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Foreword

Korea Deposit Insurance Corporation was the host for the Second Annual |ADI
Conference, which was held in Seoul, Korea from 22-24 October 2003. Consistent with
IADI’s vision “to share deposit insurance expertise with the world”, the Members of the
Association invited expert practitioners from around the world to make presentations and
participate in the conference. The presentations covered deposit insurance as an integral
part of the financial safety net, strategies to promote effective deposit insurance systems,
information needs of deposit insurers, new guidance on differential premiums systems,
lessons learned from dealing with institutional failures, the results from the Canada
Deposit Insurance Corporation International Deposit Insurance Survey and future
challenges for deposit insurance practitioners. There were also reports delivered from
each of the IADI Regional Committees and there was an update on IADI activities. The
audience of 140 was truly international in scope as 45 countries were represented at the
conference.

These proceedings were prepared by an international team of writers organized by Sun
Eae Chun, a Senior Economist in the Research Department of Korea Deposit | nsurance
Corporation. The writers included: Sun Eae Chun and Jaeho Chung of KDIC; Bent
Vae, Norges Bank; Renata Cechova, Deposit Insurance Fund (Czech Republic);
Francis Quek, Monetary Authority of Singapore; Kim K.T. Chong, Hong Kong
Monetary Authority; Yvonne Fan, Central Deposit Insurance Corporation; and
David Walker and Ray LaBrosse, Canada Deposit Insurance Corporation. | 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

Koy 2B

at: 'http://www.iadi.org.l
John Raymond L aBrosse
Secretary General

9 January 2004
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Proceedings from the Second Annual IADI Conference
Seoul, Korea
23-24 October 2003

Welcoming Remarks
In-Won Lee, President & Chairman, Korea Deposit Insurance Corporation

In-Won Lee said that it was an honour to welcome the participants to the 2003 Annual General
Meeting and Conference of the International Association of Deposit Insurers at such a beautiful
time of the year in Seoul. He congratulated IADI for its rapid development into a world-class
organization within such avery short span of time. He praised the great |eadership of Jean Pierre
Sabourin as well as the invaluable support of the representatives of the founding organizations
that helped bring IADI into redlity.

Mr. Lee then turned to the major roles that the Korea Deposit Insurance Corporation has
played in overcoming the 1997 financial crisis. He explained that all the major financial safety
net players in Korea clearly recognized the importance of an effective deposit insurance system
in providing financial stability. Korea, he said, was lucky that KDIC had begun operating in
early 1997 before the crisis occurred. Thus, it was possible to mobilize and inject alarge amount
of public funds into ailing financial institutions, while aggressively pursuing a financia
restructuring process.

Reflecting on the birth of the I nter national Association of Deposit Insurers, Mr. Lee noted that
it could not have been timelier because of the increased need for international cooperation in
achieving financial stability in every country. Coupled with the need for financial stability and
an unprecedented level of integration among financial markets, he stressed that the new era
requires a better and stronger path for cooperation and mutual support. He pointed out the
necessity of actively sharing information and knowledge with one another and lending support to
build sounder financial and prudentia regulatory frameworks. In that respect, he noted that
IADI has been making great strides in the development of guidelines and methodologies to
enhance the effectiveness of deposit insurance systems.

He closed by saying that the conference offers opportunities to explore the role of a deposit
insurance systems as a core part of a nation’s financial safety net. Lastly, there was a sincere
appreciation expressed to al of the people who had worked so hard to organize the conference.



Opening Session

Wonkeun Yang, Chair of the 2003 IADI Conference and Executive Director, Korea
Deposit Insurance Corporation

Wonkeun Yang formally opened the conference by noting how meaningful a decision it was
some eighteen months ago to hold this event in Seoul. Thisis because Korea had gone through a
financialy unstable period and the deposit insurance system played an important role in its
successful resolution. He was glad to announce that the Korea Deposit Insurance
Corporation, established in 1996, succeeded in restoring public confidence in the system by
applying various methods that were used in the resolution of insolvent financia ingtitutions. He
noted that Korea is now approaching the end of the restructuring and privatization process.

During the last decade, he said, there have been a number of unprecedented mega-trends:
globalization; deregulation; and consolidation, along with accelerating advances in information
technology, which have made financial markets more complex and more volatile than ever
before. He hoped that this conference would help deposit insurers cope with such challengesin a
more effective manner in the future.

Mr. Yang then explained that the two-day conference was designed in a rather systematic way.
On the first day, various challenges would be tackled by decomposing them into particular areas
of interest. The morning would cover macro issues of system design, such as governance,
interrelationship among supervisors, public confidence and credibility, while the afternoon
sessions would discuss mostly micro issues: how to solve the problems in information
acquisition, issues relevant to fund management, and guidance on differential premium systems.

On the second day, he noted that insights could be derived on how to cope with such challenges
more effectively by taking a more integrated longer term view. Attention would then turn to the
lessons learned from dealing with institutional failures with a special focus on the financial crisis
in Asia. The following session would touch upon both positive and normative issues such as.
what had been done to deal with challenges in the past and present; and what can be done to deal
with such challengesin the future.

Mr. Yang noted that the conference program was designed to help one another to share
knowledge and expertise. He was confident that all of the moderators, presenters, and
discussants, as well as the distinguished speakers, would exert their best efforts to meet that
objective.

Mr. Yang then introduced Jean Pierre Sabourin, the Chair of the Executive Council and
President of the International Association of Deposit Insurers. Recognizing that IADI could
only make such rapid progress with the commitment and leadership of Mr. Sabourin, the
audience welcomed him as the Keynote Speaker.



Keynote Address

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

Jean Pierre Sabourin thanked the Conference Chairman, Wonkeun Y ang, for the tremendous
effort, hospitality, and warmth shown by the Korea Deposit I nsurance Cor poration in hosting
the conference.

He then comment on the substantial progress that IADI had made in only its first year of
operation, growing from the original 35 participants to 49. The purpose of the International
Association of Deposit Insurers, he underscored, is in bolstering financial stability recognizing
that unexpected events can influence whole economies. The challenges are global in nature, but
local in impact, sometimes with economic and social problems that are far reaching, and recent
episodes of SARS and Mad Cow Disease were cited.

It was recalled that IADI grew out of the deliberations of the Financial Stability Forum Working
Group on Deposit Insurance and it has emerged as the international voice of deposit insurers.
The achievements for 2002/2003 were many and he cited a few:

v/ Mission and Vision statements were adopted;

v" A corporate identity was created,;

v The Head Office was opened at the BISin Basel;

v A website was devel oped;

v" Several “hands on“ committees were created; and

v" The Executive Council has been fully engaged in carrying out IADI’ s objects.

He added that IADI held a very productive seminar with the European Bank for Reconstruction
and Development for policy makers from central Asia, Azerbaijan and Mongolia, completed a
Discussion Paper on Differential Premiums, prepared a report on an international survey
regarding the design of deposit insurance systems, and delivered a number of presentations at
international conferences. Mr. Sabourin then welcomed each of the new Members, Associates,
Observers and Partners since IADI was formed.

Given the theme of the Conference, Mr. Sabourin then turned to some recent findings of a
performance review article that had appeared in the late September issue of Business Week
magazine. The article — entitled “Reform: Who's Making the Grade” — was particularly timely
to the theme of the Conference as he said that it provided a “report card” on post-Enron reform
activities of regulators, CEOs, analysts, and investors. The results, he maintained, were
interesting.

The highest grade went to the regulators, who scored an “A minus‘. CEOs got a“D”, analysts a
“C”, and institutional investors a “D”, since they’ve been dow in demanding governance
reforms. But, he noted that some might say that these ratings aren’t that relevant to us as deposit
insurers or to other members of the financial safety net.

Mr. Sabourin said he would like to think that all members of the financial safety net scored an
“A”, but it is not comforting to see such poor grades assigned elsewhere. We need to do our part
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in ensuring that member institutions are managing their risks appropriately by following
standards of sound business and financial practices that enhance governance and depositor
protection. This was not necessarily so easy to do and Mr. Sabourin underscored that the
delegates would be hearing more about this issue over the next two days, and in the months to
come.

There was a quick review of the conference agenda and mention was made of some upcoming
IADI activities. He cited the following:

v" adeposit insurance seminar for The Western Balkans, 8-9 December 2003 with the
European Bank for Reconstruction and Development;

v an APEC Policy Dialogue to be chaired by Canada Deposit | nsurance Cor poration
and hosted by Bank Negara Malaysia in Kuala Lumpur on 16-18 February 2004;

v aWorkshop on Enterprise Risk Management in partnership with Deloitte & Touche
LLP set for 28-29April 2004 in Basel; and

v' next year's conference, also to be held in Basel, on 27-29 October 2004.

In conclusion, Mr. Sabourin stated that through these various and related activities we are
working to achieve the Association’s objectives. In doing so, we are building an organization
that gives deposit insurers a distinctive voice on the domestic and international stages. He added
that we are also seeking to facilitate the enhanced contribution that deposit insurers can make as
an integral part of the financial safety net worldwide. By sharing information and lessons
learned, by disseminating effective guidance for the formation and improvement of deposit
insurance systems, and by establishing extensive and active networks around the world, IADI is
doing its part in strengthening international financial stability. These are our goals.

Already 1ADI has clearly surpassed its own high expectations, Mr. Sabourin noted, and it is
already acknowledged as a vibrant organization with a strong voice. With everything that has
been accomplished he closed by saying that all of it is amazing accomplishment given that 1ADI
was only just a dream eighteen months ago.



Session |: Deposit Insurance-An integral part of the financial safety net

Moderator: Shinichi Yoshikuni, Chief Representative, Office for Asia and the Pacific, Bank for
International Settlements (BIS).

Opening Presentation: Deposit Insurance and Financial System Stability

Shinichi Yoshikuni started this session by stating that strengthening financial stability is a core
goal of the Bank for International Settlements and this is facilitated by the so-called “Basel
Process’. This “process’ promotes informal and in-depth discussion among policy authorities
and practitioners, and it promotes co-operation among various supervisory and macro-prudential
forums. The Basal committees, which make up the “process’, include: 1ADI, BCBS, IAIS,
IOSCO, CGFS, CPSS, FSlI, and the FSF.

The BIS, he said, emphasizes the need to develop appropriate polices to enhance financia
stability such as good governance and cooperation among various institutions within a country,
and globa and regional cross-border cooperation based on international standards. In this
regard, the “process’ acts as a catalyst for enhancing financial stability through tools such as the
Basel Core Principles on banking supervision and the Basel Capital Accord, and by promoting
cooperation among the various supervisors and organizations such asIADI.

He ended by asking three questions: first, how should financial stability be assessed in the
context of the International Monetary Fund/World Bank financial sector stability assessment
program? Second, what should the role of deposit insurance be in promoting financia stability?
And, three, what should be the appropriate relationship between the various safety-net players?
These questions, he noted, would be addressed by the two panelists.

Presentation |: Financial Stability Assessments: Implications for Governance Arrangements

Sefan Ingves, Director, Monetary and Financial Systems Department,
International Monetary Fund, Washington, D.C.

Building an effective financial safety net is essential for all countries, noted Stefan Ingves, and
he defined a financial safety net as including a deposit insurance system, lender of last resort
facilities, and a supervisory and regulatory framework which includes an exit policy for troubled
institutions. An effective safety net, he noted, is one that contributes to the safety and soundness
of afinancia system but does not create excessive mora hazard. He reiterated that the work of
IADI supports the development of effective safety nets.

Good governance is a critical feature of an effective safety net, Mr. Ingves added. This includes
ensuring that there is good governance of financial institutions and good governance on the part
of those who oversee the financial system. A country’s financial system isonly as strong and as
sound as the system of governance applying to all stakeholders. How do we achieve a high
quality of governance in a safety net, he asked? The key ingredients for success, he said, are:
independence, accountability, integrity and transparency. These four components, he explained,
are equally important and they must interact together. Mr. Ingves then went on to explain each
of these components.



Independence for safety-net providers requires that they be insulated from undue political and
industry influences. Independent agencies, he noted, are able to create credible policies and are
more effective than entities lacking independence. However, independence must be
accompanied by a strong system of accountability to key stakeholders.

Accountability, or how an agency justifies its actions against the mandate assigned to it, can be
met, he said, through regular meetings with members of the legislative body, or the government,
and by publishing reports on aregular basis.

The integrity of a financial safety net helps safeguard decision-making from various specia
interest groups. Internal audit systems, legal protection for employees, and conflict of interest
codes all contribute to reinforcing integrity.

With respect to transparency, he noted that it is important that the framework and its details are
made available to the public as this helps to improve the functioning of the system and unveils
poor policies, practices and procedures. Transparency also directly supports independence,
accountability and integrity.

The International Monetary Fund, Mr. Ingves noted, recently conducted some research on the
quality of governance among financial authorities through its FSAP process. The key findings
were:

e Advanced countries score better than transition and developing economies in terms of all
four components. However, the majority of countries still do not generally accept the idea of
an independent bank supervisory agency.

e Advanced and transition economies scored fairly well on transparency. But, he said that less
than 60% of countries reviewed have good arrangements for the integrity of their staffs.

e For bank supervisors, political interference is a common and recurring problem, there is a
lack of sufficient budgetary resources, and many lack enforcement powers.

e Deposit insurers with broad mandates scored well on accountability and transparency
particularly in advanced and transition economies. On independence and integrity more
work needs to be done and he noted that the I nter national Association of Deposit Insurers
could play auseful role in emphasizing the need for integrity arrangements.

And what were the lessons learned? Among the underpinnings of good governance, Mr. Ingves
said that assessments of standards and codes play a key role in these determinations and there is
aneed to improve regulatory governance across the oversight agenciesin the financial sector. Of
the four underpinnings of good governance, he was most concerned about integrity. The FSAPs
drew attention to the fact that sound supervisory practices are rooted in the integrity of bank
supervisors and there is an important link here to legal protection of supervisors. Deposit
insurance agencies, and in particular those with broad mandates, also need high governance
standards because they play akey role in the financial safety net and he noted that several of the
newly established agencies practice high degrees of transparency, accountability and integrity.



Presentation I1: Interrelationships Among Financial Safety-Net Players

Winston Carr, Chairman, Caribbean Committee, and Chief Executive Officer, Jamaica
Deposit Insurance Corporation

Winston Carr began by reminding the audience that a deposit insurance system plays an
important role in a country’s financial safety net. Interrelationships among financial safety net
players can vary substantialy depending on the institutional, economic and financial situation of
a country. Nevertheless, he noted that information sharing is essential for an effective deposit
insurance system in order to avoid potential conflicts of interest and to provide clear definitions
of powers and responsibilities.

The more complex the safety net institutional framework, he said, the more relevant the inter-
relationship issues becomes. Deposit insurers, in particular, need information: to assess the
(financial) condition of the industry and the individual insured institution; to quantify their (risk)
exposure; anticipate problems and to effectively deal with them when they actually arise; to
manage insurance funds efficiently; and to be accountable for the accomplishment of their
mandate.

Thus, Mr. Carr noted that deposit insurers need information on general macro-economic
conditions, financial developments and policy decisions affecting the industry. In particular,
information is required on individual institutions — e.g. the soundness of individual banks,
especially from a forward-looking perspective, and risk exposure information. Finally, specia
information prior to afailure — e.g. estimates of the total value of assets and distribution by type;
and the time frame of the liquidation process — are critical.

Information sharing should be timely, accurate and relevant with due respect given to its
confidentiality when required, he said. In addition, appropriate mechanisms are needed to ensure
coordination and information sharing. The most important and effective way to promote smooth
coordination on the part of financial safety net playersisto provide for a clear division of powers
and responsibilities among them. In short, he closed by saying that “good fences make good
neighbors’ and this advice is helpful in articulating the individual roles of financial safety-net

players.
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