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EFD' EUROPEAN FORUM
e OF DEPOSIT INSURERS

2014 EFDI International Conference
“DGSs in a New Regulatory Environment”
22- 23 September 2014, Bucharest, Romania

22 September starting at 16:30 hours:

OPENING SESSION:

Dirk Cupei, EFDI Chairperson

Mugur Isarescu, Governor of the National Bank of Romania

Jerzy Pruski, President, International Association of Deposit Insurers (IADI)
Peter Hofbauer, UniCredit Germany

23 September

09:00 - 11:00

PANEL 1: THE REGULATORY INITIATIVE

Moderator - Isfandyar Zaman Khan, Sector Leader Finance & Private Sector

Development, World Bank Brussels Office

Raluca Painter - Senior Policy Officer, Financial Stability Unit, European
Commission

Stefano Cappiello, Head of Registration, Recovery and Resolution Unit, European
Banking Authority

Professor Christos Gkortsos, Deputy Chairman, Hellenic Deposit & Investment
Guarantee Fund Board, Secretary General of the Hellenic Bank Association

Professor Salvatore Maccarone, Chairman, FITD, Italy - "Towards the European
Banking Union: which future for DGS’s"
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11:30 - 13:00
PANEL 2: CHALLENGES FOR DGSs
Moderator - Giuseppe Boccuzzi, General Director, FITD Italy

Thierry Dissaux, President du Directoire, Fonds de Garantie des Depots et de
Resolution - "Resolution challenges for eurozone DGSs in the new Banking Union
environment"

Yury Isaev, General Director, Deposit Insurance Agency - "Relationship of DGSs
with the Supervisory Authorities”

Marija Hrebac, Director, State Agency for Deposit Insurance and Bank
Rehabilitation - "SRM versus NRM: the State aid issue — Croatia"

Alex Kuczynski, Director of Corporate Affairs, Financial Services Compensation
Scheme - "Challenges for DGS — The new DGSD"

14:00 - 14:45
PANEL 3: BANKS’ APPROACH TO NEW REGULATORY FRAMEWORK
Moderator - Andras Fekete-Gyor, Managing Director NDIF Hungary - confirmed

Thomas F. Huertas, Partner, Financial Services Risk Management, Ernst & Young

Timothy Buenker, Senior Policy Adviser - Banking Supervision of European
Banking Federation

14:45 - 15:45

PANEL 4: FINANCING OF DEPOSIT GUARANTEE SCHEMES

Moderator - Mirjami Kajander-Saarikoski, Director Deposit Guarantee Fund
Finland

Prof Riccardo De Lisa, Supervisor, Analysis, Research and Statistics, Fondo
Interbancario di Tutela dei Depositi - "Risk Assessment, the Must for Trust"

Carlos Guglielmo, Head of S&P Capital 1Q Risk Solutions for Europe, Middle East
and Africa Standard & Poor’s - "Risk Based Contributions”
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Esko Haavisto, Nordea Investment Management - "Investment Strategy at a DGS"

16:00 - 17:00

PANEL 5: GOOD GOVERNANCE AND EFFECTIVE ORGANISATIONS
Moderator - Gail Verley, Secretary General, International Association of Deposit
Insurers (IADI)

David Hoelscher - Senior Advisor to the Chairman, International Resolution Policy;,
Federal Deposit Insurance Corporation - "Core Principles Review and Enhanced
Governance"

Yvonne Fan, Director, Central Deposit Insurance Corporation - "Early Warning
Systems for DGSs Readiness"

Helmut  Starnbacher, = Operating  Manager, Osterreichische  Raiffeisen
Einlagensicherung - "Value of Multiple Deposit Insurers: the case of Austria"
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Sept. 23, 2014, Bucharest, Romania

Yvonne Fan 3
Chairperson, Research of Guidance Committee, IADI F
Director, Int’l Relations and Research Office, CDIC (Taiwan)
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Central Deposit Insurance Corporation

Outline

Preface

Key issues on early detection and timely

intervention (EDTI)
IADI Core Principle & Guidance on EDTI

Conclusion



Preface

, Self discipline and health check?
(Early Detection)

, Doctor and medical care?

(Timely Intervention)

lMortician and funeral arrangements?

(Orderly Liquidation)
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Key Issues on EDTI

* |Interrelationship issues
* Clear division of mandates and responsibilities
* Well-defined trigger criteria

* Deposit insurance issues

* Formal arrangements for close coordination,

communication and information sharing

* Fully involvement during EDTI process for risk

mitigation and preparation for necessary resource
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IADI Core Principle

Core Principle 15
_Early Detection and Timely Intervention

— The deposit insurer (DI) should be part of a
framework within the financial system safety net that
provides for the early detection and timely
intervention and resolution of troubled banks.

— The determination and recognition of when a bank is
or is expected to be in serious financial difficulty
should be made early, and on the basis of well-
defined criteria, by safety-net participants with the
operational independence and power to act.
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Why DI Be Part of Early Detection?

Check and balance

If the deposit insurer is accorded a role in the detection of
problem banks, this can exert pressure on the bank
supervisor, which can in turn prevent/mitigate supervisory
forbearance and contribute to improving the quality and
effectiveness of bank supervision.

Mitigate moral hazard

Deposit insurers have most at stake when a bank fails;
therefore, giving them higher responsibility within the
safety net can reduce the negative moral hazard effects of
deposit insurance.



Sources of Information &
Channels of Communication

On-site

Examinations

Off-site : Market
Surveillance G S Information

.. Communlcatlon
Communication

. ; \ with bank
with Supervisors
auditors
Communication

with bank
management

10



Methods of Problem Bank Identification

Approaches to early detection of problem banks —
generic features

Use of

Assessment Forecasting o .. . oge Link with
guantitative Inclusion of Specific focus
of current future . e a: . formal
. . . . analysis & gualitative on risk .
financial financial . . . supervisory
" " statistical assessments  categories .
condition condition actions
procedures
Financial
analysis
StatIStlcaI EX 3 kK% kK% * %k %k *
models
Supervisory
ratings
: - on_site 3k %k k * * kK% * kK k
/- Off'Site kK k * %k % %k ¥ k% *
Comprehensive
bank rISk kK k %k ¥ %k %k kK% %k k%

assessment
systems

non-significant ** significant *** very significant




Early Detection — CDIC Taiwan Model

[ Early Warning System J

4 ) 4 ) 4 )

Internet
Call Report Rating Account Officer

Transmission ,
System . Analysis System
_ Surveillance System
(Quarterly Basis) (Case by Case)

_ Y S (Daily Basis) p _ Y

Special Cases of

12




Recent Developments - ED

Initiatives from FSB and IFls
— Regulatory capital (including Basel IlI)
— Additional internationally liquidity standards

— Regulatory requirements on management of operational, credit,
liquidity and counterparty risks

Risk-focused supervision

— Analyze risks faced by each institution and develop an appropriate
unique supervisory strategy

— Rely heavily on internal risk management processes

Enhancement of DI’s role in potential SIFI resolution

— Involve DI in policy development on dealing with potential
problems in SIFls

— Timely access to supervisory information on a consolidated basis

13




Deposit Insurers’ Practices - ED

25% of respondents said they have a mandate
in the early detection of problem banks.
Otherwise, such a mandate is the responsibility
of the central bank/bank supervisor.

No___——

75%

Early Detection Mandate

Yes
25%

14




Deposit Insurers’ Practices - ED

75% indicated that they have access to

of problem member banks.

70%

60%

50%

40%

30%

20%

10%

0%

information that can facilitate the identification

66%

Access to Information

47%
37.50%
I I
Have access to supervisory Have access to banks' Have access to market
information financial reports submitted information

to depositinsurers
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Deposit Insurers’ Practices - ED

60%

50%

40%

30%

20%

10%

0%

models

53% indicated that they use it for their
risk identification and forecasting

53%

41%

Use of Information

31%

31%

Risk identificaiton
and forecasting
models

T

1
Assigning risk ratings
to insured
institutions that
affect premium rates

Reviewing and

T

Assigning risk ratings

preparingsummary that affect the action

reports

that can be taken by
the deposit insurer
against individual
banks
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Timely Intervention - Guiding Principles




Timely Intervention

* Actions taken according to severity of weaknesses
* Usually taken by supervisor

* DI plays a supporting role
* Independently initiate corrective actions (31%)
« Recommend corrective actions (34%)

* Request corrective actions (16%)

Informal Action

.

Less serious weaknesses More serious weaknesses —
Insolvency in question
| OMoral Suasion 0 Prompt Corrective Action
O Letter [d Cease and Desist Order
[0 Board Resolution [ Penalties/Fines

0 MOU [0 Removals/Prohibitions

19




Timely Intervention — FDIC Model

| As CAMELS rating becomes more severe
[ As CAMELS rating becomes more severe

v’ Exam frequency increased
and scope deepened

v' Exam frequency maybe v Targeted visits and reviews
increased and scope broadened || yery likely
v Regular exam v’ Increase off-site monitoring v Close and frequent off-site
frequency and scope || v'Quarterly or more frequent monitoring
v’ Routine off-site progress reports maybe v'Quarterly or more frequent
monitoring required progress reports required
v'Routine regulatory || v'Informal enforcement action v'Formal enforcement action
reporting likely certain 20




Recent Developments - TI

Deposit Insurers should:

Prepare contingency plans in close cooperation with bank
supervisors, resolution authorities and other financial

safety-net participants.

Define and set out the roles in laws or regulations in
providing their review, approval and implementation in
setting standards for recovery and resolution plans.

Participate in the process of assessing sustainability and
resolvability as well as improving resolution methods for
SIFls.

21



Deposit Insurers’ Practices - T

Responsible Safety Net Player

Form of Intervention Actions Bank Deposit | Central
Supervisor | Insurer | Bank

a. Conducting extraordinary/special inspection/examination 19 12 12

b. Request/order to correct deficiencies @

c. Request/order to submit a plan for eliminating deficiencies

(|_\)

d. Increasing the premium rate for a member institution 12

e. Termination of membership in the DIS

g. Request to remove top management

13
1
6
13
12

3
kf. Prohibition on conducting certain type s of operation @
9

1

L)u | n | o

=
—

h. Providing open bank assistance

(

i. Taking an institution under the control of the bank
“Ssupervisor/deposit insurer/other government entity without

. : ; 9 13 11
__[closing it, and temporary management of its operations
(temporary nationalization) Py
j. Member institution closure 13 4 (16)
k. Initiating bankruptcy proceedings against a member institution 13 10 12
|. Resolution of a closed member institution 4 10

(E
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New Trends & Summary

 New responsibilities for DI
— Early detection and timely intervention authorities
— Key player in deciding intervention actions
— Even participating in systemic risk surveillance & being
considered for participating in financial stability council
* Requirements to fulfill new mandate
— Well-development contingency plan

— Accessing bank financial and operational data in
advance & participating in financial stability evaluations

— Adjusting risk identification and mitigation systems for
SIFls
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