member Fls if necessary

e In case of lacking liquidity, Bank of Taiwan provided fully support, and
Central Bank should provide accommodations if necessary.

\

J

Under Voluntary DIS con.

v’ Results of PCA measures :
- Bank runs were eased off in a few days

- Regional systemic financial crisis was dismissed right away

10



Under Voluntary DIS con

v’ Lessons learned

~ A model Fis today may become a threat tomorrow if not well
managed and supervised

*Gorgeous performance of financial statements is not trust worthy
*Good examination rating may like castle in the air
*Hidden management fraud inside like a tip of iceberg
*Covered crime of management may last for a long time if not well
supervised

~ Problems in conducting examination

*Taiwan Cooperative Bank is a state-owned commercial bank not the
banking supervisor

*Examination power should be independent and avoid conflicts of
interests

*Handling examination reports should be dealt with care to early rectify
deficiencies

Under Voluntary DIS cn:.

v’ Lessons learned
~ Voluntary deposit insurance system cannot maintain financial
stability
*Deposits in the uninsured financial institutions may create safety concerns
= Rumors or scandals of management may exacerbate public confidence
~ Crisis = Opportunity: Systemic crisis triggered reforms
e Receivership of troubled uninsured Fls triggered the regional systemic
financial crisis and reforms
= Jan. 1999: Deposit Insurance Act was amended
» Making DIS compulsory
» CDIC was entrusted with the power and tools to handle problem member
institutions
» Banking supervisory system was reformed
» Oct. 1996: financial examinations were reorganized
» CDIC Taiwan took charge of examination toward community Fls instead
of Taiwan Cooperative Bank

11



Il. Financial Crisis & Lessons Learned
in Different Stages

-Under Compulsory DIS

Under Compulsory DIS

From 1999 to 2010, 57 member institutions
were in trouble causing the systemic crisis
to the banking system and were put into
conservatorships by CDIC Taiwan.

12



Under Compulsory DIS

* Background of financial crisis
v'Macro factors

~ Real estate market mired in recession after the burst of

economic bubbles in the late 1990’s
- The situations exacerbated by 1997 Asian financial crisis
= The shock of big earthquake in Sept. 21, 1999

-~ Bad loans continuing to soar, but no NPLs secondary
market until 2001

~ Rampant rumors of systemic financial risk

Under Compulsory DIS con.

* Background of financial crisis
v Non-macro factors:
-Unqualified member Fls in voluntary DIS became a member
in compulsory DIS and continued deteriorating in business
-No PCA mechanism for problem Fls to exit from market

until net worth turned negative

13



Under Compulsory DIS cont

Number of Bank Failures

Credit departments
. of
Year Banks Credic farmers' & Methods
Coop. f
fishermen's
associations

1999 1 Whole bank P&A
2001 7 29 Whole bank P&A
2002 1 7 Whole bank P&A
2004 1 1 Whole bank P&A

and Partial P&A
2005 1 1 Whole bank P&A

and Partial P&A
2007 3 1 Whole bank P&A

and Partial P&A
2008 3 Partial P&A and P&A with put back

option
2010 1 Partial P&A
Subtotal 9 10 38
Total 57

Under Compulsory DIS cn:.

* Impact of systemic financial crisis to DI Fund

v Total loss is too big for DI fund to afford

v If no outside funding sources, DI fund became in deficit for a

long time

v'Member banks had to pay more insurance premium

v Negative impact on public confidence and financial stability

14



Under Compulsory DIS con.

* Establishment of Financial Restructuring Fund (FRF) in
2001

v'Purposes of FRF:
—To quickly resolve financial crises
—To safeguard depositors’ benefits

—To facilitate the withdrawals of problem banks from the
market smoothly

—To prevent the occurence of financial turmoil.
v Period of FRF

—A period of 3 years (July 2001 to July 2004)
—Extend one year to July 2005

Under Compulsory DIS con.

Funding Sources of FRF

Financial
Restructuring Fund

CDIC deposit Financial business

insurance premium taxes
2002—2011 2002 —2010
US$7.1 billion

~ US$0.6 billion

15



Under Compulsory DIS con.

* Management of FRF

FRF
Governing body > Management committee
(9—13 members)
[

Appraisal body > ‘ Appraisal Team

Executive body > ‘ CDIC

*Negative net worth

eUnable to pay debts

eSignificant deterioration in business or financial
status, unable to continue operation

a1

Exit

Applicable failed Fis

Under Compulsory DIS con.

* Unlimited coverage of deposits by FRF

v Providing a transitional blanket guarantee to all depositors
and other creditors

v’ During FRF period, maximum coverage NT $1 million of
deposit insurance still applicable to non-FRF target banks
* Principles for handling failed institutions by FRF:
v’ Stability of financial order
v Protection the benefits of depositors
¥ Continuity of financial services

v Minimization of social costs

16



Under Compulsory DIS con:.

* Methods of resolution
v'CDIC as a conservator
v'Employing consultants in bids or appraisers in appraisal

v'Selling the target institutions through negotiations or
public bids

v"Making up for the gaps of liabilities in excess of assets

Under Compulsory DIS cn.

* Failed banks
v’ Purchase & assumption
—CDIC as a conservator
—Through open bids with qualified buyers
* Failed community Fls
v Mostly assumed with the banks

v" Only few assumed with other community
institutions

e Cash payout
v’ Last but not least
v Never in use

17



Under Compulsory DIS cont

* Strategy of open bids
v' Banks: Auctioning off in seperate parts

— Bad bank: NPLs by several batches

— Good bank: Non-NPL assets/liabilities and
operations in one batch (in principle)

v Community Fls : Whole in one block

Under Compulsory DIS con.

* Qutsourcing resources
v'Consulting firm: Sales strategy and auction processess
v'Accounting firms: Assessment of the assets and liabillities

v Appraiser: Appraisal of specific real estates

v'Lawyers: Pursuit of civil and crimial actions against
responsible parties and employees of failed banks

18



Under Compulsory DIS con:.

* Disclosure of information

v'FRF information disclosed on CDIC website including:

- Status of payment to make up the gap between assets
and liabilities

- Follow-up of the pursuit cases involved in illegal behavior
by persons-in-charge or employees
- Financial statements of FRF

Under Compulsory DIS con.

* Pursuit of failed banks illegal cases under FRF

Data period: 2001~2010

Categories Percent (%)
Violation of credit practices 38.6
Inappropriate appraisal of collaterals 26.0
Violation of banking law 12.3
Inappropriate credit evaluation 10.9
Violation of delegation regulations 4.0
Fraud or embezzlement 3.0
Others 5.2
Total 100
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Under Compulsory DIS cont

* Major factors of bank failures under compulsory DIS

v'Macro issues

Political issues

Bear market of real estate and stock

Big earthquake effects

Inadequate banking supervision

Lack of prompt corrective action mechanism

Fierce competition due to overbanking

Under Compulsory DIS con.

¢ Major factors of bank failures under compulsory DIS

v'Non-macro issues

Lack of corporate governance
Poor credit & risk magagement

Frauds or embezzlements

20
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Effectiveness of FRF

Resolved systemic banking crisis

Over 5 million depositors’ rights & interests were

safeguarded
56 problem banks exited smoothly from the market

Over 6,800 (67%) employees of problem banks were

rehired

Total resolution cost to 2011 GDP was only 1.65%

Lessons Learned

o Implementing PCA mechanism to maintain financial
stability
v’ Banking Act amended in 2008

- If BIS% < 2%, the bank will be put under conservatorship
within 90 days

- If 2% < BIS < 4%, the bank will be put under supervisory
superintendence

v" Reasons
- Huge loss to Financial Restructuring Fund &DI fund

- Big threat to DI Fund when triggering at negative net worth
of a bank

-Lowering down taxpayers’ and DI Fund’s burdens

21



Lessons Learned con.

o Setting up target ratio for DI Fund to accelerate fund
accumulation

v' DI Act (§ 16) amended in Jan. 2007 —
DI Fund to covered deposits at 2%
v’ Source of fund

-Annual premium revenue by risk-based differential premium

system

-Annual business taxes (2%) from banking industry

Lessons Learned cont.

e Reform DIS membership system
v DI Act (§ 10) amended in Jan. 2007 —

Making DIS from compulsory to compulsory
application
v" Reasons
-Allowing CDIC to control insurance risk
-New Fls are compulsory to apply for DI membership

-New Fls can be a member of CDIC after meeting the criteria

22



Lessons Learned cont.

* Strengthening banking supervision
v" Reforming banking supervisors
-July 2004, the Financial Supervisory Commission was
established to supervise and examine banks and credit
cooperatives
-January 2004, the Bureau of Agricultural Finance was
established to supervise community Fls

v" Implementing Basel Ill capital requirements
v’ Conducting risk-based examination mechanism
v' Requiring coverage ratio for loans
-Coverage ratio for NPLs > 1% from 2010
-Coverage ratio for total loans > 1% from 2013
-Coverage ratio for classified I loans> 1% from 2013 to 2015

Ill. Conclusion
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Conclusion

e Better risk minimizing or controlling mechanism for DIS
should be developed

Deposit insurers with risk minimizer mandate

v Off-site monitoring for members‘ operation
improvements

v’ On-site inspection for data accuracy of call reports

v' Cooperation with supervisors to assist bank’s self-
restructuring, control insured risk and avoid payout loss

Payout => last choice and worst case

Conclusion cont.

e Strong institutional framework should be in place for

economic and financial system to reduce risk of bank
failures or crises

v’ Crises do occur — in Taiwan, Europe and Globally
v’ Lessons should be learned and reforms should be taken

-Formal institutional cooperation mechanism in dealing with

banking/financial crisis should be in place

-Effective tool kit for liquidity crisis or failure resolution
should be developed
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Conclusion cont

e Sufficient DI fund should be in place to maintain
financial stability and public confidence
v Target ratio for DI fund
v Reliable sources of fund

v Risk-based premium system

Conclusion cont.

e Early prevention and cure of problem banks is better
than passive payout or resolution

v’ Prompt corrective action mechanism
v’ Risk-based examination

v’ Higher BIS or capital adequacy ratio requirements

than Basel Il

25



Conclusion cont.

o Panaceas for curing financial crises are
effective supervision and market discipline

v/ Banking supervisors cannot prevent financial crisis
alone

v’ Market discipline should be improved and
strengthened
- Corporate governance & rating
- Consumer protection
- Information disclosure
- Risk-based internal auditing

Thank You!
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