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1.  EXECUTIVE SUMMARY  1 

Financial d eposit - taking institutions such as credit unions, ñcaisses populairesò, 2 

ñcajasò, cooperative banks  or mutual s, collectively referred to as ñfinancial 3 

cooperatives ò (FCs) in this paper, are an important  player in the  financial 4 

sector/ system of a large number of jurisdictions  around the world, with some of 5 

them designated as  global or domestic systemically important financial institutions 6 

(SIFIs).   7 

There are various types of FCs around the world. Generally speaking, FCs have  8 

distinctive features that make them different from banks. These differences relate 9 

to their objective, the ownership structure, the participation in the decision -making 10 

process, the way s in which they  access capital, the business model, etc .  11 

Due to diffe rences between banks and FCs, tools used for the resolution of banks 12 

cannot always be used directly for FCs. Most of these tools need to be adapted 13 

because their use for FCs raises specific  challenges , such as  the need for 14 

demutuali sation or , in most cases , the difficulty in access ing  external capital 15 

because of the ir  cooperative nature.  However, some resolution tools can be used in 16 

the same way as for banks.  17 

The purpose of the Subcommittee on Resolution Issues for Financial Cooperatives 18 

(SRIFC) is to furth er research on the importance of FCs, and to highlight the need 19 

to adapt  bank resolution tools to FCs as necessary , given their distinctive features. 20 

The main objective of the SRIFC is ultimately to develop a toolbox for deposit 21 

insurance organisations ( DIOs )  and/or resolution authorities ( RAs)  to use when 22 

resolving a n FC.  23 

For this purpose, the International Association of Deposit Insurers (IADI) plans to 24 

publish at least two papers. Using data mainly from the SRIFC survey and the case 25 

studies completed by some IADI members and non -members, this first paper 26 

(research paper) seeks to provide an overview of FCsô distinctive features and the 27 

tools used for their resolution, along with the challenges associated with the use of 28 

those tools. The second paper (guidance paper)  will aim  to enhance the resolution 29 

tools applicable to FCs.  The present paper is structured as follows :  Section 2 30 

describes the creation of the SRIFC and outlines the goal s of this paper; Section 3 31 

presents the research methodology used in the paper; Section 4 gives the types of 32 

FCs and their ke y characteristics ;  Section 5 describes the resolution tools and the 33 

challeng es associated with their use;  Section 6 presents other resolution 34 

challenges , while Section 7 presents some particularities of small and large FCs in a 35 

resolution process . Section 8 concludes.  36 
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2.  I NTRODUCTION  37 

Following the financial crisis of 2007 ï200 9, international standard -setting bodies  38 

have enhanced the regulation , supervision , intervention and resolution  of financial 39 

institutions. By incorporating the lessons learned from the financial crisis, this 40 

enhancement ha s rais ed the bar for best practices for  deposit insurance 41 

organi sations  and/or resolution authorities (DIOs/RAs) . 42 

While best practices for intervention and resolution are aimed at all types of 43 

financial institutions, research projects from international standard -setting bodies 44 

remain essentially bank -oriented. As a result, recommendations stemming from 45 

these studies may not be applicable to other types of deposit - taking institutions  46 

such as financial cooperatives, credit unions, cooperative banks  and mutuals  47 

(hereinafter collectively referred to as ñf inancial cooperatives ò (FCs)  because of 48 

their unique characteristics ) .  49 

As such, the different, complex and unfamiliar resolution issues inherent to FCs 50 

have not yet been the subject of comprehensive discussion o r research within  the  51 

International Association of Deposit Insurers (IADI).  Given the importance of FCs 52 

worldwide, in June 2014 the IADI Executive Council (EXCO) approved the creation 53 

of the Subcommittee on Resolution Issue s for Financial Cooperatives (SRI FC).1  54 

The purpose of the SRIFC is to further research on the importance of FCs for the 55 

financial system of a very large number of jurisdictions, and to highlight the need  to 56 

adapt  bank resolution tools to FCs as necessary , given their distinctive features.  57 

With that in mind, the main objective of the SRIFC is ultimately to develop a 58 

toolbox for DIOs and/or RAs  to use when resolving a n FC.  59 

 60 

2.1.  PURPOSE 61 

The purpose of this first research paper is to provide an overview of the distinctive 62 

features of FCs and the resolution tools currently available to DIO  and / or RAs 63 

responsible  for the resolution  of FCs . To this end , we first describe FCs around the 64 

world , focusing not only on their common features , but also on the specificities of 65 

FCs in certain ju risdictions , before taking stock of the resolution tools currently 66 

available to DIOs/RAs . 67 

 68 

                                                      
1 As of September 2015, there were 11 member jurisdictions of the Subcommittee on Resolution Issues for 
Financial Cooperatives: British Columbia (Canada), Chinese Taipei, Colombia, Italy, Japan, Kenya, Poland, Qu ebec 
(Canada), Trinidad and Tobago, Ukraine a nd the UK. Since then, six  new member jurisdictions have joined the 
Subcommittee: Barbados, Brazil, the Czech Republic, India, Iran and Jamaica.  
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2.2.  BACKGROUND 69 

The first FCs were created in Europe. The earliest ones  date back to the end of the 70 

18 th  century in Germany and the beginning  of the 19 th  century in England. A few 71 

decades later, they took root in Italy  and Poland . In the Caribbean, building and 72 

loan associations were introduced in the late 19 th  century  (Trinidad and Tobago, 73 

Jamaica) and the first credit unions in the 20 th  century (Grenada, Saint  Vincent, 74 

Dominica) (Astaphan et al., 2015). In 1900, t he  first FC in North America was 75 

established  in Qu ebec (Canada)  to provide affordable credit to working class 76 

families.  Nearly a decade later, the concept extended to the US. During the 1920s, 77 

FCs became increasingly popular in North America. 2  78 

As of 2014, the World Council of Credit Unions (WOCCU) reports the existence of 79 

about 57,000 credit unions in 105 countries around the world ,3 serving 217  million 80 

people. For the same year, a ccording to the European Association of Cooperative 81 

Banks, there were nearly 4,200 independent local coop erative banks in 82 

20  European countries. The deposit market share of these banks is more than 60% 83 

in France, about 35% in Austria, Finland, Italy and t he Netherlands, and over 20% 84 

in Germany and the UK.4,  5 In  the  US, there were  over 6,200 credit unions  in 2014 , 85 

while in Canada there were 694 .6 In each of these North America n countries, the 86 

penetration rate of credit unions is  over 40%  (World Council of Credit Unions, 87 

2015) . 7 FCs are also very popular in the English -speaking Caribbean  where more 88 

than 45 % of the active population are members of a credit union. In particular, in 89 

member countries of the Organization of Eastern Caribbean  States (OECS) , 8  this 90 

percentage goes up to 75% (Astaphan et al., 2015).  91 

All these figures show that FCs are very important financial institutions worldwide. 92 

Moreover, some FCs, such as Crédit Agricole  and BPCE of France , have been 93 

designated  as Global  Systemically Important Financial Institutions  (G-SIFIs ) by the 94 

Financial Stability Board  (FSB) . There are also FCs that have been designated  as 95 

Domestic  Systemically Important Financial Institutions  (D -SIFIs )  by their 96 

                                                      
2 Adapted from https://www.ncua.gov/About/Pages/h istory.aspx  and https://www.desjardins.com/ca/about -
us/desjardins/who -we -are/our -history -museum/timeline/index.jsp .  
3 See www.woccu.org . 
4 FCs in the UK range from  the largest deposit - takers , in the form of a building society , to the smallest , in the form 

of credit unions. All are regulated by the Bank of England/Prudential Regulation Authority. Under the Banking Act 
2009, a code of practice m ust be published on how resolution may be exercised, and it includes a number of 
paragraphs on its application to building societies as mutual s. 
5 See 
https://www.globalcube.net/clients/eacb/content/medias/key_figures/Final_Draft_EACB_2014_Key_Statistics_001.
jpg .  
6 See National System Results 2014 4Q from:  

https://www.ccua.com/about/facts_and_figures/documents?filterlist=Quarterly%20System%20Results  and 
https://www.ncua.gov/Legal/Documents/Reports/IAG201412.pdf . 
7 The penetration rate is calculated by dividing the total number of reported credit union members by the 
economically active population age 15 ï64 years old . 
8 The OECS comprises Anguilla, Antigua and Barbuda, Dominica, Grenada, Montserrat, Saint Kitts and Nevis, Saint 
Lucia, Saint Vincent and the Grenadines, and the British Virgin Islands.  

https://www.ncua.gov/About/Pages/history.aspx
https://www.desjardins.com/ca/about-us/desjardins/who-we-are/our-history-museum/timeline/index.jsp
https://www.desjardins.com/ca/about-us/desjardins/who-we-are/our-history-museum/timeline/index.jsp
https://www.globalcube.net/clients/eacb/content/medias/key_figures/Final_Draft_EACB_2014_Key_Statistics_001.jpg
https://www.globalcube.net/clients/eacb/content/medias/key_figures/Final_Draft_EACB_2014_Key_Statistics_001.jpg
https://www.ccua.com/about/facts_and_figures/documents?filterlist=Quarterly%20System%20Results
https://www.ncua.gov/Legal/Documents/Reports/IAG201412.pdf
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jurisdictions. These D -SIFIs  include  Central 1 Credit Union for British Columbia 97 

(Canada),  Desjardins Group for Quebec (Canada) , DZ Banks for Germany,  98 

Norinchukin  Bank for Japan , and  Rabobank for the Netherlands . 99 

FCs have inherent characteristics which distinguish them from banks. There are 100 

significant differences, for example , in terms of ownership, access to capital , the 101 

feeling of belonging that customers may have concerning their financial institution, 102 

and participation of customers (and as such members)  in the decis ion -making 103 

process.  104 

These unique features and often complex differences can present challenges when 105 

resolving FCs. For smaller institutions, challenges may include: an often small pool 106 

of potential acquirers (if any); the fact that the FC is often the onl y financial link 107 

with a specific region ï especially in remote areas ï community or group of 108 

workers; the feeling of belonging that members (who are generally also customers 109 

and depositors) may have toward s their FC; the trade -off for deposit insurers and 110 

resolution authorities between maintaining community services and adequate 111 

intervention and resolution strategies , as well as relatively higher reputational risk 112 

and contagion risk.  113 

For larger and, in particular , systemic ally important  FCs, the challenges described 114 

above may be supplemented by other difficulties , such as the absence of a key 115 

legal entity or a holding company at the parent level (making a single point of entry 116 

resolution strategy less likely or more difficult), and the difficulty in apply ing  certain 117 

resolution tools more relevant  for systemically important financial institutions , due 118 

to the FCôs capital structure . 119 

The rest o f the paper is structured as follows :  Section 3 describes the research 120 

methodology used in the paper;  Section 4 presents the types  of FCs and  the ir  key 121 

characteristics. Section 5 describes the resolution tools  and the challenges 122 

associated with their use ;  Section 6 focuses on other resolution challenges  and 123 

Section 7 presents some particularities of small and large FC s in a resolution 124 

process . S ection 8 concludes.  125 

  126 



  REVISED DRAFT FOR PUBLIC CONSULTATION ïSEPTEMBER 19, 2017  
 

10  

3.  METHODOLOGY  127 

The data used in this research paper come mainly from five  sources:  128 

¶ The IADI survey on resolution issues for FCs , which was  distributed in July 129 

2015 to more than 100 organi sations worldwide, including all IADI members 130 

as well as other deposit insurers that are not members of IADI. At the cut -off 131 

date of December 2015, the participation rate of the surv ey was 42% , among 132 

which 28 jurisdictions had FCs.  133 

¶ The case studies were received in September 2015 9 from  SRIFC members and 134 

non -members . The aim of the case studies was to provide a detailed account 135 

of resolution experience by a DIO  and / or RA, or  a detailed explanation o f how 136 

a DIO and/or RA have  implemented a resolution framework for FCs. These 137 

case studies also present ed some lessons learned by various juri sdictions .10  138 

¶ The jurisdiction reports filled out by SRIFC members at each Subcommittee 139 

meeting  since June 2015. The goal of these reports is to share the main 140 

initiatives and developments in the respective jurisdictions of members with 141 

regard to financial cooperatives resolution, regulations and/or legislation.   142 

¶ The workshop held by the SRIFC in Ba sel in March 2016 , at which the results 143 

of the SRIFC survey were presented. A total of 41 participants attended the 144 

workshop.  145 

¶ The existing literature on FCs and the resolution of deposit - taking institutions.  146 

Table 1 list s the DIOs/RAs with FCs in their jurisdiction that partic ipated in the 147 

case studies and/or the  survey . 148 

  149 

                                                      
9 India did not submit a case study  in September 2015 , but did provide some inform ation in January 2017. This 
new information was added in case studies, template B.  
10  Case studies are presented in Annex 2.  The number of case studies (12) in this annex differs from the number of 
case studies received (17 -as showed in Table 1), due to th e fact that some jurisdictions did not provide a 
confirmation for the publication.  
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Table 1: Survey respondents or case study providers whose jurisdictions contain financial cooperatives 150 

Jurisdiction  Organi sation  
Case 

study  
Survey  

Albania (2)  Albanian Deposit Insurance Agency   V 

Alberta (Canada)  Credit Union Deposit Guarantee Corporation   V 

Australia  Australian Prudential Regulation Authority   V 

Bolivia  Banco Central de Bolivia  V  
British Col umbia (Canada)  Credit Union Deposit Insurance Corporation of British Col umbia  V V 

Chile  Economy Ministry  V  

Chinese Taipei  Central Deposit Insurance Corporation  V V 

Colombia  Fondo de Garantias de Entidades Cooperatives  V V 

Czech Republic  Deposit Insurance Fund   V 

France  Fonds de Garantie des Dépôts et de Résolution   V 

Germany  
Institutional Protection Scheme of the National Association of German 

Cooperative Banks  
 V 

Greece  Hellenic Deposit and Investment Guarantee Fund   V 

Hungary  National Deposit Insurance Fund of Hungary   V 

India  Deposit Insurance and Credit Guarantee Corporation  V V 

Italy  Fondo di Garanzia dei Depositanti del Credito Cooperativo  V  

Italy  Fondo Interbancario di Tutela dei Depositi   V 

Japan  Deposit Insurance Corporation of Japan  V V 

Japan  Agricultural and Fishery Cooperatives Savings  Insurance Corporation   V 

Lithuania  (1 )  State company "Deposit and Investment Insurance"   V 

Manitoba (Canada)  Deposit Guarantee Corporation of Manitoba  V  

Mexico  
Fideicomiso Fondo de Supervision Auxiliar de Sociedades Cooperatives 
de Ahorro y Prestamo  y de Proteccion a sus Ahorradores   V V 

New Brunswick (Canada)  New Brunswick Credit Union Deposit Insurance Corporation   V 

Netherlands  De Netherlands Bank   V 

Ontario (Canada)  Deposit Insurance Corporation of Ontario  V V 

Philippines (1 )  Philippine Deposit Insurance Corporation   V 

Poland  Bank Guarantee Fund  V V 

Prince Edward Island  (Canada)  Prince Edward Island Credit Union Deposit Insurance Corporation   V 

Quebec (Canada)  Autorité des marchés financiers  V V 

Saskatchewan (Canada)  Credit Union Deposit Guarantee Corporation  V V 

Ukraine  Deposit Guarantee Fund  V  

United Kingdom  (3)  Financial Services Compensation Scheme  V V 

Uruguay  Corporacion de Proteccion del Ahorro Bancario   V 

Vietnam  Deposit Insurance of Vietnam   V 
 151 
(1)  These jurisdictions only responded to questions on the types of financial institutions that are members of their jurisdictions. 152 

They do have FCs but have not given further information. Therefore ,  they are not included in the percentage calculation s in 153 
the paper .  154 

(2)  As of September 2015, Albania was planning to include savings and credit associations (a type of FC) in its DIO.  Although its 155 
legislation came into force only at the end of December 2015, Albania  filled out the survey. Therefore,  its responses  are 156 
included in the percentage calculations in the paper.  157 

(3)  The UK submitted two case studies.  158 
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4.  TYPES AND KEY CHARACT ERISTICS OF FINANCIAL COOPERATIVES  159 

4.1.  TYPES OF FINANCIAL COOPERATIVES 160 

There are various types of FCs around the world. T hese different types are often 161 

defined  in specific legislation of the jurisdiction  concerned , and the legislation may 162 

have  some particularities that make the FCs of that jurisdiction slightly different 163 

from other  type s of deposit - taking institutions . In the survey, out of the 28 DIO s 164 

and / or RAs which have FCs as members, 19  (68%) have a legal definition of the 165 

term ñf inancial cooperativesò which  include s credit unions or ñcaisses populairesò, 166 

cooperative banks, mutuals, building societies, etc.  167 

Based on the information used in this research  paper , including the legal definitions 168 

in Annex 3, the SRIFC defines a financial cooperative as:  169 

ña member -owned financial institution, set up with the purpose of 170 

providing financial services such as receiving deposits  and making 171 

loans primarily to its members, in which membership is  often based 172 

on residence or another common bond and where each member 173 

participate s to some extent in the decision -making process, 174 

generally via the one member -  one vote principle. ò 175 

Even if some FCs have the same names across jurisdictions, those names do not 176 

necessarily mean exactly the same thing in every jurisdiction. For example, a credit 177 

union in one jurisdiction could have a different meaning in another. Moreover, a 178 

cooperative bank and a credit union in two different jurisdictions could have the 179 

same meaning. Furthermore, in many publications about cooperatives, the terms 180 

financial cooperative  and mutual  are often synonyms. However, in some 181 

jurisdictions the term mutual  could ha ve a different meaning  entirely , as is the case 182 

in France , where it may refer to a health insurance cooperative (Galor, 2008). In 183 

this paper, this latter definition of mutual  is not taken into account. Only FCs that 184 

take deposits and make loans are  considered  here . 185 

Table 2 presents the most common types of FCs that are members of DIO s and/or 186 

RAs, while Figure 1 presents the number of FCs that are members of DIO s and/or 187 

RAs in the jurisdictions that responded to the survey . As can be seen in th e tabl e, 188 

many jurisdictions deal with different types of FCs. These types may have many 189 

common characteristics but also some differences.  190 

  191 
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Table 2: Types of financial cooperatives in participating jurisdictions based on the SRIFC survey 192 

Jurisdiction  

Credit 

u nions/ 

ñcaissesò 

Mutuals  
Cooperative 

banks  

Saving s 

banks / savings and 

credit associations  

Rural 

banks/ community 

banks  

Other 

types of 

FCs  

Albania     V   

Alberta (Canada)  V      

Australia  V V V V V  

British Col umbia (Canada)  V      

Chinese Taipei  V     V 

Colombia       V 

Czech Republic  V   V   

France  V V V V V  

Germany    V    

Greece    V    

Hungary  V  V V   

India    V  V  

Italy  (FITD)    V   V 

Japan (DICJ)  V  V   V 

Japan (SIC)       V 

Lithuania  V      

Mexico (FOCOOP) (1)  V      

Netherlands    V    

New Brunswick (Canada)  V      

Ontario (Canada)  V      

Philippines    V V V  

Poland  V  V    

Prince Edward Island  

(Canada)  V      

Quebec (Canada)  V      

Saskatchewan (Canada)  V      

United Kingdom  V V V V   

Uruguay  V      

Vietnam  V  V    

(1) Credit unions in Mexico are regulated by the supervision authority, Fideicomiso Fondo de Supervision Auxiliar de Sociedades Cooperativas 193 
de Ahorro y Prestamo y de Proteccion a sus Ahorradores (FOCOOP), but they do not participate in any DIO.   194 
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Figure 1: Number of FCs that are members of DIOs and/or RAs in participating jurisdictions 195 

 196 
Source: SRIFC survey (2015) 197 

 198 

4.2.  KEY CHARACTERISTICS  199 

Notwithstanding the differences in the types of FCs, there are some core 200 

characteristics that describe almost all of them . 201 

4.2.1.  Objective s of f inancial cooperative s 202 

In general, the mission of FCs is to promote the economic interest and social and 203 

economic benefits of their members/customers. Their activit ies  are  founded on 204 

ideas such as mutuality, solidarity, cohesion, ethics  or local development . Since in 205 

many cases, their customers are also  members, the main focus of many FCs ï as 206 

distinct from commercial banks ï is on the quality and the condition of serving or 207 

financing their members/customers , while profitability may be no more than  a 208 

condition for survival (Boscia et al., 2009).  It is, among other  thing s, because FCsô 209 

primary objective is not necessarily profit maximi sation that some of them are 210 
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pre pared to operate  branches  in remote or sparsely populated areas . For example, 211 

FCs are located in remote areas  in many  jurisdictions  (e.g. Chinese Taipei and 212 

Quebec (Canada)) . 213 

4.2.2.  Ownership s tructure  214 

In general, to join a n FC (and thus become a member), a person must be within its 215 

field of membership. The most common fields of membership include employee s or 216 

industrial groups, religious affiliations, associations or residential areas .  217 

In FCs, the members  are  simultaneously owners of the organi sation  and its 218 

customers ( borrowers  and lenders). In general, all members have an equal voice 219 

regardless of the amount of savings , number of accounts, capital contributions  or 220 

loans they have with the institution. Thus the voting right is based, in most cases, 221 

on the one -member -one -vote  principle . 222 

Other forms of ownership structure apply in some jurisdictions.  In Greece for 223 

example, two kinds of shares exist for FCs operating specifically as credit 224 

institutions. In that case, the  number of a member ôs votes is determined by the 225 

number of shares with voting right s. However, a member can not  have more than 226 

either five votes or 2% of the total  number of votes. A different ownership structure 227 

also exists in  the  Czech Republic , where mem bers get one vote for the basic 228 

member contribution and additional votes for further contribution s. Other 229 

jurisdictions let FCs decide for themselves. In Poland for example, although the 230 

Cooperative Law entitles one member of a cooperative to one vote, a n FC whose 231 

members can only be legal persons  may set other voting rules . 232 

4.2.3.  Services to members  233 

In terms of service, most FCs generally serve  only  their members, but  there are  234 

cases  in which some of them may offer financial services to non -members . 235 

However, restrictions may apply to non -members , as in Shinkin banks (a type of 236 

FC) in Japan , where  deposit s from non -members are allowed but loans  are limited 237 

to members , with some exceptional conditions for non -members , or in 238 

Saskatchewan  (Canada) , where services to non -members have to be authori sed by 239 

the  articles of the  credit union.  240 

In Colombia, the main characteristic that differentiates the types of cooperatives is 241 

whether or not they are allowed to offer financial services to non -members.  This is 242 

also one of the characteristics that distinguish credit unions from cooperative banks  243 

in Poland . Credit unions are entitled to provide financial services only for their 244 

members , while cooperative banks have no such constraint. Nevertheless, this right 245 

granted  to cooperative banks  is accompanied by capital constraints. Cooperative 246 

banks have to possess initial capital of at least EUR 1 million , whereas there is no 247 

minimum capital  requirement  in the case of credit unions.  248 
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In Mexico, one of the main differences between FCs and commercial banks  is the 249 

type of services that can be provided. By law, FCs are not permitted to provide 250 

checking accounts, derivatives, and international services, regardless of their size.  251 

There are a lso jurisdictions , such as France and Germany , where some FCs are 252 

open , without restriction,  to all people who want to be customers.  253 

4.2.4.  Participation of members in the decision -making process  254 

Participation of member s in decision -making is the essence of FCs. In all 255 

jurisdictions  surveyed , customers (and as such members) 11 participate, at least to 256 

some extent, in the decision -making process.  257 

In a n FC, power is most often exercised according to the one -member -one -vote 258 

principle. In general , the members are  conve ned to a general meeting to elect the 259 

members of the board of supervision  and in some cases to elect the members of 260 

the board of directors .12 Where applicable,  the chairman of the board of supervision 261 

can then be selected , as well as the president (chairman  of the managing board ) 262 

and other management officials  of the FC . Not all the board members need 263 

necessarily be members of the FC . Nonetheless , in jurisdictions like Japan, there is 264 

a principle that restricts the participation of non -members: two - thirds  of  the board 265 

of directors must be selected from members.  266 

However, the  one -member -one -vote principle does not apply everywhere. For 267 

example, in the Czech Republic, membersô participation depends on the amount of 268 

their contribution .13 269 

Some jurisdictions have a system of FCs with two levels. Members are owners and 270 

decision -makers in individual cooperatives, which in turn are decision -makers in 271 

central entities. For example, in Qu ebec (Canada), the main FC is made up of 272 

individual caisses  and each caisse participates in the election of the board of the 273 

central organi sation . I n Japan, in the case of labour banks (a type of cooperative 274 

bank), the members are labour unions  and the central entity is the Rokinren Bank .14 275 

Each depositor is an ind irect member  through the labour union (s)  to which he/she  276 

belong s, and is involved in the decision -making  at the labour banks through the 277 

labour union(s) . The same principle is applied in France , where individual members 278 

are the decision -makers  within local cooperative banks , which are themselves the 279 

shareholders of the central organi sation . 280 

                                                      
11 Lƴ tƻƭŀƴŘ ŎƻƻǇŜǊŀǘƛǾŜ ōŀƴƪǎ όŀǎ C/Ωǎύ Ŏŀƴ ǇǊƻǾƛŘŜ ǎƻƳŜ ǎŜǊǾƛŎŜǎ ǘƻ customers who are not members. 
12  In Germany , the general assembly of the members (or the delegates) elects the members of the supervisory 
board but not the members of the ñnormalò board of managing directors. In this jurisdiction, there is a chairman of 
the managing board in some cases  but in every case  there is a chairman of the supervisory board.  
13 Since 1 July 2015, a new regulation is introduced which has some restrictions, such as a minimum share amount 
for one member set at CZK 1,000.  
14  Labour unions are not financial institutions but labour banks  are. Although individual membership in labour banks 
is allowed, individual members do not have voting right s at the general meeting.  
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The voting rights of members can be exercised at the annual general meetings or at 281 

meetings on issues raised by the governing body (e.g. in the UK) or initi ated by 282 

members (e.g. in British Columbia (Canada)).  283 

4.2.5.  Access to capital  284 

The way capital is built up in FCs is different from the way it is built up in publicly  285 

traded banks . A publicly  traded bank can issue stock to raise equity on the financial 286 

markets, and this stock can be bought by any investor and transferred from one 287 

shareholder to another. In FCs, capital cannot be raised externally, except in a few 288 

cases. 15  In general, t o join the FC, a member must acquire a membership share 289 

that make s him / her  an owner of the FC, like other members. Paid - in  capital  290 

resulting from these shares  is an important element of the capital base , but may 291 

prove  insufficient in a dire situation potentially leading to resolution . To increase 292 

paid - in capital, FCs need to broaden  their membership base . This  is not always 293 

easy, especially when restrictions like common bond and location apply.  294 

The most common way for FCs to increase their level of capital, apart from paid - in  295 

capital, is to accumulate retained earnings.  This allows them to build up sufficient 296 

capital internally over time. However, building up retained earnings by increasing 297 

profitability may not always be easy for FCs , whose mission may not necessarily be 298 

profit maximi sation. Other ways to build up capita l internally may include 299 

contributed surplus, reserve fund s, revaluation reserve s, and additional funds such 300 

as general risk fund s. 301 

There are , however , a few jurisdictions where FCs are allowed to raise capital 302 

externally. S everal mechanisms can be used , when permitted . Some  jurisdictions , 303 

such as France , make external capital issuance possible for FCs as long as the FC 304 

adapts its structure (when allowed) to become a commercial corporation or bank 305 

able to issue equity  on the financial markets . Examples of external sources of 306 

capital to which FCs may have access  are s ubordinated debt, eligible convertible 307 

debt, securities without specified maturity, and other  Tier II and III  capital. It may 308 

also be possible to issue preferred equity or investment shares in j urisdictions like 309 

Japan or the Canadian provinces of British Columbia and Ontario.  In the case of 310 

Japan, preferred equity may be issued subject to some restrictions, such as (1) 311 

submitting the conditions of each offer to approval by the administrative agencies 312 

of the FC and (2) limiting total participation for preferred equity units to less than 313 

half that for normal shares in each financial cooperative.  In Poland, in addition to  314 

some of  the external sources of capital mentioned  above , credit unions have  access 315 

to funds as subordinated debt, such as the stabili sation fund of the NACSCU 316 

(National Association of Cooperative savings and Credit Unions), the Bank 317 

                                                      
15  It could be argued that privately  held banks would also have difficulty raising capital in a period of distress. 
Indeed,  in contrast to publicly  held banks, privately  held banks cannot raise capital directly through the financial 
market without altering their ownership structures and becoming public (Nichols et al. 2005).  
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Guarantee Fund and other funds if approved by the supervisory authority . The 318 

SRIFC survey revealed  that some jurisdictions require FCs to be financed only by 319 

internal capital. Some o ther jurisdictions allow a mix of internal and external 320 

capital . I n general, there are no particular limit s or proportion s of internal capital 321 

required in relation to the FCôs total capital . However, in a few jurisdictions, there 322 

may be a limit on external capital. For example, in Colombia , no natural or legal 323 

person may own more than 49% of a n FCôs capital. In the province of Ontario in 324 

Canada, external capital cannot be m ore than one - third of total capital.  325 

The way in which FCs can access capital may give rise to specific challenges during 326 

their resolution.  When the FC is no longer viable or is likely to be come  non -viable in 327 

the near future, the supervisory authority may require the FC to increase its capital. 328 

Unlike banks , where  shareholders can be asked directly to increase the level of 329 

capital or the bank can raise capital on the financial market s, for FCs in some 330 

jurisdictions it is unlike ly that  they can raise  capital by asking members to i ncrease 331 

their share contribution .16  Moreover , raising  capital on the financial  markets  may be 332 

impossible  for FCs , except in limited cases , such as in France , where  access to 333 

external capital is possible as long as the FC adapts its structure to become a 334 

commercial corporation or bank able to issue equity.  Therefore , resolution tools 335 

that directly involve FCsô capital structure (such as bail- in, contingent capital or 336 

recapitali sation)  may  not  be easily appli cable  to them.  337 

4.2.6.  Specific links of f inancial cooperatives  338 

Most FCs are based upon a common bond linking the members of the organi sation. 339 

The most recurrent common bond according to the survey is the geographic al 340 

region in which the members live or work. In such a context , FCs are primarily 341 

designed to serve the residents of the region. In deed, in  some cases , they are the 342 

regionôs only financial institution. Nevertheless, there are also FCs that operate 343 

nationwide. This may depend upon the ir  nature or size . In some jurisdictions , 344 

certain types of FCs are restricted to specific regions or do not have the capacity to 345 

expand across the whole jurisdiction , while others have the ability and the right to 346 

operat e in different parts of the jurisdiction . For instance, in India, urban 347 

cooperatives are concentrated in a few provinces , whereas rural cooperatives are 348 

spread across the jurisdiction . In the Czech  Republic, FCs are present across the 349 

whole jurisdiction .17 350 

The restriction to a local region may be a measure imposed by the supervisory 351 

authority to ensure  that the FC focuses primarily on its local clientele and develop s 352 

the necessary skills and resources before expanding across the country. In Poland , 353 

for examp le, a cooperative bank with initial capital between EUR 1 and 5 million can 354 

                                                      
16  There may be exception s in some jurisdictions. Historically, in Japan, there have been many FCs which requested 
increase d capital contribution s from their members, and it was also normal practice in the past . 
17 In the Czech Republic, when a n FCôs total assets exceed the limit of Czech Koruna 5 billion (about USD 200 

million), it must apply for a regular banking licen ce. 
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operate only within the ñvoivodeshipò (province) of its registered head office, while 355 

a cooperative bank with initial capital above EUR 5 million can operate countrywide.  356 

There are  also FCs for which the common bond is defined by the profession, the 357 

industry or employer group, or the religious, cultural or ethnic affiliation. This kind 358 

of FC exist s in many jurisdictions, namely Australia, Colombia, Japan, Poland, and 359 

the Canadian provinces of Alberta, British Columbia, Ontario  and  Quebec , among 360 

others . 361 

It must be noted that there are jurisdictions , for example Uruguay and Mexico,  in 362 

which there is neither a regional nor any other kind of common bond between the 363 

mem bers of an FC. Thus, anyone can be a member of an FC in these jurisdictions.  364 

 365 

Figure 2 lists the common bonds between FCs that can exist in survey respondent  366 

jurisdictions .  367 

 368 

Figure 2: Common bonds linking the members of FCs 369 

 370 
Source: SRIFC survey (2015) 371 
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Since many FCs are small, with only a few branches and limited capital, they do not 373 

always have the necessary resources  to make efficiency gains through economies of 374 

scale , and provide their members and customers with the requested products and 375 

services . For this reason, FCs often unite under  or cooperate with  umbrella or 376 

central organi sations , which enables them to offer a wider range of financial 377 

services  and achieve their  goals  of satisfying the needs and maximi sing the welfare 378 
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of their customers/members . 18  Such umbrella organi sations exist in most 379 

jurisdictions that have FCs (81% of the survey respondent  jurisdictions ).  380 

The central organi sations provide their members with a variety of services , 381 

including representing the cooperatives to the central bank and other banking 382 

system authorities , state or federal administration , and international organi sations . 383 

The role of central organi sations also includes financial assistance when capital 384 

requirements are not met or when liquidity is needed , as well as legal, managerial 385 

and technical assistance , sometimes with a special focus on newly created FCs. 386 

Some jurisdictions also have institutional protection schemes (IPS s) , which are 387 

contractual or statutory arrangement s for a group of banks or FCs aim ed at 388 

protecting the member institutions and , in particular , ensuring their liquidity and 389 

solvency  (e.g. IPS for cooperative banks in Germany , Poland  and Qu ebec (Canada) ; 390 

a sim ilar initiative is ongoing in Italy for cooperative banks ) . 391 

Central organi sations may also host the online banking platform and provide an 392 

integrated system , such as ICCREA Group in Italy and Central 1 in British Columbia 393 

(Canada) . 394 

In some cases, the central organi sation can perform supervisory tasks  over its 395 

members , ensuring that they comply with the law, statutes and contracts of  the  396 

association. The central organi sation in such cases play s a first -stage  supervisory 397 

role, like the NACSCU (National A ssociation of Cooperative Savings and Credit 398 

Unions) or the Associating Banks, both from Poland , 19 the Cooperative Bank of 399 

Vietnam  or the National Committee of Supervision for Financial Cooperatives of 400 

Mexico . It thus appears  that the presence of a central organi sation can contribute 401 

to strengthen ing  the resilience of the FC system  and promote the activities  of FCs . 402 

Nonetheless, there are j urisdictions  in which some FCs do not have  a central 403 

umbrella organi sation . These includ e Chinese Taipei, the Czech Republic, Greece  404 

and Uruguay.  405 

4.2.8.  Regulation  and supervision  of financial cooperatives  406 

There are different forms of supervision  and different supervis ory organi sations for 407 

FCs around the globe.  408 

Poprawa (2009)  describes four models of supervision for FCs. The first approach is 409 

direct supervision of all FCs, in which uniform standards of regulation are used for 410 

all FCs in the jurisdiction. The second  is direct supervision of the largest FCs, in 411 

which  the financial sector regulator dir ectly supervises only the countryôs largest 412 

FCs, based on asset size or deposit base. The  third is delegated supervision , in 413 

                                                      
18  Umbrella or central organi sations may also take the form of an association. They are referred to as ñtrade 
association sò in some jurisdictions. 
19  In Poland, alt hough FCs and commercial banks are supervised by the same authority, the regulatory 
requirements for small credit unions are less strict than those for large ones and for commercial banks.  
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which the government formally assigns supervisory enforcement power s via law or 414 

regulation to a third party, most often the FCsô national association or an arm of the 415 

association. The fourth approach is supervision by restructured m inistries of 416 

cooperatives , in which the ministry of cooperatives is restructured to become the 417 

prudential FC supervisor.  418 

The survey shows that i n some juri sdictions, FCs are supervised by the same 419 

authority as banks (e.g. France, Germany, Poland  and the U K) , while in others a 420 

supervisor  is specially dedicated to FCs. This is the case in Canada , where each 421 

province is constitutionally mandated as the regulator  of its own credit unions or 422 

caisses , while all banks are regulated federally . 20  In Colombia, different types of 423 

FCs are supervised by different authorities. Some are treated like banks while 424 

others are considered as pure FCs. 425 

There are also jurisdictions in which the same FCs are supervised by two different 426 

authorities. In Chinese Taipei , for example, in addition to being supervised by the 427 

central authority , which is the same as that for banks, FCs are also under local 428 

governme nt supervision . Likewise, in Mexico, supervision of FCs works on a two -429 

tiered scheme, with the National Banking and Securities Commission  (CNBV)  as the 430 

main supervisor , supported by the auxiliary supervision committees  at the 431 

Protection Fund for Cooperatives (FOCOOP) .21 432 

Just as with banks, FCs considered to be of systemic importance may be  subject to 433 

stricter requirements than their non -systemic counterparts . This is the case in 434 

Japan, the  Netherlands  and Qu ebec (Canada).  Furthermore in Qu ebec, the 435 

regulator has adapted the Basel III capital rules to th is D-SIFI  in its guideline on 436 

capital adequacy requirement s,  and is designing specific resolution plan s. I n 437 

Europe,  three  FCs in France, three in Germany and four in Italy have been declared 438 

ñsystemically important ò by the European Central Bank (ECB) and placed under 439 

direct ECB supervision .  440 

                                                      
20  On 29 March 2010, the Government of Canada introduced Bill C -9 being An Act to implement certain provisions 
of the budget tabled in Parliament on March 4, 2010 and other measures . Bill C -9 introduced a framework enabling 
provincial credit unions and caisses popu laires to incorporate, or continue as, federal credit unions.  Since then, one 

provincial credit union has continued as a federal credit union.  
21 CNBV is also the supervisor of the full-service commercial banks of Mexico. 
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5.  DESCRIPTION OF RESOLU TION TOOLS  FOR FINANCIAL COOPERATIVES  441 

Since FCsô business model is different from that of banks, their resolution may also 442 

be different  and may give rise to specific challenges . Indeed, there are some 443 

resolution tools that cannot be applied to FCs in the way they are applied to banks, 444 

because those tools could require a change in the cooperative nature of the FC . I n 445 

fact , given FCsô capital structure, demutuali sation may be required before certain 446 

resolution tools  can be applied . 447 

After defining demutuali sation, this section provides an overview of resolution tools 448 

available to DIOs and /or RAs  of FCs , followed by the challenges associated with 449 

each of them.  450 

 451 

5.1.  DEMUTUALI SATION  452 

According to Fulton and Girard (2015),  453 

ñDemutualization is the conversion of a co-operative, credit union or 454 

mutual into an alternative organizational form (usually one owned 455 

by investors). Demutualization can occur through the conversion of 456 

equity into investment shares, or it can occur via a merger, 457 

takeover or buyout involving companies that are not cooperatives or 458 

mutuals. Regardless of the form it takes, demutualization involves 459 

the transfer to private investors of the capital that has been built up 460 

over the years in the cooperative.ò 461 

So wh en demutuali sation occurs, FCs abandon their cooperative structure and are 462 

converted into another form of ownership. In such a case, members ô ownership 463 

rights change  and other external investors may also become owners. More 464 

specifically, for a n FC, the aba ndonment of the cooperative structure leads to the 465 

conversion of the institution into a commercial bank or another form of deposit -466 

taking institution with no cooperative value. For Chaddad and Cook (2004), 467 

demutuali sation refers to changes in the ownership  structure of user -owned  and 468 

controlled organi sations from a mutual to a for -profit, proprietary organi sation. 469 

They point out that a s a result of demutuali sation, residual claim and control rights 470 

are reassigned among stakeholders , with implications for firm behavio ur and 471 

performance.  472 

According to Fulton and Girard (2015), t he demutuali sation of a n FC is a major 473 

decision and, although there are exceptions, it is one that cannot typically be 474 

reversed. Usually, demutuali sation occurs when the FC is not per forming well on 475 

numerous fronts , such as financial performance, member engagement and, most 476 

importantly, governance. Demutuali sation may therefore be a sign of a cooperative 477 

that is unhealthy in some way ï e.g. financial insolvency or lack of capital to 478 

remain effective and competitive  ï or is unable to meet regulatory requirements . 479 
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However, demutuali sation can also be a legal requirement, even when the FC is 480 

quite healthy. In Italy , for example, a recent reform of ñbanche popolariò (a type of 481 

FC) requires those banche popolari  with assets over EUR 8 billion to  convert to 482 

joint -stock companies, wind up or reduce their assets below that threshold within a 483 

year. As a result, institutions that do not want to be wound up and are not willing 484 

to reduce their asset s below EUR 8 billion are obliged to demutuali se. Another 485 

important reform was introduced in Italy in 2016 on credit cooperative banks. In 486 

particular, this legislation provides for the creation of a Cooperative Banking Group 487 

(ñGruppo Bancario Cooperativoò). A bank holding is established to exercise 488 

direction and coordination functions on the credit cooperative banks and other 489 

financial entities belonging to the group. A cohesion agreement regulates the 490 

direction and coordination functions of the parent bank . This agreement also 491 

provides for a joint guarantee of the obligations assumed by the parent and the 492 

other banks joining the group, in compliance with the prudential rules for banking 493 

groups and single member banks.  494 

One of the advantages of demutuali sation is that it can help a n FC increase its level 495 

of capital , since external investors would then be able to  participate in the 496 

ownership of the institution. As a result, as mentioned in Galor (2008), when there 497 

is demutuali sation the cooperative institution accepts that it will lose its identity in 498 

return for other gains that are considered preferable , such as raising capital directly 499 

through the financial market s. 500 

The SRIFC survey shows that , as of 2015, 37 % of the jurisdict ions that deal with 501 

FCs have a regulatory or legal framework that allows for demutuali sation as part of 502 

the resolution process.  Figure 3  shows which survey respondent  jurisdictions  have a 503 

regulatory or legal framework that allows a demutuali sation , and which do not . In 504 

some jurisdictions, the authori sation to demutuali se may be explicit or implicit. In 505 

France , for example, the legal framework does not prohibit demutuali sation or 506 

prescribe that FCs should only be resolved in a way that prevents them from being 507 

demutuali sed.  508 
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Figure 3 Υ WǳǊƛǎŘƛŎǘƛƻƴΩǎ ǊŜƎǳƭŀǘƻǊȅ ƻǊ ƭŜƎŀƭ ŦǊŀƳŜǿƻǊƪ ŀƭƭƻǿƛƴƎ ŘŜƳǳǘǳŀƭƛȊŀǘƛƻƴ 509 

510 
Source: SRIFC survey (2015) 511 

 512 

Battilani and Schröter (2011) describe the legal framework s for demutuali sation of 513 

cooperatives in different regions of the world. According to them, in the European 514 

Union, over 50% of member states allow their cooperatives to demutuali se;  in 515 

others, such a move is illegal. They also report that in the U S, demutuali sation 516 

provis ions vary by state  (50 states plus the District of Columbia) . In 2002, about 517 

two - thirds  of the states (34) allowed demutuali sation, 14  states did not have any 518 

conversion statutes and  3 s tates prohibit ed demutuali sation.  519 

5.2.  OVERVIEW OF RESOLUTION TOOLS  520 

There are several resolution tools that can be used for the resolution of deposit -521 

taking financia l institutions.  Some of these tools are used more frequently than 522 

others, partly because they align better with the statutory mandate or written 523 

policy objecti ve  of the jurisdiction.  524 

Figure 4 shows the number of survey respondent jurisdictions  (among jurisdictions 525 

with FCs) that have a given resolution  tool  available . It  shows that the l iquidation 526 

tool is the most widely available among survey respondent jurisdictions , followed by 527 

the purchase and assumption  tool  (P&A) . 528 
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Figure 4: Number(1) of survey respondent jurisdictions that have a given resolution tool(2) available for 530 

FCs22
 531 

 532 
Source: SRIFC survey (2015) 533 
(1)  The total number of respondent s with FCs is not always the same because  some respondents did not mention whether a 534 

specific tool is available. Across the entire survey, the number of respondent s with FCs is 28.  535 

(2)  Other resolution tools may include advancing money, guarantee ing  payment of the failed institution ôs debt (Qu ebec), a 536 
temporary stay on early termination rights (Japan), and temporary public ownership (UK).  537 

Figure 5 shows the proportion of respondent jurisdictions with a given resolution 538 

tool available that would apply this  tool to FCs in a different way  than to banks . 539 

Among the jurisdictions with FCs, some of them would apply the available 540 

resolution tools in the same way to both FCs and banks , while others would apply 541 

them differently to FCs. One of the objectives  of this paper is to highlight the 542 

differ ences in the use of resolution tools for FCs.  543 

The tools that would most  common ly be appl ied  differently to FCs are those that 544 

relate more directly to FCsô specific capital structures, such as recapitali sation , bail -545 

in  and contingent capital instruments . 546 

  547 

                                                      
22  ñRestructuring w/o sh. approvalò means ñrestructuring without shareholder approvalò. 
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Figure 5: Percentage of survey respondent jurisdictions with a given resolution tool available that 548 

would apply this tool differently to FCs and banks 549 

 550 

 551 
Source: The SRIFC survey (2015) 552 

 553 

5.3.  CHARACTERISTICS OF RESOLUTION TOOL S FOR FINANCIAL COOPERATIVES  554 

Resolution tools for FCs are almost the same as those used for banks. The use of 555 

each resolution tool presents opportunities and challenges  when used for FCs, as is 556 

the case when used for banks . In the analysis of the survey data, we found  that the 557 

opportunities associated with resolution tools for FCs are similar to those for banks , 558 

while differences in challenges are significant. Therefore, in this paper, we focus 559 

only on challenges specific to FCs.  560 

5.3.1.  Contingent convertible capital instruments   561 

Conti ngent convertible capital instruments (CoCos) , such as contingent convertible 562 

bonds or non -viability conti ngent capital (NVCC) , are hybrid financial instruments 563 

that have the traits of both debt and equity securities . By converting to com mon 564 

equity under certain conditions , these  hybrid capital securities can absorb losses 565 

when the capital of the issuing deposit - taking institution falls below a certain level.  566 

Juris dic tions where t his tool  is available in clude  Australia  and Qu ebec (Canada) ,23 567 

where it is applied differently from banks , and France, Italy and Japan , where it is 568 

applied in the same way as for banks . 569 

                                                      
23  The regulator has included the Basel III NVCC requirement in its capital adequacy guideline, but the legislation is 
now under review.  
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Challenges  570 

One of the main challenge s in using CoCos would be finding the right type of 571 

Common Equity Tier 1 (CET1) capital into which the liabilities can be converted . 572 

Moreover, converting liabilities into equity may  introduce new shareholders in the 573 

FCôs ownership, which may necessitate gaining the understanding of the current FC 574 

members. It may also be difficult to win current investors over as regards the 575 

conditions of loss absorption . Therefore, there must be a ppropriate information 576 

disclosure to members and investors.  This is all the more significant for FCs, whose 577 

owners are also customers /investors  who may not have the same level of financial 578 

expertise as bank shareholders.  579 

In  some jurisdictions , o ne of the most important challenges in the potential use of 580 

CoCos is the fact that , in the case of FCs,  demutuali sation may be needed before 581 

this resolution tool can be applied . Moreover, since the tool has not often been 582 

applied, in many jurisdictions there may be a lack of experience with CoCos. 583 

5.3.2.  Bail - in  584 

According to IADI , 585 

ñbail - in is a  mechanism to recapitalize a bank  [ or another deposit -586 

taking financial institution ]  in resolution or effectively capitalize a 587 

bridge institution, under specified conditions, through the write -588 

down, conversion or exchange of debt instruments and other senior 589 

or subordinated unsecured liabilities of the bank  in resolution into, 590 

or for, equi ty or other instruments in that firm, the parent company 591 

of that firm or a newly formed bridge institution, as appropriate to 592 

legal frameworks and market capacity ò.24  593 

ñBail - inableò debt is therefore a debt instrument (not initially considered to be 594 

capital , unlike contingent capital) that is written down and/ or converts to common 595 

equity when the financial condition of a deposit - taking institution is judged by its 596 

supervisor  or DIO and/or RA  to have deteriorated to the point where it is no longer 597 

viable  or is likely to be non -viable . 598 

In all but one of the jurisdictions in the SRIFC survey where bail - in can be used 599 

(France, Germany, Greece, Hungary, Italy, Japan, the Netherlands, Poland and  the 600 

UK), it consists of a write -down of eligible liabilities and /or  their conversion into 601 

share capital , in order to restore the capital of the FC in resolution  and allow it to 602 

continue as a going concern . The except ion is  Colombia , where it consist s of a 603 

write -down of eligible liabilities followed by a write -up when the c ondition of the FC 604 

                                                      
24  This definition is line with the IADI glossary of 23 January 2017,  which adapted it from FSB (April 2013) , 
available at http://www.fsb.org/wp -content/uploads/r_130411a.pdf , p . 2. However, FSB (March 2016)  gives a 
slightly different definition. Article 77 of the BRRD also refers to bail - in.  

http://www.fsb.org/wp-content/uploads/r_130411a.pdf
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stabili ses.  Figure  6 shows the bail - in structure among the survey respondent 605 

jurisdictions . 606 

Challenges  607 

The challenges inherent to the application of bail - in to F Cs are significant. One of 608 

the most important challenges in the use of bail - in , specifically eligible liabilities are 609 

converted into share capital,  is the fact that demutuali sation may be needed for the 610 

application of this resolution tool to a cooperative.   611 

In addition, many of the challenges associated with the use of Co Cos are also 612 

associated with bail - in within resolution. Indeed, finding the right type of CET1 613 

capital to convert liabilities into  could be an important challenge . Moreover, as in 614 

the case of Co Cos, the use of bail - in may require conversion of part of the FCôs debt 615 

into equity (or a capital instrument meeting the definition of C ET1 capital). If this 616 

happens, the debt must be converted into a number of shares corresponding to the 617 

amount of debt converted. As a result, more voting rights may be given to the n ew 618 

members in some jurisdictions, which may violate the one -member -one -vote 619 

principle, thereby denaturing the FC.  Therefore , the legislation governing  FCs must  620 

set the rules for selling ñbail - inableò debt (and CoCos) to non -members. In this 621 

case, one chall enge will be to determine the rights (e.g. voting rights) of this  new 622 

category of ñmemberò after a conversion of debt into equity.  623 

 624 

Figure 6: Structure of the bail-in tool within a ƧǳǊƛǎŘƛŎǘƛƻƴΩǎ ƭŜƎŀƭ ŦǊŀƳŜǿƻǊƪ  625 

 626 
Source: SRIFC survey (2015) 627 
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5.3.3.  Recapitali sation  628 

There are other recapitali sation methods that can be used in the resolution of a 629 

deposit - taking financial institution. Recapitali sation can be done in a number of 630 

ways, including a restructuring, an outright nationali sation in which shareholders 631 

are wiped out and management is replaced, or a capital injection in which 632 

shareholders are diluted but remain and management does not change  (White and 633 

Yorulmazer (2014)).  634 

Challenges  635 

For FCs, finding the appropriate me thod of private recapitali sation can be very 636 

challenging, especially if the cooperative form of the FC must be retained . If the 637 

only shares of the FC are membership  shares, it is difficult, or even  impossible, to 638 

achieve a significant recapitali sation unless new forms of shares are designed  and 639 

issued .25 In fact, in general,  FCs have more difficulty in access ing  capital  because it 640 

is unlikely that they  can raise capital by asking members to increase their share 641 

contribution.  Nonetheless, FCs that operate  as a commercial corporation  (as is the 642 

case in some jurisdictions like France) can raise capital on financial markets more 643 

easily.   644 

 645 

 646 

5.3.4.  Restructuring without membersô approval  647 

Having the option to restructure without member sô approval gives the DIO and/or 648 

RA a free hand to take the right decision without necessarily obtaining the consent 649 

of the FCôs management or owners (members).  This resolution tool may  require  the 650 

DIO and/or RA to take control of the institution , replac e management and limit the 651 

powers o f members , in order to  implement various operational and organi sational 652 

changes to help restore the FCôs viability.  653 

Challenges  654 

As is the case for banks, t he main challenge is that this resolution tool  can be 655 

contested in the courts unless it is clearly stipulated  in law. Questions about how 656 

the restructuring will be conducted and what financial instruments are involved  may  657 

also arise when the process is implemented. For FCs, whose members are owners, 658 

the lack of membersô approval could affect  the franchise value . Indeed, such  659 

restructuring could be seen by members as a move by the DIO and/or RA to bypass 660 

their right s, which could entice some  of them to stop doing  business with their FCs, 661 

resulting in deposit withdrawals, market share loss  and further erosion of franchise 662 

value .  663 

                                                      
25 In Jamaica , each member of a n FC must hold a minimum amount of non -withdrawable shares i.e. permanent 

shares. Members can also opt to hold deferred shares, which must be held for a minimum period of five  years. Both 
permanent and deferred shares are used by FCs to shore up their capital base.  
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5.3.5.  Bridge institution   664 

A bridge institution is an entity, authori sed or licensed in accordance with any 665 

applicable requirements under national law, established to temporarily take over 666 

and maintain certain assets, liabilit ies and operations of a fail ing  institution  as part 667 

of the resolution process. 26  This tool  is often considered as a special case of P&A. 668 

Most jurisdictions that have the bridge institution tool available for resolution of FCs 669 

would apply  it in the same way as they apply it to banks.  Figure 7  shows the 670 

structure of bridge institution s in survey respondent jurisdictions .  671 

Challenges  672 

There  are specific  challenges  associated with the setup of a bridge institution  in the 673 

case of FCs . In fact, t he use of this resolution tool may require demutuali sation in 674 

order that the ñgood assetsò and liabilities of the failing FC can be transferred to the 675 

new entity  (idem for the ñbad portionò of the FC), notably because the bridge 676 

institution may not be required to be of the same type (FC) as the fail ing  677 

institution . It may be impossible for the bridge institution to hold the capital of FCs, 678 

as is the case in France, which means that only the non -cooperative part of the 679 

failing institution (if this exists ) can be transferred.  Besides, even years afte r 680 

setting up  the bridge institution , it is not obvious that an assuming institution will 681 

be found , especially if only FCs are allowed to purchase and assume the fail ing  FC 682 

(e.g. in Canadian jurisdictions) , which can largely increase the costs of resolution.  683 

This is also particularly relevant in cases where the F Cs serve a spe cific niche 684 

clientele or are located in remote areas.   685 

 686 

Figure 7: Structure of the bridge institution within a ƧǳǊƛǎŘƛŎǘƛƻƴΩǎ ƭŜƎŀƭ ŦǊŀƳŜǿƻǊƪ  687 

 688 
Source: SRIFC survey (2015) 689 

                                                      
26  http://www.fsb.org/wp -content/uploads/r_130411a.pdf , p . 2.  

To a banking entity

To another Financial Cooperative

To a trust company

To an asset management vehicle

To a savings and loan company

To a newly-established entity

Other

No answer

http://www.fsb.org/wp-content/uploads/r_130411a.pdf


  REVISED DRAFT FOR PUBLIC CONSULTATION ïSEPTEMBER 19, 2017  
 

31  

 690 

As DIOs and/or RAs for FCs are often smaller, this tool could be relatively more 691 

costly for them. It requires the business to be transferred twice :  first from the 692 

failing institution to the bridge institution, then from the bridge institution to the 693 

acquiring  institution.  It may also require more work from t he DIO and/or RA , 694 

especially because the assets of the fail ing  institution may need to be divided into 695 

good and bad assets.  More importantly, the DIO  and / or RA may be required to run 696 

the bridge institution for a lengthy period, which may be very costly in terms of 697 

financial, human and operational resources. This is all the more significant for 698 

relatively small DIO s and / or RAs, which are the ones typically overseeing FCs.  It 699 

could also be a challenge to preserve the value of the fail ing  institution while the 700 

tool is being implemented.  701 

 702 

5.3.6.  ñGoodco/badcoò model  703 

In this case, the FC in distress is split in two: a ñgood cooperative ò that retains the 704 

performing assets, and a ñbad cooperative ò that receives the remaining assets that 705 

are to be restructured or liquidated. Often , a trust or asset management company 706 

structure is used. This is a more general tool  that could also be used in conjunction 707 

with restructuring and recapitali sation  (White and Yorulmazer, 2014). 27 708 

In the survey, m ost jurisdictions that have goodco/badco model available would 709 

apply  it to FCs in the same way as they apply it to banks.  710 

 711 

Challenges  712 

There are challenges associated with the goodco/badco model . Generally speaking, 713 

for both banks and FCs, the separation of good and bad assets may necessitate 714 

some form of public assistance for bad assets, which may be critici sed if taxpayersô 715 

money  is used . But in the case of FCs, i f t he bad assets are transferred to an asset 716 

management vehicle, there may need to be a change in ownership structure, 717 

thereby adding more complexity to such transactions. Moreover, the restr uctur ing  718 

or liquidation of ñbad assets ò may take a lengthy and unspecified period of time, 719 

thereby increasing administrative costs . As mentioned above, as DIOs and/or RAs 720 

for FCs are often smaller, this tool could also be relatively cost lier  for them.  721 

5.3.7.  Purchase and assumption transactions  722 

Purchase and assumption ( P&A)  is a resolution method in which a healthy 723 

institution purchases some or all of the assets of a failing institution and assumes 724 

some of the liabilities, including all insured deposits (FDIC,  2014) . There are 725 

different types of P&A :  basic P&A, whole bank P&A, loan purchase P&A, P&A with 726 

                                                      
27  In Europe , the ñgoodco/badcoò model is somewhat similar to the asset separation tool described in Article 42 of 
the European Bank Recovery and Resolution Directive (BRRD).  
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put option, P&A with asset pools , and loss share P&A .28  The process usually involves 727 

the withdrawal or cancellation of the troubled institution ôs licence, the termination 728 

of the ownersô rights in the institution, the assumption of the troubled deposits and 729 

good assets, and the takeover  of  some or all of  the institutionôs problem assets by 730 

the DIO and/or RA . 29 Figure 8  shows P&A structures in the survey resp ondent 731 

jurisdictions .  732 

Figure 8Υ {ǘǊǳŎǘǳǊŜ ƻŦ ǘƘŜ tϧ! ǿƛǘƘƛƴ ƧǳǊƛǎŘƛŎǘƛƻƴΩǎ ƭŜƎŀƭ ŦǊŀƳŜǿƻǊƪ 733 

 734 
Source: The SRIFC survey (2015) 735 

 736 

Challenges  737 

Among the challen ges, there is the  exposure to current market conditions . Difficult 738 

economic conditions will make it harder to find an assuming institution , since this 739 

resolution tool require s the assets and liabilities of the failing institution to be 740 

purchased and assumed by another financial institution . This is especially true for 741 

FCs, which a re often linked to a specific region or group, and/or may be the sole 742 

institution representing such region or group. Besides, as time goes by, assetsô 743 

value can decline, making it even harder to find an assuming institution willing to 744 

buy at an acceptable price. For the DIO and/or RA , handling simultaneous P&As and 745 

finding an assuming institution for each of them  may also be very challen ging.  This 746 

is all the more relevant for FCs  given contagion between them  (especially when 747 

many FCs  carry the same brand)  and the lack of potential acquirers . 748 

                                                      
28  Adapted from the FDIC Resolutions Handbook. Details of some P&A types are given in the FDIC Resolutions 
Handbook at https://www.fdic.gov/about/freedom/drr_handbook.pdf . 
29  P&A has similarities with the ñsale of businessò resolution tool in the BRRD.  
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Moreover, the relatively smaller appetite of most FCs for profit maximi sation , which 749 

means that they are prepared to operate branches in remote and sparsely 750 

populated areas, may give rise to some challenges in the even t of resolution. 751 

Indeed, there could be a lack of potential acquirers within the region where the FC 752 

is located and the remoteness can be less attractive to other investors in the event 753 

of resolution .30  754 

Furthermore, retaining  the common bond between FC members can give rise to 755 

new challenges during resolution. Indeed, it may reduce the number of potential 756 

buyers during the P&A.  757 

Finally , t here are forms of P&A (e.g. loss share P&A) in which the DIO  and / or RA 758 

agrees to share with the acquirer the losses on  certain types of loans.  The issue of 759 

resolution funding may then be a challenge , for both banks and FCs . The DIO  760 

and / or RA must accumulate sufficient resources to deal with possible future losses. 761 

This issue is even more significant for smaller DIOs  and / or RAs typically regulating 762 

FCs. 763 

5.3.8.  Divestitures   764 

If there is a temporary administration or conservatorship established for closing a 765 

financial institution, the resolution team will have to support the management team 766 

operating the financial institution  in adopting and executing a business plan, which 767 

may include shrinking the balance sheet and /or  taking other actions to prepare the 768 

financial institution for sale. The management team is expected to financially 769 

restructure and resize the financial institu tion  so as to sufficiently improve its 770 

financial condition to the point where  viability is restored and/or  a sale to a suitable 771 

acquirer would be possible with a minimum injection of financial resources from the 772 

government. 31  In this process, the FC may be required to divest itself of certain 773 

assets and liabilities.  774 

Challenges  775 

Divesting  assets and liabilities can be challenging , especially in remote areas , where 776 

FCs may be predominant . In addition, prices can be very low, especially if the 777 

market perceives that the divestitures are a regulatory requirement. In certain 778 

circumstances, depending on the kind of divestiture, retaining the common bond 779 

between FC members could be an objective. However , this  would pose a challenge 780 

in that it may reduce the number of potential buyers during the divestiture . It could 781 

also be challenging for the DIO and/or RA to sell some specific business line s of FC s 782 

when those FCs are  the only financial institution s to serve a region in this specific 783 

business.   784 

                                                      
30  In Chinese Taipei, in previous cases, potential acquirers have been offered incentives, such as the option of 
opening new branches or moving the branches to other regions, in an attempt to attract acquiring financial 
institutions during the resolution pro cess.  
31  See McGuire (2012), p . 13 and Appendix A, p . 28.  
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5.3.9.  Liquidation  (receivership)  785 

Liquidation is the winding -down  (or winding -up , as used in some jurisdictions) of 786 

the business affairs and operations of a fail ing  financial institution  through the 787 

orderly disposition of its assets after its licen ce has been rev oked and it has been 788 

placed in receivership . In some  jurisdictions, it is  synonymous with ñreceivershipò 789 

(IADI, 201 4) , while in jurisdictions like Poland and the U K, liquidation and 790 

receivership are two separate legal processes. 32 791 

When an institution is liquidated , it is closed, its licen ce is withdrawn, and its assets 792 

are sold over time to pay its liabilities to depositors and  other creditors (McGuire, 793 

2012) . Liquidation is followed by deposit payout in jurisdictions with deposit 794 

insurance schemes.  There is also a form of w inding -down  in which  the institution 795 

does  not take new deposits or make or renew loans until the  maturity date or the 796 

time of closure , whi chever is earlier .  797 

The majority of jurisdictions with the liquidation tool available liquidate FCs in the 798 

same way as banks are liquidated . There are a few respondent jurisdictions (with 799 

FCs) in  the survey where the liquidation tool is not available for FCsô resolution 800 

(Albania, the Netherlands and Prince Edward Island (Canada) ) .  801 

 802 

Challenges  803 

First, liquidating a n FC could be detrimental in some remote areas where the FCs 804 

are the only ones in operation , or if they offer transactional accounts not readily 805 

available elsewhere.  Indeed, the liquidation of a n FC could potentially have a 806 

negative impact on regional economies, particularly on the financing of small and 807 

medium -sized businesses, as well as on individual business owners, who are typical 808 

customers of  FCs in some jurisdictions. The liquidation of a n FC could also weaken 809 

the feeling of belonging which people living in those areas have towards the FC. 810 

More over , the liquidation of an important FC can have systemic consequence s, 811 

especially for FCs with the  same brand.  As is the case for banks, since liquidation 812 

may necessitate payout, precautions must be taken so that depositors receive their 813 

money quickly , but  achieving timely payout may be a challenge for some 814 

jurisdictions.  815 

 816 

 817 

                                                      
32  In Poland, liquidation and receivership are two separate legal processes: (1) liquidation may take place towards 
an entity which is solvent and a liquidator is appointed by the Polish Financial Sup ervision Authority, (2) 
receivership takes place within the bankruptcy (insolvency) procedure, it is used when the entity is insolvent and a 
receiver is appointed by the court .  
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5.3.10.  Summary of resolution tools for Financial Cooperatives and related 818 

challenges  819 

The t able 3 summarises the resolution tools for FCs, along with their main related 820 

challenges.  821 

Table 3: A summary of resolution tools for FCs and related challenges 822 

Resolution tools 
for FCs 

Main challenges 

CoCos 

¶ Finding the right type of CET1 capital to convert liabilities into  

¶ Winning current investors over as regards the conditions of loss absorption  

¶ May be need to d emutuali ze the FC, in some jurisdictions  

¶ Determining the rights of the new category of "members" (former 
creditors), including voting rights, after a conversion of debt into equity  

Bail - in  

Recapitalisation  

¶ Finding the appropriate method of private recapitalisation can be very 
challenging, especially if the cooperative form  of the FC must be retained  

¶ May be necessary to  design new forms of shares  

¶ Accessing capital for FCs can be m ore diff icult than for banks  

Restructuring 

without membersô 

approval  

¶ Can be contested in the courts unless it i s clearly stipulated in la w 

¶ Questions about how the restructuring will be conducted and what 
financial instruments are involved may arise when the process is 
implemented  

¶ Lack of membersô approval could affect the franchise value of the FC, as 
such restructuring could be seen by member s as a move by the DIO 

and/or RA to bypass their rights  

Bridge institution  

¶ Setting up a bridge institution may require demutualisation in order that 
the ñgood assetsò and liabilities of the failing FC can be transferred to the 
new entity (idem for the ñbad portionò of the FC), notably because the 
bridge institution may not be required to be of the same type (FC)  as the 
failing institution  

¶ May be impossible for the bridge institution to hold the capital of FCs, 

which means that only the non -cooperative p art of the failing institution (if 
thi s exists) can be transferred  

¶ I s not obvious that an assuming institution will be found, especially if only 
FCs are allowed to purchase and assume the failing FC which can largely 
increase the costs of resolution  

¶ Could also be a challenge to preserve the value of the failing institution 

while the tool is being implemented  

ñGoodco/badcoò 

model  

¶ Separation of good and bad assets may necessitate some form of public 
assistance for bad assets, which may be criticised if taxpayersô money is 
used  

¶ May n eed a change in ownership structure if the bad assets are 
transferred to an asset management vehicle  

¶ Restructuring or liquidation of ñbad assetsò may take a lengthy and 
unspecified period of time  

¶ Could be relatively costlier f or FCs' DIOs and/or RAs which are generally 
smaller  
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Resolution tools 
for FCs 

Main challenges 

Purchase and 

assumption  

¶ Difficult economic conditions will make it harder to find an assuming 
institution , as the FC is e xpos ed to current market conditions  

¶ Affiliation to a specific region or group may make it even harder to find a 
purchasing and assuming institution: lack of potential acquirers within the 
reg ion where the FC is located  

¶ May be h arder to find an assuming institution willing to buy at an 
acceptable price because assetsô value often decline  as time goes by  

¶ May be difficult  to retain the common bond between FC members during 

resolution  

Divestitures  

¶ Divesting assets and liabilities can be challenging, especially in remote 

areas when the FC in resolution is the only financial institution to serve a 
region in a specific business line  

¶ Prices can be very low, especially if the market perceives that the 
divestitures a re a regulatory requirement  

¶ The number of potential buyers may be reduced if there is an objective to 

retain the common bond betwee n FC members  

Liquidation 

(receivership)  

¶ Liquidating an FC could be detrimental in some remote areas where the 
FCs are the only ones in operation or if they offer transactional accounts 
not readily available elsewhere  

¶ Could potentially have a negative impact on regional economies, 

particularly on the financing of small and medium -sized businesses, as 
well as on individual business owners, who are typical customers o f FCs in 
some jurisdictions  

¶ Liquidation of an important FC can have systemic consequences, especially 
for FCs with the same brand  

¶ Achieving timely payout may be a challenge for some jurisdictions, since 
liquidation may necessitate payout  

 823 

  824 
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6.  OTHER RESOLUTION CHAL LENGES  825 

The application of the resolution tools described above presents broader resolution 826 

challenges. These mainly  relate  to funding  and operations . While it may be argued 827 

that  such challenges would also apply to DIOs  and / or RAs regulating banks, the 828 

purpose of this section is to take stock of the broader resolution challenges  and 829 

experience  pertaining to DIOs  and / or RAs responsible for FCs, beyond the 830 

challenges inherent to the application of specific resolution tools.  831 

 832 

6.1.  FUNDING CHALLENGES  833 

Like a bank  resolution , the resolution of an FC can be funded either by a dedic ated 834 

resolution fund, the deposit insurance fund or a mix of these two funds. The survey 835 

shows that, currently , the resolution of FCs is not financed uniquely by a dedicated 836 

resolution fund in any survey respondent jurisdiction; rather , resolution is finan ced 837 

either entirely by the deposit insurance fund or by a mix of the resolution fund and 838 

the deposit insurance fund. This is because many resolution funds have been set up 839 

only recently , mostly after the 2008 financial crisis .  840 

Contributions for the deposit insurance and/or resolution fund are collected ex  ante  841 

in most jurisdictions, whether the fund is for FCs exclusively or for both banks and 842 

FCs. Indeed, 84% of respondent jurisdictions (with FCs) have their deposit 843 

insurance fu nded on an ex  ante  basis. These jurisdictions include Colombia, Chinese 844 

Taipei, the Czech Republic, Mexico, Albania, Uruguay and Vietnam. 33  Deposit 845 

insurance is also funded on an ex  ante  basis  in many other non - respondent 846 

jurisdictions , notably  Barbados, Br azil, Jamaica, Kenya and Trinidad and Tobago  847 

(Demirgüç -Kunt et al. (2014)) . 34  Jurisdictions with specific ex  ante  resolution 848 

funding include the Netherlands and Hungary.  849 

In jurisdictions with an ex  post deposit insurance  and / or resolution funding system, 850 

premiums must be levied when resources are needed for pay out  or to resolve a 851 

fail ing  institution. This can be a challenge during tough economic times since many 852 

other deposit - taking financial institutions are facing the same diff icult economic 853 

conditions. The situation can be exacerbated when the jurisdiction is dominated by 854 

one systemically important FC , or when many FCs linked to the same financial 855 

group all experienc e distress simultaneous ly  (given that contagion and spillover  856 

risks would be more relevant to FCs) . Indeed, in such cases, only a small number of 857 

institutions are able to contribute to resolution funding on an ex  post  basis  in the 858 

event of failure of one  systemically important FC  or the simultaneous failure of 859 

multi ple FCs . Jurisdictions with ex  post deposit insurance funding include Australia 860 

                                                      
33 In all EU countries ex-ante funding is mandatory for both deposit insurance systems and resolution funds 
pursuant to Deposit Guarantee Scheme Directive and BRRD respectively. 
34 In many jurisdictions with cooperatives (especially in Africa), there is currently no deposit insurance, let alone a 
resolution framework.  
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and New Brunswick (Canada).  In the UK, an ex  ante fund is raised from the bank 861 

levy and held by HM Treasury.  A decision is made whether to call on the ex  ante  862 

fund or raise an ex  post levy at the time of failure.  863 

 864 

6.2.  OPERATIONAL CHALLENGE S 865 

In addition to funding challenges, DIOs  and / or RAs may face operational 866 

challenges. In practice, resolution can be a difficult task for different reasons. The 867 

case studies highl ight some of the most relevant operational challenges faced by 868 

the jurisdictions that have had to deal with failures of FCs.  869 

A frequent operational challenge in many jurisdictions is the lack of cooperation 870 

from  the management and board of the failing FC.  Since FCs generally belong to 871 

communities, whose members are owners, it is important to get the community 872 

involved in the resolution process for better results. For this reason, the board, 873 

which represent s members, and management , which is often appointed by the 874 

community through the board of directors, must cooperate in the process. 875 

Management and board cooperation played a critical role in the resolution process 876 

in jurisdictions like Chinese Taipei and in the Canadian provinces of Ontario and 877 

Saskatchewan  (Canada). Usually, the cooperation ensures that the DIO  and / or RA 878 

have sufficient and accurate information concerning the various risks and problems 879 

faced by the FC. Gathering this information can also help avoid systemic contagion 880 

to other FCs by prevent ing the same causes from producing the same effects , 881 

hence the need for pre -planning by and cooperation with the RA . With the smaller 882 

FCs in particular, for which the managers can be volunteers in some jurisdictions 883 

(e.g. some credit unions in the UK), it can  be difficult to obtain up - to -date  and 884 

reliable data ï on both deposits and loans . In the case of Japan, cooperation from 885 

the management is not essential , given that a failed institution ôs operations and 886 

property are placed under the control of a financial  administrator , and the 887 

management and board of the failed institution are replaced.  888 

It may also be challenging to resolve many FCs simultaneously , and therefore deal 889 

with different communities at the same time . For FCs, the likelihood of 890 

simultaneous interventions may be higher given their relatively higher contagion 891 

risks and spillover effects.  This would require having many teams on different sites 892 

simultaneously. The simultaneous resolution challenge can be aggravated by 893 

difficult transitional service arrangement s, including the difficulty in find ing  894 

assuming institutions to ensure continuity of the activities of the failing FCs, 895 

especially during tough economic conditions  and in remote areas.  896 

  897 
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7.  SPECIFICITIES OF SMAL L AND L ARGE FINANCIAL COOPERATIVES  898 

Although the above issues relate to most FCs, the resolution process for large FCs 899 

may not be the same as that for smaller ones.  900 

In the resolution process, the impact of a small FC on the financial system is less 901 

important than that of a large one. In jurisdictions like France, a small FC ôs failure 902 

would only lead either to a restructuring by the other FCs of the same group or to 903 

payout, not to resolution tools as prescribed by the European Bank Recovery and 904 

Resolution Directive (BRRD) , where necessary in the public interest . Likewise, the 905 

UK resolution regime applies to building societies but not to credit unions , which are 906 

smaller  and are wound up in the usual  way . In other words, deposits are paid out 907 

or transferred unless there are financial stability concerns . Jurisdictions like Mexico 908 

would tend to encourage small failing FCs to merge with a sounder FC, which will 909 

not necessarily be the case for large FCs. From that perspective , mergers can be 910 

considered as a resolution t ool  in some jurisdictions .35 In Hungary, the resolution of 911 

a financial institution must be in the public interest. This ñpublic interest testò is not 912 

always passed by small FCs, which means that they do not get the same treatment 913 

as large FCs  in the event of resolution. In addition, the feeling of belonging that 914 

members have toward s their FC may be stronger for small FC s than for large ones, 915 

which may result in more resistance from members during the resolution  of a small 916 

FC.36  917 

For some large FCs, especially  systemically  important ones, their organi sational 918 

structure , with individual entities having the same brand but without a holding 919 

company at the top, may make it harder to use the single point of entry (SPE) 920 

approach in resolution.  921 

  922 

                                                      
35  It could also  be argued that a merger is a particular form of purchase and assumption.  
36 In Poland, after the entry into force of the Act of 10 June 2016 on the Bank Guarantee Fund, Deposit Guarantee 
Scheme and Resolution, the legal framework gives the possibility to effect the restructuring procedure and the 
resolution procedure towards credit unions. 
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8.  CONCLUSION  923 

This rese arch paper has presented an overview of the distinctive features of the 924 

financial cooperatives (FCs)  in the SRIFC survey respondent jurisdictions around the 925 

world , as well as the tools currently used for their resolution, along with the 926 

challenges associated with the use of each of these resolution tools in the case of 927 

FCs. 928 

There are different types of FCs around the world. These deposit - taking institutions 929 

include credit unions, ñcaisses populairesò, ñcajasò, mutuals and cooperative banks . 930 

FCs diff er from banks  mainly with regard to their objective s, the ir  ownership 931 

structure and participation in the decision -making process, the way in which they  932 

access capital, etc.  933 

Because of the specificities of FCs, bank resolution tools are not always directly  934 

applicable to FCs  and/or may give rise to some challenges specific to FCs . Some of 935 

the resolution tools can be used in the same way as for banks, while others need 936 

some adjustment to fit with the nature of FCs. Resolution tools like bail - in may 937 

require demutuali sation of the FC.  938 

The next step for the SRIFC will be to provide guidance on the use of resolution 939 

tools in the case of FCs, addressing the practical challenges that may be faced by 940 

DIOs/RAs during the resolution of FCs.  941 

  942 
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9.  GLOSSARY  943 

BAIL - IN
37  944 

Restructuring mechanisms to recapitali se a deposit - taking institution in resolution 945 

or effectively capitali se a bridge institution, under specified conditions, through the 946 

write -down, conversion or exchange of debt instruments and other senior or 947 

subordina ted unsecured liabilities of the deposit - taking institution in resolution into, 948 

or for, equity or other instruments in that deposit - taking institution, the parent 949 

company of that deposit - taking institution or a newly formed bridge institution, as 950 

appropriate to legal frameworks and market capacity.  951 

 952 

BASIC P&A 38   953 

In basic P&As, assets that pass to acquirers are generally limited to cash, cash 954 

equivalents and marketable securities.  955 

 956 

BRIDGE I NSTITUTION ( BRIDGE BANK ) 39  957 

An entity that is established to t emporarily take over and maintain certain assets, 958 

liabilities and operations of a failed deposit - taking institution as part of the 959 

resolution process.  960 

 961 

DEMUTUALI SATION
40  962 

Demutuali sation is the conversion of a cooperative, credit union or mutual into an 963 

alternative organi sational form (usually one owned by investors). Demutuali sation 964 

can occur through the conversion of equity into investment shares, or it can occur 965 

via a merger, takeover or buyout involving companies that are not cooperatives or 966 

mutuals. Regardless of the form it takes, demutuali sation involves the transfer to 967 

private investors of the capital that has been built up in the cooperative  over the 968 

years . 969 

 970 

GOODCO /B ADCO MODEL
41  971 

In ñgoodco/badco ò, t he troubled assets are held in a separate vehicle from the good 972 

assets of a deposit - taking institution. This model can be utili sed  without closing a 973 

deposit - taking institution deemed otherwise viable , through the provision of some 974 

form of government assistance o r backstop for the bad assets.  975 

 976 

                                                      
37  Adapted from the IADI Glossary of Terms for EXCO Approval, 15 June 2015.  
38  Federal Deposit Insurance Corporation , Resolution Handbook , revised 23 December 2014, p . 16 , 
https://www.fdic.gov/about/freedom/drr_handbook.pdf . 
39  Adapted from the IADI Glossary of Terms for EXCO Approval, 15 June 2015.  
40  COOP Co-operatives and Mutual Canada , Demutualization of Co-operatives and Mutuals , October 2015 , 
http://www.canada.coop/en/demutualization.  
41  Adapted from Federal Deposit Insurance Corporation,  Resolution Handbook , revised 23 December 2014, p . 16 , 
https://www.fdic.gov/about/freedom/drr_handbook.pdf . 

https://www.fdic.gov/about/freedom/drr_handbook.pdf
https://www.fdic.gov/about/freedom/drr_handbook.pdf
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L IQUIDATION
42  977 

The winding -down  (or winding -up , as used in some jurisdictions) of the business 978 

affairs and operations of a failed deposit - taking institution through the orderly 979 

disposition of its assets after its licen ce has been revoked and it has been placed in 980 

receivership. In some jurisdictions, it is synonymous with ñreceivershipò.  981 

 982 

LOAN PURCHASE P&A /M ODIFIED P&A 43  983 

In these transactions, the acquiring institution will also acquire the performing loan 984 

portfolio of the failed deposit - taking institution in addition to  the cash and cash 985 

equivalents, or the performing loan portfolio and the mortgage loan portfolio.  986 

 987 

LOSS - SHARE P&A 44  988 

A method in a P&A transaction in which the deposit insurer , as receiver , agrees to 989 

share with the acquirer the losses on certain types of loans. Loss -sharing  may be 990 

offered by the receiver in connection with the sale of classified or non -performing 991 

loans that otherwise might not be sold to an acquirer at the time of resolution.  992 

 993 

NON - V IABILITY CONTINGENT CAPITAL (NVCC)/C ONVERTIBLE BONDS
45  994 

Hyb rid capital securities that absorb losses when the capital of the issuing deposit -995 

taking institution falls below a certain level.  996 

 997 

PURCHASE  AND  ASSUMPTION TRANSACTION (P&A) 46  998 

A resolution method in which a healthy deposit - taking institution or a group of 999 

investors assume s some or all of the obligations  and purchase s some or all of the 1000 

assets of the failed deposit - taking institution.  1001 

 1002 

P&A  WITH ASSET POOLS
47  1003 

A P&A can also be offered with asset pools, with the loans from the failed 1004 

institutionôs portfolio divided into separate pools of like loans, such as loans within 1005 

the same geographic location or with the same payment terms. The pools can also 1006 

be divided into performing and non -performing loans. The pools can be marketed 1007 

separately from the deposit base of the failed institution. Bidders are thus able to 1008 

bid on the parts of a failed institutionôs business that fit best with their own 1009 

business model.  1010 

 1011 

 1012 

                                                      
42  Adapted from the IADI Glossary of Terms for EXCO Approval , June 15, 2015.  
43  Adapted from World Bank, Simple Tools to Assist in the Resolution of Troubles Banks , Claire L. McGuire, p . 7, 
http://siteresources.worldbank.org/EXTFINANCIALSECTOR/Resources/Bank_Resolution_Toolkit.pdf . 
44  Federal Deposit Insurance Corporation, Resolution Handbook , Revised December 23, 2014, p . 35.  
45  See Avdjiev et al. (2013) at http://www.bis.org/publ/qtrpdf/r_qt1309f.pdf , p.1.  
46  Adapted from the IADI Glossary of Terms for EXCO Approval , 15 June 2015.  
47  World Bank. Simple Tools to Assist in the Resolution of Troubles Banks , Claire L. McGuire, p . 8, 
http://siteresources.worldbank.org/EXTFINANCIALSECTOR /Resources/Bank_Resolution_Toolkit.pdf . 

http://siteresources.worldbank.org/EXTFINANCIALSECTOR/Resources/Bank_Resolution_Toolkit.pdf
http://www.bis.org/publ/qtrpdf/r_qt1309f.pdf
http://siteresources.worldbank.org/EXTFINANCIALSECTOR/Resources/Bank_Resolution_Toolkit.pdf
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PURCHASE - AND - ASSUMPTION TRANSACTION (P&A)  WITH ñPUTò OPTION
48  1013 

To create a greater incentive for acquirers  to bid on a failed institutionôs assets, the 1014 

resolution authority can provide a ñputò option on some of the transferred assets. 1015 

This would allow the acquirer to have a certain period of time, such as 60 or 90 1016 

days, to transfer back to the resolution autho rity any assets which it does not want 1017 

to keep.  1018 

 1019 

W HOLE BANK PURCHASE - AND - ASSUMPTION TRANSACTION (P&A) 49  1020 

The whole bank P& A structure emerged as the result of an effort to persuade 1021 

acquirers of failed institutions to purchase the maximum amount of a failed 1022 

institutionôs assets. Bidders are asked to bid on all assets of the failed institution on 1023 

an ñas isò discounted basis (with no guarantees).  1024 

  1025 

                                                      
48  Adapted from World Bank, Simple Tools to Assist in the Resolution of Troubled Banks , Claire L. McGuire, p p.  7ï8, 
http://siteresources.worldbank.org/EXTFINANCIALSECTOR/Resources/Bank_Resolution_Toolkit.pdf . 
49  Federal Deposit Insurance Corporation. Resolution Handbook , revised 23 December 2014, p . 17, 
https://www.fdic.gov/about/freedom/drr_handbook.pdf . 

http://siteresources.worldbank.org/EXTFINANCIALSECTOR/Resources/Bank_Resolution_Toolkit.pdf
https://www.fdic.gov/about/freedom/drr_handbook.pdf
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 1026 

  1027 
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10.  ANNEX 1  -  SURVEY QUESTIONNAIRE  1028 

 1029 

         July 2015  1030 

 1031 

IADI Research and Guidance Committee  1032 

Survey of Resolution Issues for Financial Cooperatives  1033 

 1034 

NOTICE  1035 

 1036 

In this survey, ñf inancial cooperativesò refer to deposit- taking institutions such 1037 
as credit unions, mutuals, cooperative banks, etc.   1038 
 1039 
Please refer to Draft 3, Section 9 for some definitions .  1040 
 1041 

 1042 

 1043 

CONTACT  1044 

 1045 

1.  Contact person for entries in the Survey of Resolution Issues for Financial 1046 
Cooperatives.  1047 
 1048 

Name of Deposit Insurance Organi sation (DIO) or Resolution Authority (RA):  1049 
Name of contact person :  1050 
E-mail:  1051 
Phone:  1052 

 1053 

PART 1:  SCOPE OF COVERAGE  1054 

 1055 

2.  What types of financial institutions are members of your DIO or RA?  1056 

a.  Commercial banks  1057 
b.  Credit unions  1058 
c.  Mutuals  1059 
d.  Cooperative banks  1060 
e.  Other types of financial cooperatives , p lease explain   1061 
f.  Insurance companies  1062 
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g.  Investment banks  1063 
h.  Islamic banks  1064 
i.  Microfinance institutions  1065 
j.  Rural banks/Community banks  1066 
k.  Savings banks  1067 
l.  Securities companies/Brokers  1068 
m.  Other, please explain  1069 

 1070 
3.  In y our jurisdiction, are there deposit - taking institutions that may be treated in a 1071 

different way than banks in terms of resolution? If so, which one(s) of the following?  1072 
 1073 

a.  Credit unions  1074 
b.  Mutuals  1075 
c.  Cooperative banks  1076 
d.  Other types of financial cooperatives  1077 
e.  Investmen t banks  1078 
f.  Islamic banks  1079 
g.  Microfinance institutions  1080 
h.  Rural banks/Community banks  1081 
i.  Savings banks  1082 
j.  Securities companies/Brokers  1083 
k.  Other  1084 

 1085 
4.  How many financial cooperatives are members of your DIO or RA? If none, you have 1086 

completed the survey. Please submit it.  1087 
 1088 

5.  Is there  a legal definition of the term ñfinancial cooperativesò in your jurisdiction? 1089 
 1090 

a.  Yes 1091 
b.  No 1092 

 1093 
6.  In your DIO, is the coverage limit the same for f inancial cooperatives and banks?  1094 

  1095 
a.  Yes 1096 
b.  No 1097 

 1098 
7.  In your DIO, are the types of eligible deposits the same for financial coope ratives 1099 

and banks?  1100 
 1101 

a.  Yes 1102 
b.  No 1103 

 1104 
8.  What is the total amount of covered or insured deposits of the f inancial cooperatives 1105 

that are members of your DIO or RA, as of 31 December 2014 (in USD)?  1106 

9.  What is the total amount of assets held by the f inancial cooperatives that are 1107 

members of your DIO or RA, as of 31 December 2014 (in USD)?  1108 

10.  What is the percentage of assets held by the f inancial cooperatives that are members 1109 

of your DIO or RA in relation to the banking sectorôs assets, as of 31 December 2014 1110 

(in USD)?   1111 

 1112 
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PART 2:  FINANCIAL COOPERATIVES ô CHARACTERISTICS  1113 
 1114 

11.  In your jurisdiction, do f inancial cooperatives have a particular ownership structure 1115 
(e.g. one member one vote)? Please explain.   1116 
 1117 

12.  In your jurisdiction, how are financial cooperatives able to access  capital?  1118 
 1119 

a.  Internal capital, please specify type of capital.  1120 
b.  External capital, please specify type of capital.  1121 
c.  Mix of internal and external capital. If so, please specify if there are limits for 1122 

one or the other.  1123 
 1124 

13.  To what extent do depositors participate i n the decision -making process of financial 1125 
cooperatives in your jurisdiction?  1126 
 1127 

14.  In your jurisdiction, do f inancial cooperatives have a link to a specific region, 1128 
community or group? Please explain.  1129 

 1130 
15.  Could you describe the roles of central/umbrella organi sation(s) of financial 1131 

cooperatives and the mechanism they provide?  1132 
 1133 

16.  How many financial cooperatives are large enough for their failure to affect the 1134 

financial stability of your jurisdiction?  1135 

17.  In your view, are there other key characteristics of the financial cooperatives in your 1136 
jurisdiction (organi sation, supervision, competitiveness, risk profile, limit of business, 1137 
etc.)? Please explain.  1138 
 1139 

PART 3:  FINANCIAL COOPERATIVES ô RESOLUTION ï LEGAL FRAMEWORK  1140 

 1141 

18.  Does/ Do the legislation/regulations in your juri sdiction include a legal framework for 1142 
the resolution of financial cooperatives?  1143 
 1144 

a.  Yes 1145 
b.  No 1146 
c.  The legal framework is being implemented  1147 

 1148 
19.  What are, if any, the statutory mandates or written policy objectives in the recovery 1149 

process following a financial cooperati ve failure?  1150 
 1151 

a.  None  1152 
b.  Maximi se recovery value  1153 
c.  Minimi se period for recovery  1154 
d.  Minimi se liquidation costs and expenses  1155 
e.  Comply with the legal timeframe for bank liquidation  1156 
f.  Follow sound banking and commercial practices  1157 
g.  Follow a least -cost  rule (the least cost to the DIO or RA)  1158 
h.  Market or economic stabili sation  1159 
i.  Other  1160 

 1161 
 1162 

 1163 
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20.  As part of the resolution process for f inancial cooperatives, does your jurisdictionôs 1164 
regulatory or legal framework allow for demutuali sation?  1165 
 1166 

a.  Yes 1167 
b.  No 1168 

 1169 
21.   Does the regulatory/legal framework in your j urisdiction include early intervention 1170 

measures specific to (or adapted from banks for) financial cooperatives?  1171 
 1172 

a.  Yes 1173 
b.  No 1174 

 1175 
22.  What is the agency/organi sation which orders the resolution of financial cooperatives 1176 

in your jurisdiction?  1177 
 1178 

 1179 

PART 4:  FINANCIAL COOPERATIVES ô RESOLUTION ï CHALLENGES  1180 

 1181 
23.  What are, in your view, the primary resolution challenges for financial cooperatives?  1182 

 1183 
24.  Among the resolution challenges that you have highlighted in question 23, which are 1184 

more relevant for financial cooperatives that are small or large in relation to the 1185 
financial cooperatives  sector as a whole ? 1186 

 1187 
Small financial cooperatives:  1188 
 1189 
Large financial cooperatives:  1190 

 1191 

Note that, if there are some resolution challenges highlighted in question 23 that are 1192 
not clas sified in question 24, we will conclude that there are no distinctions in terms 1193 
of relevance for small or large financial cooperatives.  1194 

 1195 
25.  In your jurisdiction, are there legal barriers that could affect the resolution of 1196 

financial cooperatives? Please explain.  1197 
 1198 

26.  In your jurisdiction, are there fiscal incentives in the context of financial cooperatives 1199 
resolution? Please explain.  1200 
 1201 
 1202 

PART 5:  FUNDING  1203 

 1204 

27.  What are the available mechanisms for resolution funding of financial cooperatives  in 1205 
your jurisdiction ? 1206 
 1207 

a.  Resolution fund  1208 
b.  Deposit insurance fund  1209 
c.  Mix of resolution and deposit insurance fund  1210 
d.  Other  1211 

 1212 
28.  How much of your DIOôs or RAôs fund is dedicated to financial cooperatives, as of 1213 

31  December 2014 (in USD)?  1214 
 1215 
 1216 
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29.  Is there a target level for the deposit insurance and/or resolution fund(s) destined 1217 
for f inancial cooperatives established in your jurisdiction?  1218 
 1219 

a.  Yes, for the deposit insurance fund  1220 
b.  Yes, for the resolution fund  1221 
c.  Yes, for both (deposit insurance and resolution fund(s))  1222 
d.  No 1223 

 1224 
30.  Are contributions for the deposit insurance and/or resolution fund(s) for financial 1225 

cooperatives risk -based?  1226 
 1227 

a.  Yes, for the deposit insurance fund  1228 
b.  Yes, for the resolution fund  1229 
c.  Yes, for both (deposit insurance and resolution fund(s))  1230 
d.  No 1231 

 1232 
31.  How are contributions for the deposit insurance and/or resolution fund(s) for 1233 

financial cooperatives collected?  1234 
 1235 

a.  Ex ante  for the deposit insurance fund  1236 
b.  Ex ante  for the resolution fund  1237 
c.  Ex ante  for both (deposit insurance and resolution fund(s))  1238 
d.  Ex post  for the deposit insurance fund  1239 
e.  Ex post for the resolution fund  1240 
f.  Ex post for both (deposit insurance and resolution fund(s))  1241 

 1242 
32.  What are, in your view, the primary challenges for resolution funding of financial 1243 

cooperatives?  1244 
 1245 

 1246 

 PART 6:  ñBANKING ò RESOLUTION TOOLS ï OPPORTUNITIES AND CHALLENGES  1247 

 1248 
33.  What resolution tools are available for the resolution of financial cooperatives in your 1249 

jurisdiction?  1250 
 1251 
Non -viability contingent capital (NVCC) or convertible bonds  1252 

a.  Yes, but there are no d ifferences in the application between banks and 1253 
financial cooperatives. Please answer question 34.  1254 

b.  Yes, but there are differences in the application between banks and financial 1255 
cooperatives. Please answer question 34.  1256 

c.  No 1257 
 1258 

Bail - in  1259 
a.  Yes, but there are no diff erences in the application between banks and 1260 

financial cooperatives. Please answer questions 35 and 36.  1261 
b.  Yes, but there are differences in the application between banks and financial 1262 

cooperatives. Please answer questions 35 and 36.  1263 
c.  No 1264 

 1265 
Bridge institution ( bridge bank)  1266 

a.  Yes, but there are no differences in the application between banks and 1267 
financial cooperatives. Please answer questions 37 and 38.  1268 

b.  Yes, but there are differences in the application between banks and financial 1269 
cooperatives. Please answer question s 37 and 38.  1270 

c.  No 1271 
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 1272 
 Goodco/badco model  1273 

a.  Yes, but there are no differences in the application between banks and 1274 
financial cooperatives. Please answer question 39.  1275 

b.  Yes, but there are differences in the application between banks and financial 1276 
cooperatives. Pleas e answer question 39.  1277 

c.  No 1278 
 1279 
Purchase  and  assumption (P&A transactions)  1280 

a.  Yes, but there are no differences in the application between banks and 1281 
financial cooperatives. Please answer questions 40 through 44.  1282 

b.  Yes, but there are differences in the application bet ween banks and financial 1283 
cooperatives. Please answer questions 40 through 44.  1284 

c.  No 1285 
 1286 
Restructuring without shareholders ô (members ô) approval  1287 

a.  Yes, but there are no differences in the application between banks and 1288 
financial cooperatives. Please answer question 45.  1289 

b.  Yes, but there are differences in the application between banks and financial 1290 
cooperatives. Please answer question 45.  1291 

c.  No 1292 
 1293 
Recapitali sation  1294 

a.  Yes, but there are no differences in the application between banks and 1295 
financial cooperatives. Please answer question 46.  1296 

b.  Yes, but there are differences in the application between banks and financial 1297 
cooperatives. Please answer question 46.  1298 

c.  No 1299 
 1300 
Divestitures  1301 

a.  Yes, but there are no differences in the application between banks and 1302 
financial cooperatives. Please answe r question 47.  1303 

b.  Yes, but there are differences in the application between banks and financial 1304 
cooperatives. Please answer question 47.  1305 

c.  No 1306 
 1307 
Liquidation  1308 

a.  Yes, but there are no differences in the application between banks and 1309 
financial cooperatives. Please answ er question 48.  1310 

b.  Yes, but there are differences in the application between banks and financial 1311 
cooperatives. Please answer question 48.  1312 

c.  No 1313 
 1314 
Other resolution tools  1315 

a.  Yes, but there are no differences in the application between banks and 1316 
financial cooperatives.  Please answer question 49.  1317 

b.  Yes, but there are differences in the application between banks and financial 1318 
cooperatives. Please answer question 49.  1319 

c.  No 1320 
 1321 
 1322 
 1323 
 1324 
 1325 
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34.  What are, in your view, the primary opportunities and challenges of NVCC or 1326 
convertible bonds as a tool for the resolution of financial cooperatives?  1327 
 1328 

Opportunities:  1329 
 1330 

Challenges:  1331 
 1332 

35.  What are, in your view, the primary opportunities and challenges of bail - in as a tool 1333 

for the resolution of financial cooperatives?  1334 

Opportunities:  1335 
 1336 
Challenges:  1337 
 1338 

36.  How is bail -in structured in your jurisdictionôs legal framework for the resolution of 1339 
financial cooperatives?  1340 

 1341 
a.  Write -down and conversion of eligible liabilities into shar e capital to restore 1342 

the capital of the financial cooperative in resolution, in order to continue as a 1343 
going concern.  1344 

b.  Write -down and conversion of eligible liabilities into new type of capital units 1345 
(specific to financial cooperatives) to restore the capit al of the financial 1346 
cooperative in resolution, in order to continue as a going concern.  1347 

c.  Write -down of eligible liabilities followed by a write -up when the condition of 1348 
the financial cooperative stabili ses.  1349 

d.  Other  1350 
 1351 

37.  What are, in your view, the primary opportunities and challenges of a bridge 1352 

institution ( bridge bank) as a tool for the resolution of financial cooperatives?  1353 

Opportunities:  1354 
 1355 
Challenges:  1356 

 1357 
38.  How is the bridge institution ( bridge bank) option structured in your jurisdictionôs 1358 

legal framework for financial cooperatives specifically?  1359 
a.  ñBridgeò to a banking entity  1360 
b.  ñBridgeò to another financial cooperative  1361 
c.  ñBridgeò to a savings and loan company 1362 
d.  ñBridgeò to a trust company  1363 
e.  ñBridgeò to an asset management vehicle  1364 
f.  ñBridgeò to a newly established entity  1365 
g.  Other  1366 

 1367 
 1368 

39.  What are, in your view, the primary opportunities and challenges of a goodco/badco 1369 

model as a tool for the resolution of financial cooperatives?  1370 

Opportunities:  1371 
 1372 
Challenges:  1373 

 1374 
 1375 
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40.  What are, in your view, the primary opportunities and challenges of P&A transactions 1376 

as a tool for the resolution of financial cooperatives?  1377 

Opportunities:  1378 
 1379 
Challenges:  1380 
 1381 

41.  How are P&A transactions structured in your jurisdictionôs legal framework? 1382 
a.  P&A transactions with a banking entity  1383 
b.  P&A transactions with another financial cooperative  1384 
c.  P&A transactions with a savings and loan company  1385 
d.  P&A transactions with a trust company  1386 
e.  P&A transactions with an asset management vehicle  1387 
f.  P&A transactions with a new ly  established entity  1388 
g.  Other  1389 

 1390 
42.  What types of P&A transactions are mostly used in your jurisdiction?  1391 

a.  Basic P&A  1392 
b.  Whole bank P&A  1393 
c.  Loan purchase P&A/modified P&A  1394 
d.  P&A with ñputò option 1395 
e.  P&A with asset pools  1396 
f.  Loss share P&A  1397 

 1398 
43.  What are, if any, the formal requirements which a potential acquirer of a financial 1399 

cooperative has to fulfil  in P&A transactions ? 1400 
 1401 

44.  What are the incentives in P&A transactions for a potential acquirer of a financial 1402 
cooperative?  1403 

a.  Subsidies  1404 
b.  Loss sharing agre ements  1405 
c.  Business expansion  1406 
d.  Business diversification  1407 
e.  Other  1408 

 1409 
45.  What are, in your view, the primary opportunities and challenges of using 1410 

restructuring without shareholders ô (members ô) approval as a tool for the resolution 1411 
of financial cooperatives?  1412 
 1413 

Opportunities:  1414 
 1415 
Challenges:  1416 

 1417 
46.  What are, in your view, the primary opportunities and challenges for the 1418 

recapitali sation of financial cooperatives in resolution?  1419 
 1420 

Opportunities:  1421 
 1422 
Challenges:  1423 

 1424 
 1425 
 1426 
 1427 
 1428 
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47.  What are, in your view, the primary opportunities and challenges of divestitures as a 1429 
tool for the resolution of financial cooperatives?  1430 
 1431 

Opportunities:  1432 
 1433 
Challenges:  1434 
 1435 

48.  What are, in your view, the primary opportunities and challenges in the liquidation of 1436 
financial cooperatives in resolution?  1437 
 1438 

Opportunities:  1439 
 1440 
Challenges:  1441 
 1442 

49.  Are there other resolution tools that are available for financial cooperatives 1443 
specifically and what are, in your view, their primary opportunities and challenges?  1444 

 1445 
Other resolution tools (please explain what they consist of):  1446 
 1447 
Opportunities:  1448 
 1449 
Challenges:  1450 
 1451 

 1452 

I MPORTANT  1453 

 1454 

D ISCLOSURE OF INFORMA TION  1455 

If there is any information that you do not permit  to be publicity shared, please specify 1456 
in the text box below which answers should not be disclosed . 1457 
 1458 

COMMENTS AND SUGGESTI ONS  1459 
 1460 
Please leave your comments and suggestions about this on line survey in the text box 1461 
below. This will help us improve the tool in the future.  1462 

 1463 

1464 
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11.  ANNEX 2  -  CASE STUDIES
50

  1465 

In these case studies,  ñf inancial cooperativesò refers to deposit - taking institutions 1466 

such as credit unions, mutuals, cooperative banks, etc .   1467 

 1468 

These case studies aim to provide a detailed account of:  1469 

 1470 

Å  Resolution experience of a DIO/RA ( Template A )  1471 

V Chinese Taipei  1472 

V Colombia  1473 

V Japan  1474 

V Poland  1475 

V Saskatchewan, Canada  1476 

V the UK51 1477 

 1478 

Å  Detailed explanation of how a DIO/RA has implemented a resolution 1479 

framework for f inancial cooperatives ( Template B )  1480 

V British Columbia, Canada  1481 

V India  1482 

V Manitoba, Canada  1483 

V Quebec, Canada  1484 

V Ukraine  1485 

  1486 

                                                      
50 The number of case studies (12) in this annex differs from the number of case studies received (17-as showed in 
Table 1), due to the fact that some jurisdictions did not provide a confirmation for the publication.  
51 The UK submitted two case studies. 
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 1487 

 August 2015  1488 

 1489 

IADI Research and Guidance Committee  1490 

Case Study of Resolution Issues for Financial Cooperatives  1491 

 1492 
CONTACT  1493 

 1494 
Name of Deposit Insurance Organi sation (DIO) or Resolution Authority (RA): 1495 
Central Deposit Insurance Corporation, Taiwan  1496 
 1497 

TEMPLATE A 1498 

  1499 

1.  BACKGROUND INFORMATION AND DESC RIPTION OF THE FINAN CIAL COOPERATIVE  1500 

 1501 

The financial cooperative was established in 1957, with its head office and branches 1502 

all located in southern Taiwan. The cooperative joined the deposit insurance system 1503 

in 1996.  1504 

 1505 

At the end of 2003 , the cooperative had the head office and seven branches, 147 1506 

employees, 45,091 members, TWD 503 million in capital, assets total ling 1507 

TWD 17,996 million, and liabilities total ling T WD 17,995 million, of which deposits 1508 

accounted for T WD 17,252 million .52   1509 

 1510 

The cooperative ôs main focus was on deposits, loans and agency business . 1511 

 1512 

2.   I SSUES ,  CAUSES AND TRIGGER EVENT  1513 

At an early stage, t he cooperative had adopted a strategy of making large loans to 1514 

related parties , resulting in an excessive concentration of risk. Many of these loans 1515 

were made in 1993. Borrowers faced liquidity problems when the real estate 1516 

market failed to rise as expected, leading to mounting overdue loans from 1996. 1517 

Much of the collateral for these loans consisted of large construction and 1518 

agricultural land holdings that were hard to subdivide. The high auction price posed 1519 

a steep barrier to general public participation in the tenders. Difficulties in getting 1520 

the court to recall creditor sô rights further increased asset impairments and 1521 

                                                      
52  Exchange rate as of 31 December 2003, USD 1= T WD 33.978 . 
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unten able business risks. The non -performing loan (NPL) ratio also rose steadily, 1522 

capital was severely impaired , and collection was weak. The cooperative decided to 1523 

passively wait for the real estate market to recover, leading to business losses year 1524 

after year .  1525 

 1526 

As for operations, financial examinations showed that the cooperative had violated 1527 

a number of operational restrictions imposed by the competent authority. Abnormal 1528 

financial dealings were found among directors, supervisors, employees and 1529 

borrowers; late loan interest payments were not recorded as overdue receivables, 1530 

but rather booked as interest receivable, inflating earnings. Valuation reserves were 1531 

insufficient to cover potential asset impairments, and the cooperative's adjusted net 1532 

worth was nega tive, among many other deficiencies.  1533 

 1534 

3.   CONTINGENCY PLANS (E XISTENCE ,  TESTING AND LESSONS LEARNED )  1535 

In view of the continued deterioration of the cooperative ôs financial and business 1536 

conditions, the competent authority designated the Central Deposit Insur ance 1537 

Corporation (CDIC) in November 2002 to provide on -site guidance to prevent losses 1538 

from growing. Additionally, the Management Committee of the Financial 1539 

Restructuring Fund (FRF, a public fund to handle the domestic financial crisis) 1540 

resolved in Februar y 2003 to list the cooperative for resolution and decided that, if 1541 

three months of guidance at the cooperative still failed to produce results, the FRF 1542 

Committee would wait for an opportunity to begin the resolution process.  1543 

 1544 

Despite more than a year of guidance, the cooperative ôs asset quality continued to 1545 

deteriorate. Many of the improvements suggested by the CDIC were not 1546 

implemented and many of the cooperative ôs operations continued to violate 1547 

restrictions. A financial examination conducted at the end  of March 2004 showed 1548 

that the cooperative had an adjusted negative net worth of T WD 1.91 billion. The 1549 

cooperative also failed to complete a capital increase. In view of the significant 1550 

deterioration in the cooperative ôs financial and business conditions, its inability to 1551 

pay its debts, and the danger of harm to the rights and interests of depositors, on 1552 

1 April 2004 the competent authority assigned the CDIC to form a team to handle 1553 

on-site conservatorship and market withdrawal.  1554 

 1555 

4.  I MPLEMENTATION METHOD O F THE RESOLUTION (T OOLS USED ,  FUNDING ,  ETC.)  1556 

Following the example of other successful market withdrawal and resolution cases, 1557 

the CDIC received approval from the competent authority to appoint a certified 1558 

public accountant to conduct an asset and liabilit y assessment and auction the 1559 

cooperative ôs entire operations , assets and liabilities by public tender. This decision 1560 

was made in consideration of the time and cost of the resolution, as well as with 1561 

the aim of restoring financial order, ensur ing  the rights  and interests of depositors, 1562 

and maintain ing  uninterrupted financial services . 1563 

 1564 

The results of the tender were announced on 5 July 2004. Seven banks had 1565 

participated in the tender. The winning bid of T WD 1.1 billion plus a booked loss of 1566 

TWD 8.5 million during the period from the day after the assessment to the day 1567 

before the assumption totalled TWD 1,108 .5 million . Compared to the negative net 1568 
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book value of T WD 1,875  million , this left a T WD 766.5 million payout shortfall, 1569 

which was fully bor ne by the FRF.  1570 

 1571 

5.  DIO ôS OR RAôS OPERATIONAL CHALLENGES RELATED TO THE RESOLUTION  1572 

Bank run and liquidity management: During the conservatorship period, some of 1573 

the cooperative ôs branches experienced bank runs and liquidity shortages. The 1574 

CDIC sent staff to  help quell the bank runs and also provided assistance in 1575 

acquiring working capital to maintain uninterrupted financial services.  1576 

 1577 

Reduction of resolution time: The poor asset quality and ongoing business losses at 1578 

the cooperative required accelerated resolution to prevent losses from increasing . 1579 

After commencing on -site conservatorship on 1 April 2004, the CDIC therefore 1580 

immediately began arranging the tender sale. The general assignment was 1581 

completed exactly six months later on 1 October of the same year, brin ging the 1582 

resolution to a quick and smooth end.  1583 

 1584 

Preventing moral hazard: Moral hazard controls needed to be strengthened to 1585 

prevent fraud during the conservatorship period, particularly the controls on highly 1586 

liquid assets. In operations with sizable losses, it was also necessary to investigate 1587 

possible illegal acts and promptly seek legal redress. However, such operations 1588 

requi red the collaboration  of cooperative staff and involved conflicts of interest, 1589 

complicating the investigation work.  1590 

 1591 

Creating merger and acquisition  incentives: The cooperative was less attractive to 1592 

investors due to its poor asset quality and the remoten ess of its head office and 1593 

branches. The CDIC therefore secured permission from the competent authority to 1594 

allow the assuming institution to add 10 branches, six of which could be freely 1595 

relocated. This created channel value and helped to attract potential  investors, 1596 

enabling an effective competitive bid and reducing payout losses.  1597 

 1598 

Planning employee rights: To increase employee cooperation, the CDIC actively 1599 

communicated with the assuming institution to secure the latter ôs agreement to 1600 

retain 80% of the cooperative ôs staff: a relatively  high ratio among resolution cases 1601 

handled by the CDIC. Moreover, the assuming institution proposed additional 1602 

incentives, including the payment of one or two month sô basic salary as a bonus for 1603 

employees, whether retained or not, who cooperated in completing the settlement 1604 

work as planned. An additional month ôs basic salary was provided to employees 1605 

who cooperated in completing the settlement operations without applying for job -1606 

seeking leave.   1607 

 1608 

Handling resistance by managers and members: During the settlement process, 1609 

there were sporadic instances of irrational behavio ur by directors as well as protests 1610 

over member ôs capital stock. The CDIC used moderate  means to handle  these 1611 

disputes, minimi se resistance, and successfully complete the settlement.  1612 

 1613 
 1614 
 1615 
 1616 
 1617 
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6.  CRISIS COMMUNICATION I SSUES SPECIFIC TO THE FINANCIAL COOPERATIVE  1618 

Handling announcements: The competent authority, the CDIC and the cooperative 1619 

are required by law to issue announcements duri ng the conservatorship, tender 1620 

sale and general assignment.  1621 

 1622 

Helping to quell bank runs: The CDIC sent staff to the business locations of the 1623 

cooperative to assist with quelling bank runs and inform depositors of the 1624 

protection of their rights.  1625 

 1626 

Supporti ng policing: The CDIC coordinated with police units to  strengthen patrols or 1627 

sen t  staff to assist policing work , to protect people making withdrawals from 1628 

robbery.  1629 

 1630 

Remittance application time and coordinated settlement: Through coordination with 1631 

domestic  remittance units and the central bank, arrangements were made to allow 1632 

the extension of remittance times through emergency requests as needed. 1633 

Applications were made in conjunction with the assuming institution at the time of 1634 

settlement to carry forward t he cooperative accounts and handle other matters.  1635 

 1636 

Information sharing and communication: During the conservatorship period, 1637 

information related to the cooperative was promptly reported to the CDIC by its 1638 

conservatorship team , and sent separately to the c ompetent authority and central 1639 

bank.  1640 

 1641 

Communication with the competent authorities: The CDIC applied to provide 1642 

administrative incentives , in order  to increase the value of the cooperative and 1643 

attract bids from potential investors. It also actively contacted potential investors to 1644 

explain the content of the tender to achieve an effective competitive bid.  1645 

 1646 

Communication with employees and the assuming institution: Pre ferential pensions 1647 

were secured through labo ur negotiations for cooperative employees according to 1648 

existing laws and regulations. The CDIC also actively communicated with the 1649 

assuming institution , and requested it to increase staff retention in order to pr otect 1650 

the employment rights of employees.  1651 

 1652 

Communication with members and legislators: The CDIC actively explained the 1653 

cooperative ôs operating conditions and coverage under the FRF.  1654 

 1655 

7.  EXIT STRATEGY (S ITUATION AFTER THE E ND OF THE RESOLUTION  PROCESS )  1656 

Resolution of the cooperative involved the general assignment of the entire 1657 

operations , assets and liabilities. There were no retained assets. All employees were 1658 

dismissed on the date of general assignment and subsequently rehired by the 1659 

assuming instituti on. The transfer of the cooperative ôs real estate and related rights 1660 

was registered by the assuming institution and sealed by the CDIC according to the 1661 

Financial Institutions Merger Act  and other relevant provisions.  1662 

 1663 
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The shares of the cooperative members were not covered by the FRF or assumed 1664 

by the assuming institution. Consequently, after the general assignment of the 1665 

cooperative, some aldermen led the cooperative ôs members in seeking repayment 1666 

of the shares . The legislature, considering that the cooperative was formed by 1667 

relatively disadvantaged members, revised the Financial Restructuring Fund Statute 1668 

to protect the disadvantaged. The revised statute stipulated that the FRF would 1669 

provide compensation for th e shares of the cooperative. After the amendment, the 1670 

CDIC was entrusted to handle the payouts for the  shares .  1671 

 1672 

8.  LESSONS LEARNED  1673 

The competent authority should strictly implement prompt corrective actions  and 1674 

allow the CDIC to prepare the resolution in advance, accelerate the resolution 1675 

process , reduce payout losses, and restore financial order.  1676 

 1677 

The law should specify that, when a financial institution comes under 1678 

conservatorship or is liquidated by order of the competent authority, the 1679 

management righ ts and property management and disposition rights of the 1680 

financial institution shall be exercised by the conservator  or receiver , and the 1681 

original functions and powers of the shareholders ( and the general meeting of 1682 

member representatives), board of direct ors ( and supervisors), directors, 1683 

supervisor s (and  board of supervisors) or audit committee shall be suspended , as 1684 

well as the original members ô or shareholders ô distribution rights over the remain ing  1685 

property, in order  to reduce impediments to resolution.   1686 

 1687 

Procedures for handling market withdrawal should be legal and transparent to 1688 

reduce external suspicion. For example, professional agencies should be appointed 1689 

to handle valuations and public tenders.  1690 

 1691 

Employee awareness of laws and regulations related to the market withdrawal of a 1692 

financial institution at the orders of the competent authority , together with deposit 1693 

insurance matters , should be strengthened and the statutory pension rights of 1694 

employees should be included in the resolution strategy plan to reduce obstacles to 1695 

resolution.  1696 

 1697 

The resolution strategy should align with market demand. Merger and acquisition 1698 

incentives should be designed with the prior approval of the  competent authority , to 1699 

improve the effectiveness of the tender.  1700 

1701 
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  1702 
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 1703 

 1704 

          August 2015  1705 

 1706 

IADI Research and Guidance Committee  1707 

Case Study of Resolution Issues for Financial Cooperatives  1708 

 1709 
CONTACT  1710 
 1711 

Name of Deposit Insurance Organi sation (DIO) or Resolution Authority (RA): 1712 
Fondo de Garant ías  de Entidades Cooperativas (FOGACOOP), Colombia  1713 

 1714 

 1715 

TEMPLATE A 1716 

  1717 
 1718 

1.  BACKGROUND INFORMATIO N AND DESCRIPTION OF  THE FINANCIAL 1719 

COOPERATIVE  1720 

 1721 

FOGACOOP  1722 

 1723 

Fogacoop  was created in 1998 by the Colombian government as a financial 1724 

institution under the Ministry of Finance. The fulfil ment  of its duties is subject to the 1725 

supervision and control of the Banking Superintendent.  1726 

 1727 

The purpose of the Fund is to maintain the con fidence of depositors and savers in 1728 

its enrolled cooperative entities, preserving balance and economic equity , and 1729 

preventing associates and managers from deriving undue economic benefit that 1730 

may cause liability to cooperatives. In addition , Fogacoop act s as a manager of the 1731 

reserves generated by deposit insurance , as well as other funds and reserves to be 1732 

established in order to address the various risks associated with cooperative sô 1733 

financial activity.  1734 

 1735 

Among the functions assigned to Fogacoop is the adm inistration of the deposit 1736 

insurance system. This should operate based on the following rules:  1737 

 1738 
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1.  Coverage must take into account the size an distribution of deposits from 1739 

cooperative entities , in order to primarily serve small depositors and savers.  1740 

  1741 

2.  Cover age may differ depending on the type of cooperative.  1742 

 1743 

3.  It must comply with the principles of austerity and efficiency in risk - taking . 1744 

 1745 

4.  In the event that Fogacoop has to pay out deposit insurance, it shall be 1746 

subrogated by law in all sums paid to depositors  and savers.  1747 

 1748 

It is important to point out that F ogacoop is not only responsible for the 1749 

reimbursement of insured deposits ;  it can also perform the following operations in 1750 

order to protect depositors:  1751 

 1752 

ü Purchase the obligations of the enrolled cooperatives.  1753 

 1754 

ü When necessary, Fogacoop may temporarily participate in the equity of 1755 

enrolled cooperatives.   1756 

 1757 

ü Appoint the liquidator, special agent or temporary administrator of the 1758 

respective entity, as well as the comptroller and auditor.  1759 

 1760 

ü Monitor the activities of the appointed liquidator, special agent or temporary 1761 

administrator . 1762 

 1763 

ü Develop support operations: buy easily reali sable  assets.  1764 

 1765 

ü Organi se and manage trust property transferred assets.  1766 

 1767 

ü Establish mechanisms for temporary administration of e nrolled cooperatives , 1768 

in order to determine the viability of the entities and attempt to restore their 1769 

financial solvency.  1770 

 1771 

Moreover , when Fogacoop intervenes in a cooperative, its role, in addition to 1772 

appointing the special agent, is to analy se the situat ion of the cooperative and 1773 

determine its viability , in order to support the supervisory bodyôs decision on the 1774 

future of the cooperative, which could be a takeover , a return to normal operation 1775 

or liquidation .  1776 

 1777 

However , although the enrol ment  of cooperatives in Fogacoop is mandatory, it is 1778 

not automatic. F ogacoop  has the power to accept or deny the membership of a 1779 

cooperative , based on the results of a feasibility study performed as part of the 1780 

enrol ment process. F ogacoop  also periodically eva luates the financial situation of 1781 

cooperative members , through monitoring, measur ement of financial indicators and 1782 

risk  assessment s. Fogacoop has the power to sign performance agreements with its 1783 

cooperative members when it identifies difficulties in their  financial situation , in 1784 

order to minimi se the risk of default. If any concern s arise about the situation of 1785 

the cooperative that should be brought to the attention of the supervisory body, 1786 

Fogacoop immediately report s the situation to that institution.  1787 

 1788 
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Fogacoop ôs methodology for studying the viability and financial situation of a 1789 

cooperative is, in general terms, based on the traditional MAT and CAMEL models. 1790 

If the cooperative ôs membership is approved, it may be required to sign a 1791 

performance agreement, depending on the results of its evaluation. If the 1792 

cooperative ôs situation improves over time , eliminating the main identified 1793 

problems, Fogacoop has the power to terminate the agreement. By contrast , if the 1794 

cooperative is not subject  to a performance agre ement at the moment of its 1795 

membership approval and its financial situation deteriorates, the cooperative must 1796 

subsequently sign such an agreement.  1797 

 1798 

COLOMBIAôS FINANCIAL COOPERATIVE SECTOR  1799 

 1800 

In Colombia , ñcooperatives with financial activitiesò are jointly owned associations 1801 

that offer financial services. Joint ownership is on the basis of required minimum 1802 

equity contributions. Once individual have paid  in their equity contribution , they are 1803 

referred to as ñassociatesò or ñmembersò. 1804 

 1805 

The main characteristic that distinguishes the types of cooperatives in Colombia is 1806 

the ability to offer financial services to non -members. Those that are allowed to are 1807 

called ñcooperativas financierasò (financial cooperatives) , while the others are called 1808 

ñcooperativas de ahorr o y cr éditoò (saving and credit cooperatives).  This second 1809 

group also contains multi -activ e cooperatives with a savings and credit section.  1810 

 1811 

Colombia has two separate supervisory institutions: one for financial cooperatives 1812 

and one for saving and credit cooperatives. The first also supervises banks and 1813 

other financial institutions, insurance companies and securities markets. The second 1814 

supervis es cooperatives in the broad sense , i.e. saving and credit cooperatives and 1815 

other cooperatives.  1816 
 1817 
COOPERATIVES BASIC DATA AND COMPARISON WITH THE BANK ING  1818 

SECTOR  1819 

Source: F ogacoop  records  1820 
* Data as at 30 June 2015  1821 
** Data as at 31 December 2014  1822 
 1823 
(1)  On 1 August 2015, Fogacoop increased coverage to COP 20 million (financial cooperatives) and COP 2 million (saving and 1824 

credit cooperatives) per depositor per cooperative , and eliminated the coinsurance of 25%. With that adjustment, this 1825 
indicator rises to 96.34%.  1826 

(2)  Part of the equity corresponds to equity con tribution s from members. That portion can be withdrawn if the partner so 1827 
requests, based on the right of voluntary and open membership. According to NIIF, those resources must be registered as a 1828 
liability instead of equity.  1829 

Basic data on cooperatives  

Banks  %  

Number of enrolled 
cooperatives*  

185    

Number of savers and 
depositors*  

2,813,273    

Fully covered s avers an d  
depositors (1)*  

94.41%    

  
Billion 
pesos  

Billion 
USD  

Billion 
pesos  

Billion 
USD    

Total assets**  12.222  5,11  442.117  184,80  2,76%  

Total deposits**  6.650  2,78  221.667  92,65  3,00%  

Equity (2)**  4.273  1,79  62.092  25,95  6,88%  

Net f inancial result**  248  0,10  7.928  3,31  3,13%  
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 1830 

The total assets of the coopera tive s with financial activities enrolled in Fogacoop 1831 

represent 1.62% of Colombian GDP , while total banking sector assets represent 1832 

58% of Colombian GDP .53  1833 

 1834 

It is important to highlight that the sector of cooperative s with financial activity has 1835 

2.8 million savers, while the banking sector has 21.5 million savers ; 54  this 1836 

represents 13% of banking sector savers, which is a  very significant figure.  1837 

 1838 

DEALING WITH RESOLUTIONS  1839 
 1840 

Fogacoop has been operating for more than 16 ye ars , participating in the resolution 1841 

of different types of cooperatives, using various mechanisms ranging from financial 1842 

support to the deposit insurance payout process, as follows:  1843 

 1844 

 1845 
Source of data: Fogacoop records  1846 

                                                      
53  Source: Financial Superintendence of Colombia -  Superfinanciera 
https://www.superfinanciera.gov.co/jsp/loader.jsf?lServicio=Publicaciones&lTipo=publicaciones&lFuncion=loadCont
enidoP ublicacion&id=60767 . 
54  Source: ñInforme Trimestral de Inclusi·n Financieraò. Cifras a diciembre de 2014. Asociaci·n Bancaria y de 
Entidades Financieras.  

RESOLUTION METHOD
NUMBER OF 

CASES
ROLE OF FOGACOOP

INTERVENTIONS (*) 2

Appoint the special agent

Make an opinion on the feasibility study

Grant Financial Support                                                                                                 

Monitor on the activity of the special agent

CLEARING OF FINANCIAL ACTIVITY / TAKE OVER 

(INCORPORATION) / MERGER
16

As a result of the analysis and monitoring process, Fogacoop

recomended these cooperatives to review the benefit / cost relation of

offering financial services taking into account that their financial

services were marginal in terms of income and number of operations.

Please note that mergers, take over (incorporations) or clearing of

financial activities are determined and authorized by the supervisor.

FINANCIAL SUPPORT 3

These cases took place as a result of the 1999 Colombian financial

crisis. Fogacoop granted the following types of financial support in

order to anticipate situations that could have systemic effects:

Purchase of real estate assets (AP), Loans purchase (LP), direct loans

(DL) and equity guarantee (EG).

LIQUIDATION FOLLOWED BY DEPOSIT INSURANCE 

REIMBURSEMENT PAYOUT PROCESS
1

Grant Financial support before the liqidation

Appoint the liquidator

Monitor on the activity of the liquidator

Payout process of deposit insurance

LIQUIDATION WITHOUT PAYOUT PROCESS 2

First case: 

Appoint the special agent and subsequently the liquidator

Monitor the activity of the special agent and liquidator

Promote a Purchase-and-Assumption Transaction (P&A) during the

liquidation of the cooperative and monitor its implementation, so it was

not necessary for Fogacoop to carry out the deposit insurance

reimbursement process.

Second case:

Cooperative had enough liquidity to pay total deposits and savings in a

short period of time, so it was not necessary for Fogacoop to carry out

the deposit insurance reimbursement process.

TOTAL 24

(*) One of these cases took place last January and corresponds to the one that is going to be the subject of this case study

https://www.superfinanciera.gov.co/jsp/loader.jsf?lServicio=Publicaciones&lTipo=publicaciones&lFuncion=loadContenidoPublicacion&id=60767
https://www.superfinanciera.gov.co/jsp/loader.jsf?lServicio=Publicaciones&lTipo=publicaciones&lFuncion=loadContenidoPublicacion&id=60767
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  1847 

None of the above cases generated costs for Fogacoop. The only deposit insurance 1848 

payment that Fogacoop made was fully recovered . The monetary reimbursement 1849 

and financial support were backed with guarantees that were executed.  1850 

 1851 

COOPETROL  1852 

 1853 

The Coopetrol  saving s and credit cooperative was established 62 years ago by the 1854 

coworkers of ECOPETROL, the biggest oil company in Colombia. The cooperative 1855 

has been  enrolled in Fogacoop since 2003. Coopetrol has 14 offices nationwide that 1856 

cover one - third of Colombiaôs departments. It has 27,851 associates, 18,400 savers 1857 

and 14,143 debtors. The assets amount to USD 127 million, deposits accounts to 1858 

USD 57 million and equity to USD 49 million.  1859 

 1860 

 1861 

Coopetrol is one of the 10 largest cooperatives enrolled in Fogacoop . Its 1862 

participation compared with the total enrolled cooperative sector is displayed in the 1863 

following chart:  1864 

 1865 

 1866 
Source of data: Fogacoop records. Data as at 31 December 2014  1867 

 1868 

The deposit insurance value of Coopetrol represents 5.9% of the total value of the 1869 

technical reserves in the deposit insurance fund administered by Fogacoop.  1870 

 1871 

Although the cooperative operates in a large number of department capitals (as 1872 

shown in the next image ) , it is not considered to pose a systemic risk. This is 1873 

because the cooperative is ñclosedò ( i.e. only Coopetrol workers, former officials, 1874 

pensioners or their relatives can be members of the cooperative) , so risk is 1875 

concentrated in this niche market . As a result , people see any risk as a problem 1876 

that only impact s the cooperative and does not affect the general population. 1877 

Moreover , Coopetrol holds no resources of other cooperatives because crossed 1878 

operations are not allowed by law for this type of cooperative.  1879 

 1880 

%

Number of savers and depositors 2.813.273              18.400             0,7%

Number of "associates"or "members" 2.962.373              27.851             0,9%

 Million Pesos Million USD  Million Pesos  Million USD

Assets 12.222.020$          5.109$              303.050$         127$             2,48%

Equity 4.273.630$            1.786$              116.261$         49$              2,72%

Credits 10.471.294$          4.377$              276.222$         115$             2,64%

Deposits 6.650.326$            2.780$              136.727$         57$              2,06%

Deposit Insurance 1.908.977$            798$                23.634$           10$              1,24%

Savers and depositors covered 94.41% 86.86%

COOPETROL
COOPERATIVES ENROLLED TO 

FOGACOOP
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Coopetrol 

offices  

 

Bucaramanga  

Manizales  

Cali  

Barrancabermeja  

Pasto  

Bogotá D.C.  

Villavicencio  

Medellín  

La dorada  

Neiva  

Cúcuta  

Tibú  

Cartagena  

Orito  

Source: https://www.coopetrol.com.co/  1881 
 1882 

2.  I SSUES ,  CAUSES AND T RIGGER EVENT  1883 

 1884 

As mentioned above , Fogacoop periodically evaluates the financial indicators and 1885 

assesses the risks of enrolled institutions.  1886 

 1887 

In the specific case of C oopetrol , assessment models did not identify a significant 1888 

risk because the cooperative  had enough fina ncial resources to service to its savers. 1889 

Equity was still strong and net income before 2014 was able to support any new 1890 

adjustment.  1891 

 1892 

Fogacoop detected stationary behaviour in key variables associated with the core 1893 

business, specifically difficulties in increasing loans and weaknesses in credit risk 1894 

management , as evidenced by the portfolio quality indicators , which exceeded the 1895 

industry benchmark, as well as an increased proportion of non -performing assets in 1896 

the balance sheet.  1897 

 1898 

Moreover , from June to Oc tober 2014, the amount of deposits and the number of 1899 

depositors decreased by 10%. In addition, a growing number of complaints were 1900 

received from administrative staff, who were being fired and who reported weak 1901 

governance practices. Therefore, early warning s were activated in December 2014 1902 

by the Interagency Committee (composed of the DIA and supervisory authority 1903 

representatives), encouraging a cooperative audit in order to confirm the true 1904 

situation.  1905 

 1906 

https://www.coopetrol.com.co/





























































































































































