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I nter national Workshop on
“Deposit Insurance Fund Target Size”
Makati Shangri-La, M akati City, Philippines
June 15-18, 2015
Hosted by the Philippine Deposit I nsurance Cor poration (PDIC)

AGENDA

Schedule

Activity

‘ Speakers

‘ Venue/Room

JUNE 15, 2015

18:00 - 20:00

Welcome Cocktails

Makati A

JUNE 16, 2015

8:30-9:00

Registration

Isabela Foyer

9:00-9:15

Opening Remarks

Ms. Cristina Que Orbeta
President, PDIC

Isabela
Ballroom C

9:15 -10:00

Presentation of Results on Survey on
DIF Target Fund Size

Ms. Ma. Ana Carmela Villegas
Officer-In-Charge

Receivership and Liquidation Sector, PDIC and
Chairperson, IADI Subcommittee on Deposit
Insurance Fund Target Ratio

10:00-10:15

Break

Session 1: Setting the Target Fund Size

M oder ator :

Mr. Dean Cosman

Vice President, Finance and Administration and Chieance Officer
Canada Deposit Insurance Corporation

10:15-10:40

10:40-11:05

11:05-11:30

11:30-11:55

Country Case Presentations

1. Colombia

2. Philippines

3. Poland

4. Canada

Mr. Camilo Hernandez

Head, Risk Management

Fondo de Garantias de Instituciones Financieras
FOGAFIN

Ms. Sandra Diaz

Senior Vice President

Management Services Sector

Philippine Deposit Insurance Corporation

Ms. Maria Sitkowska
Specialist, Department of Treasury and Analysis
Bank Guarantee Fund

Mr. Dean Cosman

Vice President, Finance and Administration and
Chief Finance Officer

Canada Deposit Insurance Corporation

Isabela
Ballroom C

11:55-12:35

Discussion

12:35-13:50

Lunch

Circles

13:50 - 14:00

Group Photo Session
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Schedule

Activity

Speakers

‘ Venue/Room

Session 2: Administration of the Target Fund Size

Moderator:

Mr. Valentin Araneta

Member, Monetary Board
Bangko Sentral ng Pilipinas

14:00 - 14:25

14:25 - 14:50

14:50 - 15:15

Model for Administering Target Fund
Size

Country Case Presentations

1. Jordan

2. Taiwan

Mr. Thierry Dissaux
Chief Executive Officer
Fonds de Garantie des Dépots et de Résolution

Mr. Fayez Khalboneh
Assistant Director General
Jordan Deposit Insurance Corporation

Ms. Lisa Hsi
Assistant Director, Business Dept.
Central Deposit Insurance Corporation (Taiwan)

Isabela
Ballroom C

15:15-15:30

Break

15:30 - 16:20

Determination and Administration of
Target Fund Size: The Case of US

Ms. Ashley Mihalik

Senior Financial Economist

Division of Insurance & Research

Federal Deposit Insurance Corporation (FDIC)

16:20-17:00

Discussion

JUNE 17, 2015

Session 3: Other Issues Related to Establishing a Target Fund Size

Moderator:

Ms. Noorida Baharuddin

Chief Financial Officer
Malaysia Deposit Insurance Corporation

9:00 -9:40

9:40 -10:20

¢ Funding for Failures During
Systemic Crisis

¢ Enhanced Guidance on Funding

Mr. Marc Christian Dobler

Senior Financial Sector Expert

Monetary and Capital Markets Department
International Monetary Fund

Ms. Yvonne Fan

Chairperson, IADI Research and Guidance
Committee and

Director, International Relations and Research,
Central Deposit Insurance Corporation Taiwan

Isabela
Ballroom C

10:20-10:35

Break

10:35-11:15

e Targeting Fund Size under an
Integrated Protection Scheme

Mr. Eun-lk Jung

Team Head

Department of Fund Management
Korea Deposit Insurance Corporation

11:15-12:05

Discussion
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Schedule Activity Speakers Venue/Room
Ms. Imelda Singzon
12:05-12:15 Closing Remarks Executive Vice President
Philippine Deposit Insurance Corporation
12:15-13:30 Farewell Lunch Circles
14:30 - 16:30 Subcommittee Meeting Subcommittee Members Manila B
JUNE 18, 2015
Malacafiang
Museum
La Cocina de
8:00-17:00 City Tour Workshop Participants (Optional) Tita Moning
Greenhills
Shopping
Center
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PHILIPPINE DEPOSIT INSURANCE CORPORATION

CRISTINA QUE ORBETA
PRESIDENT

June 30, 2015

Ms. LISA HSI

Assistant Director, Business Department -
Central Deposit Insurance Corporation

Taiwan -

Dear Ms. Hsi,

On behalf of the Philippine Deposit Insurance Corporation (PDIC), | thank you for
actively participating in the International Workshop on Deposit Insurance Fund
(DIF) Target Size hosied by the PDIC on June 15-18, 2015.

We fruly appreciate your sharing of knowledge and insights as one of the
speakers for Session 2: Administration of the Target Fund Size. Your presentation
provided the delegates a deeper understanding and perspective on the target
fund size. The case study you have prepared and the experience of your Deposit

Insurance Agency will greatly contribute to the preparation of the reseorch on
DIF Target Ratio.

We look forward to a contfinued fruitful partnership with you in our future
endeavors.

Thank you.

Very truly yours,

Al Cote—

Cc:  Mr. MICHAEL MK, LIN
President

ngm

5SS Building, 6782 Ayala Avenue corner Rufino St., Makati City 1226, Philippines
Tel. No.; (632) 841-4000  Fax No.: (632) 817-3566
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PHILIPPINE DEPOSIT INSURANCE CORPORATION

CRISTINA QUE ORBETA
PRESIDENT

June 30, 2015

Ms. YYONNE FAN

Chairperson, IADI Research & Guidance Committee
and Director, International Relations and Research
Central Deposit Insurance Corporation

Taiwan

Dear Ms. Fan,

On behalf of the Philippine Deposit Insurance Corporation (PDIC), | thank you for
actively participating in the International Workshop on Deposit Insurance Fund
(DIF) Target Size hosted by the PDIC on June 15-18, 2015.

We truly appreciate your sharing of knowledge and insights as one of the
speakers for Session 3: Other Issues Related to Establishing a Target Fund Size.
Your presentation provided the delegates a deeper understanding and
perspective on the target fund size. The special topic on “"Enhanced Guidance
on Funding” you presented will greatly contribute to the preparation of the
research on DIF Target Ratio.

We look forward to a continued fruitful partnership with you in our future
endeavors.

Thank you.

Very fruly yours,

Sl B

Cc: Mr. MICHAEL M.K. LIN
President

SSS Building, 6782 Ayala Avenue corner Rufino St., Makati City 1226, Philippines
Tel. No.: (632) 841-4000 * Fax No.: (632) 817-3566
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Central Deposit Insurance Corporation

Administration of the -
Target Fund Size

IADI International Workshop:
Manila, Junel5-18,2015

Presented by : Lisa Hsi
Business Department
CDIC, Taiwan
June 16, 2015

Outline

4 CDIC’s Profile
I 1 Setting of DIF Target Ratio
4 Administration of Target Fund Size

I 1 Future Perspectives

ENTRAL LJEPOSIT INSURANCE (CORPORATION
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CDIC’s Profile

2
/ ENTRAL LJEPOSIT INSURANCE ORPORATION\

CDIC’s Profile

Establishment in 1985

= Government agency

|
A

Shareholders

AL

p— . . ANNIVERSARY

v'Financial Supervisory 4 j@@'
Commission (FSC)

v'Central Bank

= Competent Authority : FSC

. L
Pay Box/\% Risk Minimizer

3
/ ENTRAL LJEPOSIT INSURANCE ORPORATION\
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Setting of DIF Target Ratio

4
/ ENTRAL LJEPOSIT INSURANCE ORPORATION\

Background

m Referred to FDIC’s experience
In 1991, the U.S. Federal Deposit Insurance Act
stipulated designated reserve ratio (DRR) of
DIF was 1.25% of estimated insured deposits

m The Deposit Insurance Fund(DIF)
accumulated slowly

As of the end of 2006, the ratio of accumulated
DIF to covered deposits was only 0.16%, far
below the DRR of 1.25% adopted by the FDIC

and other deposit insurers around the world

5
/ ENTRAL LJEPOSIT INSURANCE ORPORATION\
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Purpose

m CDIC may adjust premium rate according to
the achievement of the target ratio

m [he adequacy of DIF is the key to effectively
operate the deposit insurance system and to
enhance the depositors’ confidence

6
/ ENTRAL LJEPOSIT INSURANCE ORPORATION\

Considering Factor

-
B Financial system

structure and
characteristics

B Risk exposure of W (
the CDIC

A
»
B Macroeconomic J M L egal framework

conditions

7
/ ENTRAL LJEPOSIT INSURANCE ORPORATION\
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Estimation Method

m Aresearch paper was produced by
scholars and commissioned by the CDIC
in 2004

m Empirical method was decided to be used
to estimate the fund adequacy based on
expert opinion from the research paper,
plus suggestions from deposit insurance

practitioners

8
/ ENTRAL LJEPOSIT INSURANCE ORPORATION\

Target Fund Ratio

m Based on research paper, the adequacy of
DIF should be able to have the capability to
cover the payout losses and resolution
costs of one large bank or 1 to 4 medium
banks.

m In 2007,CDIC stipulated the target ratio of
the DIF set at 2% of covered deposits in the
Deposit Insurance Act

9
/ ENTRAL LJEPOSIT INSURANCE ORPORATION\
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Two Separate DIFs

Target fund ratio : 2% of covered deposits

Two Separate
Deposit Insurance
Funds from 200

for Agricultural
Financial Sector

D . |
Banking financial sector is Agricultural financial sector is
supervised by FSC

supervised by Council of Agriculture

/ ENTRAL LJEPOSIT INSURANCE ORPOH)ATION\

Administration of Target Fund Size

11
/ ENTRAL LJEPOSIT INSURANCE ORPORATION\
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The Target Fund Size

Unit : US$ Billion
e e
Covered Deposits 600 40
EstimatedS ;I;aerget Fund 19 0.8
Current DIF 16 Do)

(DIF + Public fund)

* 0.82=0.12(ADIF managed by CDIC) + 0.7(Public fund managed by
Council of Agriculture), the target fund size is deemed to be
reached.

12
/ ENTRAL LJEPOSIT INSURANCE ORPORATION\

Funding
® Normal time : Ex-ante J§ ® Systemic crisis: Ex-post
funding funding

* Risk-based premium » Special premium
Sy » Special premium rate

* Premium rates and collection period
approved by the approved by the
competent authority competent authority
(FSC) (FSC)

13
/ ENTRAL LJEPOSIT INSURANCE ORPORATION\
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Funding Sources

Premium
income

& from Jan. 2011 —
June 2014

Recovery
from failed
banks

~ S 14
\»ENTRAL LJEPOSIT INSURANCE \ ORPORATION\

Bank DIF & Ratio (2007~2014)

Premium Raised

Unit:US$ Million
year
2007 2008 2009 2010 2011 2012 2013 2014
DIF
DIF -17.1 -1,764.4 -1,726.3 -1,695.5 -810.6 -41.2 889.6 1,552.2

DIF 0%  -0.51% -0.47%  -0.45% -0.15% -0.01% 0.16% 0.26%

B Because CDIC disposed of 56 failed institutions in line with the
government’s policies, the BDIF was in deficit since 2007

3 . S 15
[V +ENTRAL LJEPOSIT INSURANCE ¢\ ORPORATION\
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Bank DIF Ratio (2007~2014)

B Bank DIF ratio went negative in 2007, but turned positive in 2013
with increase in premium income and injection of bank business
tax revenues

0.4%

0.26%

0.00% 16%

0.0%

-0.15% -0.01%

-02% ) 3 0479 -0.45 %

W l04% |

-0.6%

2007 2008 2009 2010 2011 2012 2013 2014

16
/ ENTRAL LJEPOSIT INSURANCE ORPORATION\

Case shared : Premium Raised in 2011

m Reasons

v’ To accelerate the timing of making up for deficiencies
in the bank DIF
v' To achieve 2% target ratio by request of the Parliament

m Keys to success
v’ Support from related competent authorities & the
Parliament
v’ Active communication with stakeholders
v’ Better domestic economic and financial conditions

accumulation of DIF ﬁﬁirﬁ

17
( ENTRAL LJEPOSIT INSURANCE ORPORATION\
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Premium Income (2007~2014)

Unit:US$ Million
The biggest premium rise since 1985

350 ‘

300
300 [ 279 284

294

200

:zz _ OUB I I l

2007 2008 2009 2010 2011 2012 2013 2014

18
/@ENTRAL DeposiT INSURANCE @ORPORATION\

Development of Premium System

Three Groups:
Five Tiers + Flat
Banks: 5~15bp+0.5b
Credit: 4~14bp+0.5bp
Agri.Fls: 2~6 bp+
0.25bp

*Jan.2011~
Risk-based Rate

*Jul.2007~ Dec.2010
Risk-based Rates Two Groups:
Five Tiers + Flat

Ranks: 3~7 bp+0 Rb

oanks. 5~/ OPp+vu.o

Jan.2000~Jun.2007 Agri.Fls: 2~6 bp+
Risk-based Rateﬁ/\ 0250
'S Three Tiers

5~6 bp

Jul.1999

Risk-based Rates
Three Tiers

. e Starting in 2007, risk-based rates
3 pugm > of covered deposits: five tiers ;
Flat Rate g5 bp flat rate of eligible deposits in

excess of coverage limit

- 19
[{:ENTRAL DeposiT INSURANCE @ORPORATION\
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Emergency / Back-up Funding

m Special financial accommodation from the
Central Bank

m Borrow from the other insured financial
institutions

20
/ ENTRAL LJEPOSIT INSURANCE ORPORATION\

Future Perspectives

21
( ENTRAL LJEPOSIT INSURANCE ORPORATION\
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Future Perspectives

= Adjusting premium rate in a suitable time
to achieve the 2% target ratio as soon as
possible

PCA mechanism of problem insured
institutions to minimize the payout
losses of DIF

16@cdic.gov.tw
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PREFURIZLT

Central Deposit Insurance Corporation

Enhanced Guidance on S~
Ex-ante Funding :

International Workshop on

Deposit Insurance Fund Target Levels
June 17, 2015, Makati, Philippines

Yvonne Fan
Chairperson, Research of Guidance Committee, IADI

Director, Int’l Relations and Research Office, CDIC (Taiwan)

Outline

Preface

IADI Core Principle

Key issues on funding for DIS

Conclusion
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Preface

* Insurance is a form of risk management
primarily used to hedge against the risk of
a contingent, uncertain loss.

* Premium will be charged for a certain
amount of insurance coverage in exchange
for payment in case of a financial loss.

Ex-ante Funding Mechanism

Why Ex-ante Funding?

* Enhance depositor confidence
e Mitigate pro-cyclicality

* Improve fairness

2012 FSB Thematic Review on DIS:
Requested IADI to develop
Enhanced Guidance on Ex-ante Funding

4
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IADI
CORE PRINCIPLE

IADI Core Principle

Core Principle 9
SOURCES AND USES OF FUNDS

— The deposit insurer should have readily available
funds and all funding mechanisms necessary to
ensure prompt reimbursement of depositors’ claims,
including assured liquidity funding arrangements.

— Responsibility for paying the cost of deposit
insurance should be borne by banks.

56
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KEY ISSUES ON
FUNDING FOR DIS

Major Key Issues

| Effective Funding Framework

' Sources of Funds for Deposit Insurance Systems




Effective Funding Framework

* Deposit insurers should establish a comprehensive
funding framework based on guiding principles setting
direction for funding approach and strategies.

Overall financial exposure reflected when determining

ex-ante fund levels and liquidity funding arrangements

Funding objectives: internal and external funding

Periodically review their funding framework to ensure
current and relevant

Sources of Funds for
Deposit Insurance Systems

* Internal Funds — Premium Collection
» An ex-ante funding system

v’ Provides greater control over their funding
requirements and permits better planning;

v’ Provides readily available funds for prompt
reimbursement;

v’ Provides assurance to depositors about the safety
of their deposits;

v An anti-cyclical feature;

v’ Spreads deposit insurance cost and risk over time
and across all member banks.

10
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Sources of Funds for

Deposit Insurance Systems (cont’d)

e External Funds — Liquidity Funding

Argentina | Borrow in market and require Indonesia | Government lending facility and
advanced premium payments recapitalisation facility
Brazil Special premiums, advances, Japan Borrow from central bank, in market
loans from private sectors or issue bonds with government
guarantee
Canada Borrow from the Government or | Korea Borrow from government, central
markets bank or market, issue bonds
France Borrow in market and additional | Mexico Borrow from government, central
premiums bank or markets, impose
extraordinary premiums, issue bonds
Germany | Borrow in market, extraordinary | Russia Issue bonds, increase premiums,
contributions from institutions unlimited government support
Hong Standby credit facility from the Singapore | Private sources or Monetary Authority
Kong Exchange Fund of Singapore
India Central bank supplementary Turkey Borrow from Treasury or central bank,
financing advance payments from banks
Taiwan Borrow from central bank or United Borrow from Treasury, Federal
market States Financing Bank, Federal Home Loan
Banks and insured depository
institutions 11

Sources of Funds for

Deposit Insurance Systems (cont’d)

* Alternative Funding Mechanisms

» The provision of guarantees by deposit insurers

» System-wide liquidity support facilities

» Recapitalization programs

TivieoGiT T

wGiGiivc o

>

» Bank-specific capitalization and asset purchase plans or
guarantees

e Stabilization measures to specifically deal with a
systemic crisis

» protecting non-member financial institutions;

» protecting uninsured financial products; and

» protecting insured products over deposit insurance limit.

59
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Building a Credible Target Fund

* The target level of deposit insurance funds should be
adequate to cover potential net losses from providing
deposit insurance protection.

* Deposit insurers determining their target level of Funds
should consider following factors:

Composition of member banks;

Liabilities of member banks and the exposure of the
deposit insurer to them;

Probability of failures and the characteristics of losses;
Macroeconomic conditions;
State of the supervisory and regulatory regime;

Resolution approaches and the resolution powers of the
deposit insurer in particular, the capability for early
intervention;

Availability and adequacy of liquidity funding.

YVVVV VY

A\

13

Building a Credible Target Fund (cont’d)

» Targeted ratios of selected countries

Argentina 0.50% of insured base

Brazil 2.00% of insured base

Canada 1% of insured deposits

Hong Kong 0.25% of insured deposits

indonesia 2.50% of insurable deposits

Jamaica 8 to 10% of insured deposits

Jordan 3.00% of insurable deposits

Kazakhstan 5.00% of insurable deposits

Korea Banks, financial investment companies, non-life insurance
companies: 0.825% - 1.1% of insured deposits

Malaysia 0.6% to 0.9% of insured deposits

Philippines 5% of estimated insured deposits

Singapore 0.30% of insured deposits

Taiwan 2.00% of insured deposits

United States 2.00% of insured deposits 1
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Time-to-Fund and Continuous Validation

e Deposit insurers determining their time-to-fund should
consider the following factors:

» External factors (e.g. economic and banking conditions);
» Growth rate of insured deposits;

» Level of net surplus to be accumulated annually.
* Longterm premium strategy:
» Anti-cyclicality;
» Steady premium rates over time;
» Mechanism to replenish fund due to bank failure losses.

15

Premium Assessments

* Defining an assessment base

» Total insured deposits and total insurable deposits are the most
common assessment base.

» Based on the IADI Survey 2014, 58.8% and 27.5% of respondents
use insurable deposits and insured deposits as assessment base,
respectively.

Insured Assessment Base
deposits

27.5% \ '

Insurable
deposits
58.8%

16

61



Premium Assessments (cont’d)

* Flat Rate or Differential Premium System?
» The trend is towards greater use of differential premium system.

» Among the IADI members, based on the IADI 2014 Survey, 35
jurisdictions (or about 34%) out of the 102 deposit insurers
surveyed, assessed premiums on a risk-adjusted basis or a
combination of both differential and flat rate basis.

Other

0,
Combination 9%

of Differential
and Flat Rate
12%

Differential
Rate 21%

Flate

56% Premium System
(1)

17

Premium Assessments (cont’d)

* Key elements of differential premium systems:

» Calculation of premiums should be transparent to all
member banks;

» Scoring/premium categories should be significantly
differentiated: an

“Ailie g [ S - ) AV}

» Ratings and rankings of individual banks should keep
confidential.

18
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Enhancing Effectiveness of
Fund Management

* Investment objectives of deposit insurers should be
conservative

* Hold government bonds, treasury bills and deposits at the
central bank to have low capital volatility and provide
sufficient liquidity

* Consider establishing arrangements with central banks for
liquidating investment securities in open markets

» Disclose and/or explain investment policy or practices in
financial statements and annual reports

Funds Structure — Single or Multiple Funds

* Most deposit insurance systems with ex-ante funding
maintain only one deposit insurance Fund

* Integrated deposit insurers have separate funds for
different industry sectors (banks, insurance companies,

investment banks, etc.) should:

» Conduct impact analysis to ascertain implications of
various cost allocation methodologies on each
industry sector

» Avoid competitive distortions
> Prohibit cross-subsidization between funds

20
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Other Funding Issues

e Continue to assess premiums for all members and link
rebates to past contributions based on current risk
Rebates profile of each bank.

e Governments or international organizations may
provide some initial funding to new deposit insurance

Seed systems which should be repaid

Funding

e Deposit insurer should not be subject to taxes or “legacy
expenses”

21
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Conclusion

Deposit insurers should have a comprehensive funding
framework to ensure prompt reimbursement at all times

Ex-ante funding system enhances depositor confidence
and financial stability

Deposit insurance funds should be adequate to cover
potential net losses from providing deposit insurance
protection

Cost of deposit insurance should be borne by banks

Long term premium strategy should mitigate pro-
cyclicality and promote steady premiums

23
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