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Foreword

The Third Annua IADI Conference was held in Brunnen, Switzerland on beautiful Lake
Lucerne from 25-27 October 2004. Consistent with IADI’s vision “to share deposit
insurance expertise with the world,” the Association invited expert practitioners from
around the world to make presentations and participate in the conference. The theme of
the conference was “Assembling the Tool Kit for Deposit Insurers” and it was chaired by
Charles Cornut, Président du Directoire, Fonds de Garantie des Dép6ts of France; Mr.
Cornut is also the Treasurer of International Association of Deposit Insurers and
Chairman of the Finance and Planning Committee.

Presentations covered recent developments and issues of interest to deposit insurers
flowing from a recent APEC Policy Dialogue, insolvency issues and the role of deposit
insurance, case studies of bank failures, guidance on bank resolutions, enterprise risk
management, technical assistance and where to get it, strategic planning, cross-border
issues and the attendees were provided with an update on | ADI’s activities and what to
expect in 2005. The audience of 145 was truly international in scope as 48 countries were
represented at the conference.

These proceedings were prepared by an international team of writers organized by the
International Affairs Division of Central Deposit Insurance Corporation. The writers
included: Claude Rollin, Federal Deposit Insurance Corporation; Shinichi Sakai,
Deposit Insurance of Japan; Sung Han Jie, Korea Deposit Insurance Corporation;
Yvonne Fan and Fiona Y eh, Central Deposit Insurance Cor por ation; Renata Cechova,
Deposit Insurance Fund (Czech Republic); Wai-Keen Lai, Bank Negara Malaysia;
David Walker, Canada Deposit I nsurance Cor poration, Ade Afolabi, Nigeria Deposit
Insurance Corporation, and myself. | take responsibility for any errors that emerged in
the editing process.

Copies of the PowerPoint presentations and a picture gallery are located on the Internet at:
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Secretary General
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Executive Summary

The Conference was opened by Charles Cornut and the Keynote Address was delivered by Jean
Pierre Sabourin, Chair of the Executive Council and President of the International Association
of Deposit Insurers. Mr. Sabourin reviewed the origins and mandate of the Canada Deposit
Insurance Corporation (CDIC) as well as the innovative techniques CDIC has implemented
over the years. Mr. Sabourin further emphasized IADI’srole in international cooperation and as a
contributor to financial stability.

The first session focused on the APEC Policy Dialogue on Deposit Insurance and provided an
opportunity for experts to share “country experiences” with the single regulator model in the UK,
Germany and Japan. Insolvency issues were addressed in the next session, moderated by
Christine Cumming, who aso outlined the different stages in the decline of a troubled bank.
Philip Wood traced “World Trends in Bank Insolvencies” and he was followed by Robert
Sanderson and Gale Rubenstein who focused on loss minimizing for deposit insurers in the event
of insolvency and they also spoke about some recent work being undertaken by INSOL .

The first afternoon session dealt with bank failures and what could be learned from recent
experiences. Ernesto Aguirre discussed the internationally agreed principles to deal with banking
resolution and insolvency being developed by the World Bank. Issues associated with large banks
were addressed by Fred Carns and Juan Pablo Cordoba Garces presented a case study of a small
bank. The discussant was Dong Il Kim who looked at recent experiencesin Korea.

Chin-Tsair Tsay of Central Deposit Insurance Corporation turned the conference’s attention to
the work on Guidance on Bank Resolutions. This session began with a presentation on “The Exit
Mechanism and Resolution of Problem Financia Ingtitutions” by Ganiyu Ogunleye, which was
followed by alook at “Disposition of Problem Financial/Non-performing Assets Based on Market
Mechanisms” by Michael Mackey. Carlos Isoard reviewed handling a systemic financia crisis and
interrelationships, while Daniel Janossy focused on reimbursement and liquidation issues.

The dinner speaker was Otbert de Jong of ABN AMRO who addressed the conference
participants on “Basel |1: Raising the Global Risk Bar”.

The second day opened with a presentation on “where deposit insurers can get help for technical
assistance” with a discussion by James Rives on the missions and activities of severa
international funding institutions and it was followed by a presentation by Chris Barltrop from
USAID. Session VI took alook at the issue of Strategic Planning and it was moderated by Ray
LaBrosse. Keith Adam examined the techniques now in use by Canada Deposit Insurance
Corporation and he underscored that this knowledge has been shared with Deposit Insurance
Corporation (Trinidad and Tobago) through Junior Frederick and Winston Carr of the Jamaica
Deposit I nsurance Cor por ation who were also on the panel.

Cross-border issues and their implications for deposit insurers was the topic of final session
moderated by Gavin Bingham of the Bank for International Settlements. Anthony Beaves spoke
about the challenges that result, whereas Neil Cooper and Eva Hupkes reviewed the Genera
Principles of a Functional Approach to Regulation, and the objectives of deposit insurers, the
challenges of foreign branch deposits and cross-border cooperation.

I ADI’s Secretary General, Ray LaBrosse, provided the conference participants with an update on
recent and planned activities for the Association and Yvonne Fan of Central Deposit Insurance
Corporation invited everyone to next year’s conferencein Taipei.



Opening Session
Charles Cornut, Président du Directoire, Fonds de Garantie des Dépots

Charles Cornut opened the conference and said that it was an honour to welcome the
participants to the 2004 Annual Conference of the International Association of Deposit
Insurersat such abeautiful location. Mr. Cornut noted that the conference program was designed
to help everyone to share their knowledge and expertise. He was confident that al of the
moderators, presenters, and discussants, as well as the distinguished speakers, would exert their
best efforts to meet that objective.

Mr. Cornut then introduced Jean Pierre Sabourin, the Chair of the Executive Council and
President of the I nter national Association of Deposit I nsurers.

Keynote Address

Jean Pierre Sabourin, Chair of the Executive Council and President, |International
Association of Deposit Insurers

Jean Pierre Sabourin welcomed the participants to historic Brunnen, the birthplace of
Switzerland, and thanked Charles Cornut for the introduction and Ray LaBrosse and his team for
their efforts in organizing the conference. His remarks began with a quote from H.L. Menchen,
“For every complex problem, there is a solution which is simple, neat, and wrong”. He then
confirmed that his term as President and Chief Executive Officer of the Canada Deposit
Insurance Corporation (CDIC) would be soon coming to an end and he wanted to use the
occasion of this conference to reflect on CDIC’s development over the years and how its
evolution relates to the experience of other deposit insurers.

First, and foremost, he addressed the “Can’t fail syndrome” which is creating some important
public-information challenges for deposit insurers. He asked, how in more or less stable
economies do you properly instil an awareness of potential failure without causing unnecessary
alarm or being perceived as crying wolf? In today’s world the conjunction of powerful forces
such as globalization, technological innovation and financial liberalization are creating newer
forms of risk. Indeed, events in one remote corner can have immediate financial consequences
elsewhere. One of the functions of a deposit insurance system, as with a fire department, is to
help keep this destruction from getting out of hand.

Mr. Sabourin recalled that CDIC was established for the same basic reason that most deposit
insurance arrangements are created — to protect the deposits of ordinary citizens held in financial
institutionsin case of their failure. It was established also to prevent contagion of the fire, or runs
on other deposit taking ingtitutions, thereby contributing to the stability of the financial system as
awhole.

But, the events in the 1980s brought about some changes. All told, CDIC has dealt with atotal of
43 failures in its entire history, 23 of which occurred in the decade of the 1980s. Mr. Sabourin
reiterated that we recognize now that bank failures are normally not isolated incidents, but tend to
arrive in waves. As a result, some ingtitutional changes were made and CDIC’s mandate was
expanded. Since Canada’s system has socialized the losses resulting from a failure across
CDIC’s membership, it obviously should be of more than passing interest to the member
institutions that CDIC really does minimize its exposure to loss and its |osses.



It is instructive to take a look back, Mr. Sabourin said. The failures of the 1980s led to CDIC
having to borrow $3.7 billion and this led to CDIC increasing its premium rate charged to
financial institutions to a high of aimost 17 basis points and in the cost of the 43 failures was $4.7
billion. The good news was that the loss from failures has been reduced from an average of 52
cents on the dollar for failures prior to 1987 to 17 cents on the dollar during the 1990s. As a
result, CDIC has calculated that they have saved approximately $5 billion by intervening early
and finding solutions at least cost to the Corporation. Perhaps surprisingly, CDIC’s operating
expenses are now less than the income it makes on its investments. There have been various
reasons for this rather dramatic improvement, he noted. But, he noted that a primary reason is that
CDIC has been given a proactive mandate. Another was the degree of independence that came
with it and other innovations (differentiated premiums, Standards, lower operating costs, etc.)

Mr. Sabourin then turned to the international financial crises of the 1990s. The need for increased
financial stability in the face of such challenges gave rise to the Financial Stability Forum in the
late 1990s. The main objective of the FSF, he underscored, was to bring together those
responsible for different elements of financia stability. An essential component of the modern
financial safety net is sound deposit insurance arrangements. Out of the deliberations of the
FSF’as Working Group on Deposit Insurance evolved the notion of an international association
the purpose of which is to contribute to the stability of financial systems. That, he noted, is the
value of these annual conferences and the regional meetings. They provide afora for assembling
the most up-to-date tool kit for today’s deposit insurer. In speaking with his “IADI” hat on, he
saw an increased role for IADI in that regard.

Mr. Sabourin returned to Canada’s experience and underscored that the ability to develop new
initiatives and adapt to those that are working elsewhere was due in large part to the issue of
independence. It is now widely recognized by international organizations such as the IMF and
The World Bank that an independent deposit insurer is more likely to be insulated from the
influences that detract from a focus on deposit protection. Other primary features that go hand in
hand with independence are accountability, transparency and integrity — the underpinnings of
good regulatory governance.

In closing, Mr. Sabourin noted that the financial services industry, the global world of banking,
and the array of products, systems and services facing the consumer are all becoming
exponentially more complex as time advances. In accordance with this complexity comes the
likelihood of increased risk. This environment is going to place ever more importance on |ADI,
both in terms of the collaborative relationships among us which counter risk and contribute to
international financial stability, and the specific programs we provide to assist members of the
association and others.

IADI has had a successful year in fulfilling these objectives. Moreover, in the Association’s
business plan, he hopes to build upon those successes and contribute even more effectively to its
purposes. Among the many satisfactions he has had in stepping down at CDIC, is knowing that
he worked hard in launching this organization. The future of deposit insurance as an integral part
of the new global financia system that is emerging is bound up with IADI. And, he concluded
by saying that he looks forward to seeing more successes as the Association pursues its objectives.






