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after a payout event
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Objective, scope, approach and methodology

Objective of
exercise

Scope of
exercise

Approach and

methodology

Data limitations

Collection of factual and informative data on DGS recoveries in past payout cases
Inform the policy debate in the co-legislation

8 Member States (AT, BG, CZ, HU, LT, LV, NL, PL) with payout events in the period 2014 — today
Factual data gathered on 45 payout cases

Means of collecting data: ad-hoc survey
Questions covering:
type, nature and triggers of insolvency proceedings
timing (start and end date of proceeding)
amounts of covered, preferred non-covered, non-preferred non-covered deposits, % of deposits in TLOF
DGS target level and available financial means at start of the payout proceedings

amount disbursed by DGS for the payout, amounts of funds recovered as of today, expected recoveries by DGS at end of
insolvency proceedings, overall amount of liquidation proceeds from sale of assets, ranking of deposits at time of payout
proceeding, years it took to recover 50% of DGS payout costs

amounts of ex-post extraordinary contributions raised, amounts of public money used as liquidation aid
overall loss on assets in the insolvency proceedings

Absence of certain indicators/metrics, especially in case of open procedures (e.g. overall loss on assets, overall liquidation
proceeds)

Unavailability of data at Member State level (e.g. covered deposits out of total deposits, amount of non-covered deposits, DGS
target level amount at the moment of the liquidation)




Overview of the survey sample
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https://www.eba.europa.eu/regulation-and-policy/recovery-and-resolution/notifications-on-resolution-cases-and-use-of-dgs-funds
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Timing of liquidation proceedings

Timeframe of the insolvency proceedings
01/2014 01/2016 01/2018 01/2020 01/2022 07/202:'3

(1) Liquidation proceedings
usually take many years ; ; : ;
to complete Less than 2 years
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Recoveries rates for DGSs

(1) Liquidation proceedings usually take many years to
complete

@ The recovery rate of DGSs after a payout event
varies highly across Member States and it is highly
case-specific
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Reading note: the lighter
part of the bar represents
expected DGS
recoveries while actual
DGS recoveries are
depicted in darker colour.

DGS total expected
recoveries between
80 and 100%

17 cases (38%)

DGS total expected
recoveries between
60 and 80%

6 cases (13%)

DGS total expected
recoveries between
40 and 60%

11 cases (24%)

DGS total expected
recoveries between 20
and 40% - 6 cases (13%)

DGS total expected
recoveries between 0 and
20% - 5 cases (11%)




DGS recovery rates and rapidity of recoveries

(1) Liquidation proceedings
usually take many years to
complete

O The recovery rate of DGSs
after a payout event varies
highly across Member
States and it is highly case-
specific

© The amount of DGS
recoveries is not
necessarily correlated with
the duration of the
liquidation proceedings

I [ iquidation procedure closed
Liquidation procedure open

Reading note: each blue bar
represents the starting date
(and, where applicable,
ending date) of the liquidation
procedure related to a DGS
payout event.
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Second-round effects on

non-covered deposits (1/2)

0 Partial recoveries for non-
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liquidation proceeds)L
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@ Small losses for the DGS but losses
incurred by other creditors (payout
amount above the amount of liquidation
procegds)

Data limitation: 4 payout cases from LV are out of

scope due to data unavailability.

9Major losses incurred by other creditors
and the DGS (payout amount more than
twice the amount of liquidation proceeds)
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Jurisdictions without DGS super-preference regime

Reading note: liquidation proceeds correspond to all proceeds collected as part of the liquidation of the bank in failure, for the benefit of not only the
DGS but also other creditors.




Second-round effects on
non-covered deposits (2/2)

1500% [

Data limitation: 4 payout cases from LV are out of

scope due to data unavailability.
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O Preferred deposits incur significant losses during liquidation proceedings following a DGS
payout event

. L1 E1R(NeEER s Mo f E)CIT L 0SS 0N non-covered N Loss on non-covered non-
100% deposits) preferred deposits preferred deposits
MEUR %
75%
Breakdown of Case 1 0 0% 0 0% 0 0%
- d
N eposits . 50% Case 2 344 99% 340 100% 4 100%
Case 3 13 96% 2 84% 11 100%
25% Case 4 168 92% 134 90% 34 100%
0 Case 5 1.303 99% 936 100% 367 100%
A .
= Preferred non covered deposits Case 6 3 92% 3 93% 0 NA
m Non preferred non F;overed de_pgsits' o Case 7 1 95% 96% 0 NA
—Coverage of deposits by remaining liquidation
proceeds after DGS reimbursement Case 8 2 100% 2 100% 0 NA




Second-round effects on the DGS
members and the wider economy (1/2)
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Second-round effects on the DGS members
and the wider economy (2/2)

O Besides the destruction of franchise value of the failing bank (that have proven to be difficult to quantify in the absence of data from
Member States on loss on assets), a DGS payout event leads to a need for replenishment of the DGS, that can entail ex post
extraordinary contributions from the banking sector or recourse to alternative funding arrangements

DGS’financial layers to cope with a payout event

Yes | No
DGS’ available Were there missing available financial means in the 18 27
financial means DGS to cope with the payout event?
Alternative funding 7 38
arrangements -==uannns [fy€S, did you use alternative funding arrangements? :
Ex-post extraordinary 1 44
contributions If yes, did you raise extraordinary contributions from your

members? _G__

Public money -=eaanen [fyes, did you use public money as a liquidation aid? 0] 45

Which other strategies

for replenishment?
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Simplification approach

O There are two key dimensions to estimate DGS recovery ® Some drivers (non-exhaustive list) of such DGS
performance recovery performance metrics can be tentatively
narrowed down to a closed set of variables

Amount recovered Rapidity of the DGS

Institutional A .
by the DGS recoveries Winding up trigger
set-up
e What does the
What are the §pec:ﬂc:tles of balance sheet of the
the legal regime for bank e e
B failing institution look
liquidation? ;
like?
Residual variables
Hierarchy of
v v Any.other.untested creditors
. iable?
Relevant metric Relevant metric I Where does the DGS
End recovery rate of the DGS Portion of actual funds rank relative to other
(based on MS estimate, in case recovered by a DGS over a creditors in

the procedure is still open) calendar year (linear) liquidation?



DGS recovery performance drivers

Institutional set-up

© Member States have diverse institutional set-ups framing the insolvency proceedings applicable to banks

General corporate insolvengy

Modified or self-standing bank

regime insolvency regime
Co-existence of administrative winding-up and court-based 15 1 16
insolvency proceedings
Court-based bank insolvency proceedings 28 1 29
43 2 45

® National liquidation proceedings give an unequally
prevalent role to DGSs

B The deposit insurer manages a fund
and plays no role in liquidation other
than as a creditor by virtue of
subrogation

O The deposit guarantee scheme is
required by law to cooperate with
liquidators in achieving an explicit
insolvency objective of prompt
repayment of insured depositors

© Several Member States have developed legal mechanisms to
strengthen the DGS position after/during a payout event

Zoom on national legislation arrangements to protect the DGS

...through incentives for a quick reimbursement of the DGS in liquidation

after a payout event y W N
= Statutory interest mechanism (3 Member States) w w

...through lower exposure of DGS available financial means in case of a
payout event

= Direct repayment of depositors through ‘
liquid assets of the failed institution (2 Member States) w .

- J




DGS recovery performance drivers

Winding up trigger

O Most DGS payout cases follow failures of banks which are insolvent

Solvent bank '”E‘;'r\:ﬁnt
Wmd-5down liquidation

40

Root causes of bank failures: AML, sanctions or fraud
® Root causes of bank failures: balance sheet insolvency or licence revocation

Zoom on some recent failures due to non-insolvency motives

Payout Payout Description
year amount
2022 1017 MEUR Russian ownership of the bank caused a bank run at the

beginning of Russian invasion in Ukraine

Operational problems, mainly related to IT services and
2022 670 MEUR availability of (key) personnel, caused by sanctions against
Russia, made the bank unable to provide its banking services.

The bank was closed for its lax financial crime controls, as the
2022 36 MEUR bank intended to accept a financial injection from shareholders
who failed to explain the origin of their money.

O(0|€]

& DpGss’ recovery metrics for DGSs after a bank failure linked to
AML/sanctions largely outperform those applicable to payout

Reading note

Outlier Min 15t quartile Median 3 quartile

b/

N

i

Max

|
|

events due to bank insolvency

End recovery rate of the
DGS (based on
estimate, in case the
procedure is still open)

Portion of actual funds
recovered by a DGS
over a calendar year

(linear)




DGS recovery performance drivers
Ranking of the DGS (1/2)

General depositor Tiered depositor preference Insured depositor No depositor
preference Type 1 Type 2 Type 3 preference preference
AT, CZ, LV, NL
BG*, HU None HU ’ P,L**’ ’ PL, LT CzZ

Secured liabilities

Uninsured deposits of Uninsured deposits of
individuals and SMEs individuals and SMEs

Other uninsured deposits
(larg corp. and FI)

corp. and Fl and other
Other unsecured Other unsecured unsecured creditors
creditors creditors

Insured and uninsured
depositors rank pari
passu with other
unsecured creditors

Uninsured deposits Uninsured (non-

Insured deposits of large preferred) depositors and

other unsecured creditors

Other unsecured
creditors

Creditor hierarchy

Subordinated liabilities, equity

<

Share of

sample “ & ’ bi

* BG had not in place a « pure » general depositor preference as it kept a hierarchy between eligible and non-eligible deposits.
** Due to the entry into force of changes in the law in May 2022, PL has a ‘tiered depositor preference - type 2, although its recent payout cases were made in accordance with a ‘“tiered depositor
preference - type 3”.



DGS recovery performance drivers
Ranking of the DGS (2/2)

(1) Benefitting from the super-preference in the hierarchy of claims did not protect DGSs from incurring above-average losses and experiences
slower-than-average recoveries in liquidation proceedings

TOTAL General depositor Tiered depositor preference Insured depositor No depositor
preference Type 1 Type 2 Type 3 preference preference
re ;Z ?ezzg eor): the Super-preference of | Super-preference of | Super-preference of | Super-preference of re fI;I erLcIZ eor; the
45 cases P e the DGS the DGS the DGS the DGS e s
2 cases 0 case 11 cases 12 cases 18 cases 2 cases

Average

64%

Average

16%

} 1pt

Portion of actual funds recovered by a DGS over a calendar year (linear)

| 8pts

NA

NA

Comparison to average

| 26pts

1 16pts

Comparison to average

| 8pts

T 1pts

End recovery rate of the DGS (based on estimate, in case the procedure is still open)

| Spts

| 7pts

| 32pts

| 3pts

*Reading note: On average, at the end of liquidation proceedings subsequent to a DGS payout, the recovery rate of the DGSs in jurisdictions applying a
general deposit preference regime is 1 pt smaller (i.e. 63%) than the average for our entire cases sample (i.e. 64%).




Overview of recovery process
Significance of DGS recoveries drivers (1/3)

O \nstitutional set-up (1/3): nature of bank winding up procedures

Desirable “landing zone”
(high DGS recoveries

O \institutional set-up (2/3): legal f k
nstitutional set-up (2/3): legal framewor quickly collected)

100% @ (J ® o o o 100% ® ® o
o @
Y e O e o
oo ° R
Expected Y @ Expected e ¢
end DGS ® “ end DGS ® “
recovery ‘ ° recovery e
rate P rate o
) ¢ Y ® ¢
o ©® o
0% . _ 0% , :
0%, Portion of actual funds recovered by a DGS over a calendar year (linear) 400, 0% Portion of actual funds recovered by a DGS over a calendar year (linear) 40%
© General corporate insolvency regime = Self-standing or modified bank insolvency regime © Court-based bank insolvency proceedings

O nstitutional set-up (3/3): national specificities

100% ) e o
[
%Y o
[
Expected
end DGS ® 3/,'
recovery ]
rate
Y [
Py [ )
o
0,
0% o, Portion of actual funds recovered by a DGS over a calendar year (linear) , .,
0% 40%
® None

statutory interest mechanism

direct repayment of depositors through liquid assets of the failed institution (recent)

Co-existence of administrative winding-up and court-based insolvency

(2] Winding up trigger

100% @ © ® o ®
® o © o
[ 2P o
[
Expected ®
end DGS ® “
recovery ) o
rate [
0o % ° °
®e
o
0,
0% 0% Portion of actual funds recovered by a DGS over a calendar year (linear) 40%
(o] (o]
@ Insolvency / licence revocation
AML / sanctions / fraud * Two outliers in terms of portion of recoveries per year (one case

from LV and one from NL) could not be displayed on the above graph.



Overview of recovery process
Significance of DGS recoveries drivers (2/3)

Desirable “landing zone”

© creditor hierarchy regime (high DGS recoveries
quickly collected) )

100% O 00 O O O @
O
O O
OO0
O
© o o
O
O
Expected
end DGS @ o ©
recovery O o
rate
o O O
S}
O
O
O o)
O
O
O
O
0% :
0% Portion of actual funds recovered by a DGS over a calendar year (linear) 40%
OTiered depositor preference - Type 3 Single tier general depositor preference No Depositor preference  OTiered depositor preference - Type 2  Olnsured depositor preference

* Two outliers in terms of portion of recoveries per year (one case from LV and one from NL) could not be displayed on the above graph.



Overview of recovery process
Significance of DGS recoveries drivers (3/3)

End recovery rate of the DGS Portion of actual funds recovered

(based on estimate, in case by a DGS over a calendar year
the procedure is still open) (linear)
Cases Min Average Max Min Average Max
Administrative & court-based + General insolvency regime 2 77% 88% 100% 11% 12% 12%
Administrative & court-based + General insolvency regime + use of failed institution’s assets 2 100% - 100% 26% - 203%
Administrative & court-based + General insolvency regime + DGS statutory interest 11 12% 54% 100% 0% 7% 27%
Administrative & court-based + Self-standing/specific bank insolvency regime 1 26% - 26% 3% - 3%
Court-based + General insolvency regime 18 10% 61% 100% 0% 1% 31%
Court-based + General insolvency regime + use of failed institution’s assets 10 48% 69% 100% 7% 11% 20%
Court-based + Self-standing/specific insolvency regime + DGS statutory interest 1 100% - 100% 87% 87% 87%
g-up o[e

AML / sanctions / fraud 7 77% 97% 100% 0% 53% 203%
Insolvency / licence revocation / negative amount of bank's funds 38 10% 58% 100% 0% 9% 31%
No Depositor preference 2 20% 32% 44% 0% 13% 27%
Single tier general depositor preference 2 26% 63% 100% 3% 8% 12%
Insured depositor preference 18 10% 59% 100% 0% 9% 20%
Tiered depositor preference - Type 2 5 12% 38% 100% 2% 8% 17%

Tiered depositor preference - Type 3 18 24% 80% 100% 0% 27% 203%
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Main takeaways

DGS recoveries in liquidation proceedings are heterogeneous, uncertain and, generally, they can be slow.

The circumstances of the winding up (insolvency or solvent wind-down) which can be an indication of the asset
quality can play an important role in DGS recoveries in liquidation and the DGS time-to-recover.

Apart from the DGS super-preference, some Member States have strategies at national level to improve the
position of their DGS in liquidation: legally enshrined role of monitoring of the DGS during liquidation, statutory
interest rate on DGS recoveries, use of the failing institution’s assets for the repayment of deposits.

DGSs benefitting from super-preference in the hierarchy of claims can incur losses and slow recoveries,
sometimes to a bigger extent that DGSs ranking pari passu with other creditors.

No Member State appears, by nature, good or bad at ensuring good liquidation outcomes for its DGS.

Liquidation proceeds are most often insufficient to cover the DGS payout amount, which entails losses for
the DGS regardless of the hierarchy of claims regime.

In the few cases (20%) where liquidation proceeds cover the DGS payout amount, major losses are passed on
to non-covered deposits, including preferred depositors (retail and SMEs). DGS super-preference has the
potential to worsen the situation of non-covered deposits in liquidation proceedings.

Most payout events have severely depleted DGS’ available financial means in the past, sometimes leading to
extraordinary contributions and/or higher regular contributions in the following years from the industry.



Annex on the significance of DGS recoveries
drivers — regression attempt
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