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CDIC Central Deposit Insurance Corporation Taiwan
Ms Yvonne Fan

11F, No.3, Nanhai Road

Taipei 10066

TAIWAN, R.O.C.

Berlin, 2nd July 2015

Invitation to the EFDI AGM & International Conference 2015 “Sailing
towards Financial Stability” from 2nd to 5t September in Dubrovnik,

Croatia
Dear Yvonne,

As a result of the Financial Crisis, substantial reforms were initiated in the
European Union regarding financial regulation and supervision, with the overall
aim to create a Banking Union and restore financial stability in Europe. The new
rules substantially change the environment for deposit insurers in Europe and
create new challenges for the interaction among the different players of the

financial safety net.

It is against this background that EFDI has decided to dedicate this year’s
International Conference "Sailing towards Financial Stability” to the new EU
Directives on Deposit Guarantee Schemes and Bank Resolution and their impact
on the financial regulatory landscape. Within the framework of the conference, we
will address a range of key issues related to challenges, which stakeholders
responsible for financial stability are facing on EU and national levels and

specifically challenges related to DGS.

We are glad to announce that the 2015 EFDI Annual Meeting and the International
Conference will kindly be hosted by the State Agency for Deposit Insurance and

Bank Resolution from the 2nd to 5th of September 2012 in Dubrovnik.
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We would be delighted if you were to attend the conference and possibly
contribute a speech in your capacity as IADI Research and Guidance Committee
Chairperson.

A detailed agenda will be sent shortly. We look forward to hearing from you soon.

Kind regards

Dirk Cupei EFDI Chairman
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EFDI International Conference
Thursday, 3rd September 2015
Hotel President Dubrovnik, Croatia

8:00 — 8:30 Registration
8:30 — 9:00 Opening session
Marija Hrebac, Head of Croatian State Agency for Deposit Insurance and Bank
Resolution and host of the International Conference
Boris Lalovac, Minister of Finance of Croatia
Dirk Cupei, EFDI Chairperson
9:00 - 9:20 Keynote speech
“The Europeanized Bank Safety Net: Elements of continuity and change’’, Prof.
Christos V. Gortsos, Panteion University of Athens
9:20 - 11:00 PANEL 1: PATH TO/TOWARDS EU BANKING UNION
Moderator: Timothy Buenker, European Banking Federation
Theme for the panel: Important aspects of Directives on EU level
Participants
Gerhard Hofmann, Member of the Board, Association of German Cooperative
Banks (BVR), Germany
Theodoros Kyriazidis, Head of Research, Hellenic Deposit and Investment
Guarantee Fund, Greece
Moritz Quecke, National Seconded Expert, European Commission, DG FISMA
Prof. Martin Hellmich, Frankfurt School of Finance & Management, Germany
11:00 — 11:15 Coffee break
11:15 - 11:35 Keynote speech
Prof. dr. sc. Boris Vuj¢i¢, Governor of Croatian Central Bank
11:35-13:15 PANEL 2: AUTHORITIES COOPERATION BOOSTER
Moderator: Gail Verley, IADI Secretary General
Theme for the panel: Important aspects of Directives on national levels
Participants:
Dr. Mejra Festi¢, Vice Governor of Central Bank of Slovenia
Charles Canonne, Principal Policy Expert, European Banking Authority
25



Jerzy Pruski, President of IADI and President of Management Board, Polish
Bank Guarantee Fund
13:15-14:30 Lunch
14:30- 14:50 Keynote speech:
14:50 — 16:30 PANEL 3: DGSD IMPLEMENTATION AND VISION FOR
NEW ICS DIRECTIVE
Moderator: Joseph Delhaye, Chairman of the Association pour la Garantie des
Dépdts Luxembourg
Theme for the panel: Challenges for DGSs on national levels with DGSD
implementation and execution
Participants:
Thierry Dissaux, FGDR, France : “’New model for contributions to deposit
insurance’’
Karen Gibbons, Financial Services Compensation Scheme, UK
Andras Fekete-Gyor, NDIF Hungary: “’Managing systemic crisis by ICS”’
Dr. Ralf Benna, Association of German Cooperative Banks, Germany:
“DGSD-Implementation and the effects on the established IPS of the German
Cooperative Banks”
16:30 — 16:50 Coffee break
16:50- 17:10 Keynote speech:
“EU Directives as a pattern for the Eurasian Economic Union”
Nikolay Evstratenko, Director International Cooperation, DIA Russia
17:10 - 18:50 PANEL 4: ALTERNATIVE FINANCING ARRANGEMENTS
(EU AND NON-EU)
Moderator: Yvonne Fan, CDIC Taiwan, IADI Research and Guidance Committee
Chairperson
Theme for the panel: Options for alternative financing
Participants :
Vedrana Jelusic, European Bank for Reconstruction and Development
Isfandyar Zaman Khan, World Bank
Urs Sauer, Six Group
Lidija Perovic, Director, Deposit Insurance Agency Serbia
20:00 Dinner — city of Dubrovnik
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GLOBAL OVERVIEW OF THE
FUNDING ISSUES FOR DIS

EFDI International Conference
Sept. 3rd, 2015, Dubrovnik, Croatia

Yvonne Fan

Chairperson, Research of Guidance
Committee, |ADI

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




IADI Funding-Related
Guidance/Research Papers

* IADI Research and Guidance Committee has released three
principle/guidance papers and one research paper for funding related
Issues on deposit insurance since 2009.

 Enhanced Guidance for Effective Deposit Insurance
B Systems: Ex-Ante Funding (June 2015) 2
" The Revised Core Principles for Effective Insurance N
Systems — Principle 9 (2014
V; y rincip ( ) =
General Guidance for Developing Differential Premium |
B Systems (October 2011) =
[ Evaluation of the Deposit Insurance Fund Sufficiency on |

the Basis of Risk (November 2011) 2

Funding of Deposit Insurance Systems (May 2009)
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Enhanced Guidance for Effective Deposit
Insurance Systems: Ex-Ante Funding

S —

* 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

e Cost of deposit insurance should be borne by banks

* Long term premium strategy should mitigate pro-
cyclicality and promote steady premiums
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Ex-ante Funding Dominates

More DIAs choose ex-ante funding over recent 3 years.

89% of respondents to the 2015 survey (data as of the end of 2014)
collected premiums up front from the latest IADI Survey. Over 50%
of the DIAs with ex-ante funding has ex-post provision by collecting
extraordinary premiums.

All DIs established after 2003 were funded ex-ante.

Ex-ante funding over the recent
three years

Type of Funding in 2014

oD Q>
JL JL

~N
(08)

Over 50% of
respondents with
ex-ante funding
can charge ex-post
extraordinary
premium.

M Ex-ante Funding M Ex-post Funding
2012 ™ 2013 2014



SOURCES AND USES OF FUNDS
N— —

— 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.




General Guidance for Developing

Differential Premium Systems
— ————

— Primary objectives of differential premium system should
provide incentives for banks to avoid excessive risk taking.

— The approach used to differentiate bank risk should be:

O Effective at differentiating banks into appropriate risk
categories,;

O Utilizing a wide variety of relevant information
O Forward looking;

O Well accepted by the banking industry and financial
safety-net participants.

— Formal agreements need to be in place to require information
from supervisors

— Premium rates should be set to meet funding requirements of
DIS and to provide effective incentives for sound risk
management of banks.

— A formal process to review |ootential disagreements from
banks on assigned scores should be set up.




Flat Rate Still Predominate but More DIS
Using Differential Rates

 57% of respondents to the 2015 survey assessed premiums on a flat
rate basis.

* From the future agenda of lots of DIAs, changing to differential
premium rate system becomes a trend.

Composition of assessment rates

over recent 3 years Number of DIAs using differential

rates
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Evaluation of the Deposit Insurance
Fund Sufficiency on the Basis of Risk

S —

— DI Fund should be sufficient for serious difficulties in banking sector
but not for systemic banking crisis.

— DI Fund sufficiency should be taken in the context of a moving target.
— Two basic methods of evaluation of DI Fund sufficiency
O On the basis of expert opinions on sufficient size of DI Fund
O On the basis of risk analysis: probability of default of member
banks and DI Fund cover losses.
® Estimation of expected and unexpected losses of DI Fund
® Excluding "too bigto fail” banks from the evaluation of DI
Fund sufficiency
® Orientation on the implied level of DIS financial reliability
— Correlations of member bank defaults, stage of business cycle
and type of economy should be considered in evaluation of DI
Fund sufficiency.




Alternative Funding Mechanisms

e Alternative Funding Mechanisms
» The provision of guarantees by deposit insurers
» System-wide liquidity support facilities
» Recapitalization programs
» Wholesale debt guarantees
» 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.




Extraordinary Depositor Protection Measures
during Recent Financial Crisis

Premium Extension of
DIS Powers and
Other Measures

Coverage Limit
Increase

Coverage Full Deposit

Rate/System :
/Sy Expansion Guarantee

Change

Country

Australia




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 or
loans from private sectors issue bonds with government
guarantee
Canada Borrow from the Government or Korea Borrow from government, central bank
markets or market, issue bonds
France Borrow in market and additional Mexico Borrow from government, central bank
premiums 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
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Government Funding is the Major Source
of Back-up Funding

* Top 3 additional funding sources are from government funding

(including loans), extraordinary premiums and loans from Central Bank.

* For the EU member states, primary back-up funding is loans from private

banks (62%).
Additional Back-up Funding
Additional italizati 9 | | | |
Itional government capitalization 1275% Almost 60% of respondents to the
Loans from International Organizations 13.73% AU SV (51 SRS ) 2(.)14) had
access to Government Funding for
Loans from Development Banks 13.73% emergency situation.
|
Access to Private Markets (including... 33.33%
| | |
Loans from Private Banks 34.31%
| | |
Loans from the Central Bank 38.24%
| | |
Extraordinary Premiums 48.04%
| | | |
Government Funding (including loans) 59.80%
| | | | |
0% 10% 20% 30% 40% 50% 60% 70% 12



Save for a Rainy Day

"Into each life some rain must fall. Some days must be dark and
dreary.”
~ Henry Wadsworth Longfellow

It's better to save money during good times, so you have it
- when the rainy days show up. e



Then, you can sing in the rain
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