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Foreword

Kazakhstan Deposit Insurance Fund was the host for the Eurasia
Regional Committee’s second international conference, which was held
in Almaty, Kazakhstan from 17-20 May 2005. Consistent with IADI’s
vision “to share deposit insurance expertise with the world”, deposit
insurers and policy makers from many parts of Central Asia and around
the world were invited to make presentations and participate in the
conference. The presentations covered building confidence in financial
system safety nets, governance, interrelationships, minimizing the cost
of bank failures through sound regulatory arrangements and early
warning systems. There were also presentations on differential premium
systems, Basel Il and the implications for deposit insurers, trigger
mechanisms for early interventions and failure resolution, experience
with resolutions, a Special Session on Contingency Planning and lessons
learned from introducing deposit insurance systems. The audience of 85
largely from central Asia also included representatives from Asia,
Russia, Poland, Czech Republic, Ukraine, Jordan, Tanzania, the United
States and Canada gave the conference a truly international scope.

These proceedings were prepared by a team composed of David Walker,
Canada Deposit Insurance Corporation; John Heinze, Federal Reserve
Bank of New York; Bryan Stirewalt, BearingPoint (USA); Michael
Newton, U.S. Department of the Treasury; Yvonne Fan, Central Deposit
Insurance Corporation; Renata Cechova, Deposit Insurance Fund Czech
Republic; Paul Leonovich, U.S Department of the Treasury, and myself.
| was pleased to attend the conference as a presenter and a
representative of the International Association of Deposit Insurers and |
would like to thank the Kazakhstan Deposit Insurance Fund for their
hospitality during my visit to such a wonderful country. | look forward
to many such visits and more events in the future.

R leor

John Raymond LaBrosse
Secretary General
10 August 2005
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Executive Summary

As part of its activities for 2004/05 and in order to broaden the
understanding of the role that deposit insurance can play to promote
financial stability, the Eurasia Regional Committee organized its second
international conference on deposit insurance. The Conference, held from
17-20 May 2005 in Almaty, Kazakhstan was opened by Bakhyt
Mazhenova and included a stimulating address by Jean Pierre Sabourin,
Chair of the Executive Council and President, International Association of
Deposit Insurers, had as its main theme: “"Early Warning Systems as

a Key issue to Bank Solvency and Financial Stability.” The specific

objectives of the Conference were to:

a. create awareness about the benefits of broader mandates for
deposit insurance systems;

b. strengthen the existing deposit insurance arrangements in Central
Asia through experience sharing; and

C. assist central Asian countries that are in the process of introducing

formal depositor protection in the design and implementation of
their systems.

There were ten sessions focusing on different issues concerning deposit
insurance plus a Special Session on Contingency Planning. Many of the
sessions focused on understanding and promoting measures to ensure
that deposit insurance systems play their role in promoting financial
stability. Attention focused on ways to promote confidence, governance
and interrelationship issues, minimizing the cost of bank failures, early
warning systems, differential premiums, new capital standards, trigger
mechanisms for early intervention, techniques to improve the resolution
of failed banks and lessons learned from introducing deposit insurance
systems.

The sessions unequivocally highlighted the achievements of the many
long-established deposit insurance systems as well as the challenges
confronting them. The importance of contingency planning and effective
early warning systems was stressed throughout the conference and there
was a look through the eyes of an internationally recognized expert at
the role that enterprise risk management can play to help deposit
insurers understand and manage the risks that they face in meeting their
mandates.

The conference drew its presenters and facilitators from around the world
and it clearly achieved its goal of sharing deposit insurance expertise, a
hallmark of the International Association of Deposit Insurers.



17 May 2005
Opening Session

In the welcoming remarks, Bakhyt Mazhenova, General Director of the
Kazakhstan Deposit Insurance Fund and Vice-Chairman, Eurasia
Regional Committee of the International Association of Deposit Insurers
informed the participants that the rapid and uneven development of
financial systems in many countries and their ability to overcome
financial crises was a distinguishing feature of the 20™ Century. As a
consequence, many countries have taken extensive measures to
strengthen their banking systems and reinforce their safety nets,
including introducing deposit protection systems. IADI was formed in
May 2002, she noted, with the objective of contributing to the stability
of financial systems by promoting international cooperation and
interaction among deposit insurers and other interested parties. She
added that the conference was organised in line with that objective and,
in particular, to share experiences and discuss issues that affect the
region with respect to deposit insurance practices.

Ms Mazhenova acknowledged the financial support that was provided by
State Secretariat for Economic Affairs (Switzerland) arranged by the
European Bank for Reconstruction and Development, the Executive
Council and Secretariat of the International Association of Deposit
Insurers, and USAID A sincere thanks to all of them for their support
throughout the organization of the conference was gratefully
acknowledged.

She then offered a special welcome to colleagues from central Asia,
Russia, Ukraine, Azerbaijan, Armenia and Georgia. It was noted that
some of these countries had introduced deposit insurance systems or
have created an appropriate legal framework for deposit insurance. In
that regard, the timing of the conference was welcomed by many of
them.

A warm welcome was then extended to J. P. Sabourin who had just
retired from Canada Deposit insurance Corporation but continues as
Chair of the Executive Council and President of IADI. Mr. Sabourin
began with a quote partially attributed to the free-thinking playwright
and Nobel Prize winner George Bernard Shaw offering that “There is no
sincerer contribution to financial stability than an effective deposit
protection arrangement”.  With that he outlined the role that an
effective deposit insurance system plays in a financial safety net and
why it has become a “hot” topic stemming from the fallout of several
financial crises. With that there was a need for guidance to improve the
effectiveness of deposit insurance systems and the need for such work



eventually led to the formation of the International Association of
Deposit Insurers.

Mr. Sabourin outlined the discussion topics for the conference
underscoring why they were selected and the effort that was being
made through them to share expertise and transfer knowledge. He
underscored the need for contingency planning, noting that the
conference will address this topic in some detail, because situations
may change quickly and deposit insurers should always be in a state of
readiness.

Anvar Saidenov, Governor of the National Bank of Kazakhstan
commented on the importance of early warning systems for deposit
insurers but said that they are also very useful for supervisors since
they play a crucial role in helping to overcome volatility. The Governor
then traced the development of deposit insurance in Kazakhstan noting
that an attempt was made in 1996 but the system did not come to
fruition wuntil 2000. Other reforms were undertaken as well with
attention on securities market regulation and the creation of a new and
specialized supervisory agency. The importance of appropriate
accounting standards was underscored and the change that was made
to consolidated accounting.

The banking system in Kazakhstan, he said, is rather well-developed
with $2.7 billion of capital and activity in the real-side lending market is
growing at a quick pace. Institutional investment is also on the rise and
now accounts for 212 per cent of GDP. With the creation of the FSA and
the KDIF the central bank is turning to more classical central banking
functions with an eye on achieving financial system stability and slowing
down the rate of inflation. He was pleased to note that Moody's
Investors Service had recently assigned the country a BBB and they
were pleased to attain the investment grade rating.

The Chairman of the Financial Supervisory Agency of Kazakhstan, Bolat
Zhamishev was invited to speak and he focused on interrelationship
issues and noted that the reforms in his country have been driven
“From the Top”. He was pleased to note that KDIF has not yet had to
make a pay out but a system is being developed. Mr. Zhamishev said
that the long-term nature of bank assets poses some challenges in
terms of the banks meeting their obligations. He underscored the
importance of developing an early warning system and added that the
creation of a deposit insurance system in Kazakhstan was an important
social development.

Lewis Tatem, a senior economist with USAID, welcomed the participants
to Almaty and thanked all the sponsors for their support in helping to
make the conference a reality and a success. Mention was made of the
technical assistance that USAID can provide and the important and
useful co-operation that has taken place with KDIF over the years.



Mr. Tatem then turned to the issue of moral hazard and said the
existence of moral hazard in the safety net increases the responsibility
of the safety net players to ensure that banks have appropriate risk
management measures in place. Increasing the confidence in the
banking system is a challenge but worth the effort as the failure of a
large bank can have a severe impact on the economy. Indeed, the
largest the banks in Kazakhstan account for 60per cent of all banks
assets and such ‘top heavy’ systems require special attention.

Session 1: Building Confidence in Financial System Safety Nets

The presentation by Allan Popoff, Portfolio Manager and Senior Banker,
European Bank for Reconstruction and Development covered an
overview of the EBRD, why deposit insurance is important, lessons
learned from introducing deposit insurance in transition economies and
what remains to be done in those countries.

Mr. Popoff began with a brief history of the EBRD and its particular
interest in the financial sector. It is quite evident, he said, as to why
deposit insurance is important in financial sector development in terms
of increasing confidence, the protection that it offers to small depositors
and a leveling of the playing field. He then addressed the conditions for
an effective deposit protection arrangement that were drawn from the
Financial Stability Forum’s Working Group on Deposit Insurance.

The challenges for deposit insurance systems in transition economies
were underscored and he provided a focus on main trends in new and
prospective EU Members. It was noted that all that have systems
require compulsory membership, all cover local and foreign currency
deposits, and most funding mechanisms are by banks. In terms of
coverage, limits are similar in higher income CEE but significantly lower
in lower-income ones but harmonization is there among EU Members.
In most cases the deposit insurer is a “pay box” and virtually all have
used deposit insurance to address the consequences of bank failures.

Attention then focused on two examples of how deposit insurance had
worked - Hungary and Russia - and the lessons that were learnt. In
closing, Mr. Popoff noted that full harmonization is underway in the EU
and the CEE but the biggest issue now is attaining an agreement on
lender-of-last-resort facilities under Basel Il. In southern Europe further
development is needed in Bosnia and Herzegovina, Serbia and
Montenegro while in the CIS, Kazakhstan is seen as the leader in the
region and initial design work is underway in Kyrgyz Republic and
Georgia.

Mr. Sabourin joined the panel and commented that early warning
systems need to be viewed from a system-wide perspective. Each
member of the financial safety net has a role to play and there is always
a “silver lining” that comes with every crisis. In this regard Mr. Sabourin
pointed to the examples of Worldcom and Enron that have placed

7






