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1.1 Purpose of Presentation
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Sharing
Experiences

Recovery
Sy Sstem
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11. Deposit Insurance System of Korea



% 11.1 The Structure of FSN in Korea
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¥ 11.2 Coordination among FSN Players
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< 11.3 Mission and Mandates
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: . @ Establishment of deposit insurance
S 1 policies / Procurement & management
Investigation Policy & Fund of the Deposit Insurance Fund |
Management

@ Preventing insolvency of financial
Institutions by ongoing risk
Deposito surveillance

Protection
; @ ® Prompt resolution of insolvent

Financial financial institutions in the event of

Recovery Stability | SurvReiiSIIlche financial institutions’ failures

@ Recovery of injected funds

Resolution

® Insolvency-related investigations
& accountability claims
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% 11.4 Governance & Organization

L L L 2 L L L 2 L4 L 4 L 2 L 2 L 2 L 2 s 2 L 2 L 2 | 2

Deposit Insurance
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Chairman & President

N B
Chairman Public Relations
.
Office of Office of the
Strategic Innovation
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el EIE Surveillance Recovery & Fund Mgmt Mission
Support

Organization: 10 Depts.
6 Offices, 1 Mission

Employees: 620

Auditor
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¥ 11.5 Insured Fls & DI Premium
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Integrated Deposit Insurance System

~ (As of Mar. 2007)

Insured Fls
(Unit) 53 2 111 43 22 2 53 262

Insured Deposit

(billion dollars) 491.8 O.7 44.0 150.9 123.8 27.1 14.3 701.7

Deposit Insurance
Premium 4909 2 112 406 336 740) 30 1,049
(millien dollars)

Premium Rate

(%) 0.1 0.3 0.3 0.3 0.3 0.3 0.2 -




111. Resolution System & Strategies



111 .1 Resolution Framework
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Prompt Prompt

Corrective Action Corrective Action
(FSC/FSS) (FSC/FSS)

e BIS ratio under 5% < BIS ratio under 1% « Proceed the Resolution

Process (KDIC)
- Least Cost Test

- Financial Assistance

e BIS ratio under 3% <« Evaluation of MI Plan
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N\ 111.2 Resolution Methods
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OBA

P&A

Bridge
Bank

Deposit
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Deposit insurer provides financial assistance to a failing insured
bank through equity participation, contribution or purchase of -
assets and acquires its shares in return

A healthy insured institution purchases some or all of the assets
and assumes the deposit liabilities of a failed institution

A temporary financial institution established and operated by
deposit insurer on interim basis to acquire the assets and assumes
the liabilities of a failed institution until the final resolution is
accomplished

A resolution method that is used when liquidation of failed financial
institution is determined to be the least costly resolution or when
no assuming institution can be found
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e 111.3 Principle of Resolution
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Least i : _ : - :
Cost After comparing the costs of all possible resolution alternatives,
Test KDIC shall choose the method that minimizes loss to the deposit

insurance funds

: When deemed that bankruptcy of FI may significantly threaten
Sysktemlc the stability of the financial system, KDIC may use other methods
isk as an

: even though they do not meet the least cost principle with 2/3 of
exception affirmative votes by the Deposit Insurance Committee

Bl 1ol Any loss in the DIF incurred by the insured financial institution
iscipline : : :
shall be shared equitably among the liable parties
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% 11 1.4 Application of LCT: Conceptual Flow Chart
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Bridge Bank
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1VV. Recovery Cases & Implication



¥ 1V.1 Overview of
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% 1V.2 Recovery Management Framework
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KDIC ~ The court appoints the KDIC or its employees
as as the bankruptcy trustee |

Bankruptcy Why? KDIC employees have more experiences and incentives
Trustee than the lawyers appointed as bankruptcy trustees

Integrated A Bankruptcy trustee takes control over several bankruptcy estates.

Mgmt of = This system could save expenses to operate bankruptcy estates

Bankruptcy gpg eventually contributed to minimizing the loss to deposit
Trustee insurance fund.

Outcome Reduce the time spent for the bankruptcy proceedings despite
the delay caused by the system structure
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ﬁ |V3 Case 1: OBA-Bank A (Large Bank, part 2)
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Q |V3 Case 1: OBA-Bank A (Large Bank, part 2)
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Recovery > Injectioll
Recovery More recovery than public fund injection

4.4 billion USD > 2.7 billion USD

Transaction
Structure

499% stocks = 25% common stocks + 249 convertible stocks

Banking Merger of Bank A with a leading bank - Increase in
Industry efficiency of merged bank - Increase in Competitiveness
of the banking industry
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% 1V.4 Ccase 2: Bridge Bank-Bank B1,B2 (use
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Equity Participation (100%) EOvE— I L
Consideration (Negative Net Wealth) - . Loan (NPL purchase)

Consideration

Transfer of sound e e
assets and Liabilities T e
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g 1V.5 Case 3: Deposit Payotff Flow Chart
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KDIC makes claim payments through the branches of a nationwide bank
for the convenience of depositors |
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% V.1 Lessons from our experiences
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¥ KDIC has adopted a flexible resolution strategy
INn response to market situation and bank’s conditions

(e.g. OBA scheme for large banks and bridge bank scheme for simultaneous
small bank failures)

¥ KDIC has devised a sophisticated transaction structure
to accomplish policy objectives

(e.g. KDIC could enjoy additional recovery from the bank merger
by receiving acquiring bank stocks as shown in Case A)

¥ KDIC has pursued continueus imprevement in
expeditious and performance-oriented recovery system
(e.g. KDIC or its employees are appointed: as the bankruptey: trustee, which
expedites bankruptey procedure)
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% V.2 Lessons from our experience
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A deposit insurance system should
take the Initiative In overcoming the
challenges posed by uncertainty,

vulnerability: and weakness of the
financiall system.
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Thank you!
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