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GLOSSARY

Acronyms

BCU Central Bank of Uruguay

COPAB Bank Savings Protection Corporation (Corporacion de Proteccion del Ahorro Bancario)
CRAL IADI Regional Committee for Latin America

FGDB Deposit Insurance Fund (Fondo de Garantia de Depdsitos Bancarios)

IADI International Association of Deposit Insurers

PRB Bank Resolution Process

SIDIIF Financial Institutions Deposit Information System

SSD Deposit Insurance System

SSF Financial Services Authority (Superintendencia de Servicios Financieros)

CONCEPTS

Insured deposits: Deposits covered pursuant to section 31 of Law N2 18,401 dated 24 October 2008,
this means covered by the FGDB in the event of liquidation of the respective financial institution.

Insurance Coverage: The portion of the insured deposit to be reimbursed to depositors in the event of
liquidation of the financial institution, pursuant to section 5 of Decree N2 103/005 dated 7 March 2005.



Message from the President

The Bank Savings Protection Corporation (Corporacién de Proteccién del Ahorro Bancario) has closed its first fiscal
year, and will soon reach the end of its second year as an independent institution, performing functions formerly
carried out by the Central Bank of Uruguay.

This fiscal year has posed several challenges to the Corporation.

The first, and most structural one, has been the creation of adequate rules for its effective operation. As known,
institutions depend on the environment thereof; thus, the Corporation has made an effort to position itself within
both the best public and private sector practices. The Corporation is non-government-controlled entity, ruled by
private law as regards its contracting regime, while at the same time performing public interest functions which
oblige the Corporation to ensure transparency and accountability. Thus the Corporation has initiated a process for
the design of performance rules consistent with such features.

The second, and most critical challenge, has been that of building up the capabilities and guidance rules required to
fulfill the new responsibilities the law imposes on the deposit insurer. This involves, on the one hand, participating
in the resolution of financial institutions that contribute to the Deposit Insurance Fund (Fondo de Garantia de
Depdsitos Bancarios) and that the Central Bank of Uruguay has declared under Resolution Process. In order to
safeguard depositors’ interests and the financial system’s stability, the Corporation’s mission is to search for
alternative solutions to winding up, which enable to keep the business as an ongoing concern, minimizing possible
loss of value. The application of Fund resources to solution procedures must not imply disbursements higher than
those that would result from reimbursement of insured depositors. However in case it is not possible to find a
solution the Corporation will be in charge of the liquidation ordered by the Central Bank, and the reimbursement
process will be triggered. Progress achieved regarding this issue is described in the Report.

The third, and probably most difficult challenge, has been that of strengthening the risk-assessment capabilities of
COPAB regarding those institutions contributing to the deposit insurance system. Without meaning doubling the
efforts concerning the system’s supervision and regulation carried out by the Central Bank, the Corporation has
an obligation to provide an independent view considering the interests it represents as manager of the FGDB. The
management of the Fund is now carried out by an autonomous Corporation separated from the Central Bank, which
will work to promote the regulator’s early intervention, to avoid further losses for depositors and unnecessary risks
for the rest of the financial system.

Finally our actions seek to consolidate cooperation and coordination linkages with the other financial safety-net
participants. Close interaction with the Central Bank of Uruguay as lender of last resort, and the Financial Services
Authority (Superintendencia de Servicios Financieros) as the regulator and supervisor of the system are, in fact,
essential in order to enhance the positive external effects of the network’s operation.
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2. The Bank Savings Protection

Corporation

The Bank Savings Protection Corporation (COPAB) is a non-government-controlled legal person ruled by public law created pursuant to Law 18,401
dated 24 October 2008. It began its activities on 1 September 2009, when the members of the First Board of Directors took office.

RESPONSIBILITIES

Some of the Corporation’s responsibilities had been previously
assigned to the Bank Savings Protection Authority (Superintendencia
de Proteccion del Ahorro Bancario), a decentralized unit housed at
the Central Bank of Uruguay. In addition, new responsibilities were
assigned to the Corporation pursuant to Law 18,401.

The first group of responsibilities refer to the Deposit Insurance
System as a Paybox, that is, management of the Deposit Insurance
Fund and reimbursing depositors in case the corresponding entities
enter into liquidation.

Additionally, Law 18,401 includes among COPAB’s responsibilities
that of acting during a bank crisis, whether through the application
of solution procedures or undertaking the winding up process of the
financial institution demeed inviable by BCU.

Consequently, the Corporation performs the role of a deposit insurer
with full powers set by law, and takes also part of the financial safety
net, jointly with the lender of last resort (BCU) and the system’s
supervisor and regulator (BCU Financial Services Authority).

LEADERSHIP

The Corporation is run by a Board of Directors comprising a
President, a Vice President, and a Director, appointed by the
Executive Power with the Senate’s approval. The Director
is selected from a list of three candidates proposed by the
institutions which make contributions to the Fund.
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Operations Report

Below we present the main aspects of the Corporation’s operations since its creation until 31 December 2010.

Throughout this initial period, COPAB focused on:
@ strengthening its institutional capacity as a new entity within the financial system;
@ managing the Deposit Insurance Fund;

@ setting the main guidelines for the new activities provided for by the law concerning the PRB.

Below we describe the main features of COPAB’s operations regarding its institutional status, the SSD and the PRB.
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3.1 About COPAB

ABOUT COPAB

Since the Corporation’s first Board of Directors was appointed, efforts
have been focused on the creation of a new distinct organization. At
the same time, the Corporation has continued performing the same
functions previously carried out within the sphere of the Central
Bank of Uruguay.

Pursuant to Law 18,401, the budgets for September-December 2009
and the year 2010 were prepared. The latter was approved by the
Executive Power pursuant to Decree N2 593/009 on 28 December
2009.

Furthermore, the concepts of Mission, Vision and Core Values, as
well as the Strategic Objectives for 2010-2011, were defined through
an interactive process between the staff and the Board of Directors.

MISSION

To contribute to the stability of the financial system and to public
confidence, cooperating with the Central Bank of Uruguay, and
particularly, with the Financial Services Authority. To protect
depositors, conducting the bank resolution process or reimbursing
insured depositors, in order to minimize the impact of crisis situations.
To effectively manage the Fund’s resources. To act as Receiver of
failed financial institutions and their collaterals.

VISION

To be recognized as a professional, reliable, efficient, and transparent
institution as regards fulfillment of its mission. To be perceived as
a specialized participant in the financial safety net, operating in
cooperation with the Central Bank of Uruguay and the Financial
Services Authority. To be appreciated as an organization relying on a
competent and committed staff, proud to belong to this organization.
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3.1 About COPAB

CORE VALUES

1. Integrity. To evidence a sense of rectitude, probity and honesty. 6. Independence. To make independent decisions, seeking
objectiveness and impartiality.

2. Professionalism.To provide service excellence.
7. Responsibility. To be able to recognize and accept the

3. Efficiency. To achieve objectives and goals, optimizing available consequences of its actions and decisions. To be accountable to the

resources. community as a whole as well as to other interested parties.

4. Commitment. To perform its obligations surpassing expectations 8. Responsible Transparency. To guarantee people’s right to access

being constantly willing to serve and to collaborate with others. public information, excluding any secret, restricted, or confidential
information.

5. Teamwork. To build a team with supplementary capabilities,

commited with the institutional project, sharing mutual 9. Confidentiality. To ensure information is only disclosed to duly

responsibility. authorized parties.

STRATEGIC OBJECTIVES OF THE CORPORATION

1.  Deposit Insurance System 2.4. To define a plan for implementing ongoing bank liquidations
transferred from the Central Bank of Uruguay.
1.1. Toanalyze and plan improvements regarding FGDB management.

1.2. To analyze and plan risk assessment developments. 3. Organizational Alignment
1.3. To review and update regulations. 3.1. To plan its operating autonomy.
1.4. To develop a communication plan to the public. 3.2. To plan the Corporation’s organization and management.
2. Bank Resolution 3.3. Toanalyze and plan human resource management developments.
2.1. To analyze the legal and regulatory framework. 3.4. To develop institutional communication policies.

2.2. To set an operating plan for bank resolution.

2.3. To agree upon relationships with the SSF throughout the
application of solution procedures.



AGREEMENTS WITH BCU

In September 2009 two agreements were signed with the Central
Bank of Uruguay in order to facilitate, promote, and coordinate
general inter-institutional cooperation schemes, according to the
following description:

- Framework Collaboration Agreement between both
entities;

- Specific Operating Agreement to define required actions
aimed at the effective implementation and operation of COPAB.

BCU supported the Corporation in different forms, including
facilities and assistance provided by differents areas, such as
Asset Management, IT, Service and Safety, Human Resources and
Organizational Development, Legal, and Institutional Communication.

OPERATIONAL AUTONOMY

One of the Corporation’s objectives for 2010 was to achieve
operational autonomy, particularly regarding location and
technology-related aspects. For this purpose, the Corporation leased
its current premises, located in the vicinity of most of the contributing
institutions’ head offices. Furthermore, required equipment
(furniture and IT equipment) was acquired, refurbishing was carried
out, and on 1 December 2010 the Corporation separated itself from
BCU from the operational point of view.

CORPORACION

DE PROTECCION DEL
AHORRO BANCARIO
COPAB URUGUAY
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Notwithstanding the above, BCU agreements regarding assistance
provided by the Asset Management Area (investment-related advice)
and the IT Area (which continues to provide information on deposits
to COPAB on a monthly basis as disclosed by financial institutions that
contribute to the FGDB), are still in full force and effect. The chapter
concerning the Deposit Insurance System includes a section on the
Deposit Information System.



3.1 About COPAB

HUMAN RESOURCES

Throughout this first stage, the Corporation employed BCU-seconded
staff. This staff already performed the functions transferred pursuant
to Law 18,401.

Additionally, it became necessary to hire staff directly; the services
of a specialized firm were thus required. The selection process was
carried out by means of an open invitation to fill positions within the
organization, aimed at hiring qualified staff with experience in this
area, according to the Organization’s core values.

To facilitate the learning process and the exchange of experiences and
knowledge with similar international institutions, the Corporation
has deemed it relevant to strengthen the staff’s English language
skills. For this purpose, the services of an English-learning Institute
have been hired in order to provide constantly updated training in
the English language.

In order to achieve training in management and IT areas,
representatives of the Corporation have participated in the following
events:

22
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@ Distance-learning course on “IAS-IFRS: Regulations for Preparing
and Presenting financial statements” by the University Graduates
Professional Skills Training and Updating Unit (UPAE), School of
Economics and Management, Universidad de la Republica, May-June
2010;

@ Course on “Quality and Integrated Systems Management”
organized by UNIT, 31 May to 10 June 2010;

@ Seminar on “Close Enemies” organized by ISEDE, Catholic
University of Uruguay, 15-16 July 2010;

6 Distance-learning course on “Labor Relations: a look from the
point of view of case law” conducted by UPAE, 13 September-18
October 2010;

@ Seminar on “Companies and Debtor Reorganization Plans in a
Changing World”, Commercial Law Institute Academic Week, 17 to
19 November 2010;

@ Course on “Derivative Instruments Accounting and Valuation”
organized by ASBA (Association of Bank Supervisors of the Americas)
and conducted by technicians from the Bank of Spain in the Central
Bank of Uruguay, 3 to 6 May 2010.




ADMINISTRATION AND INFORMATION TECHNOLOGY (IT)

In order to provide the Corporation with an appropriate infrastructure
its management was rationally organized. Thus guidelines for
information and document processing and filing as well as for the
Board of Directors operations were implemented. Furthermore
the authorities intervening in the determination of expenses and
payments in connection with the Corporation’s contracting regime
were defined.

A special aspect was the design and implementation of the IT
infrastructure. A Computer Engineer seconded from BCU assisted the
authorities of COPAB in the selection of IT equipment and designed
the basic activities in coordination with the Central Bank of Uruguay’s
IT Area.

PARTICIPATION IN INTERNATIONAL ORGANIZATIONS

COPAB continued participating as a member of the International
Association of Deposit Insurers (IADI), a position previously held
by the BCU Bank Savings Protection Authority. In such capacity,
the Corporation has participated in Annual Meetings held in Basel,
Switzerland (2009) and Tokyo, Japan (2010).

IADI has created several Regional Committees. COPAB participates in
the Regional Committee for Latin America (CRAL) and as a member
of such committee, has participated in the Annual Meeting held in
Buenos Aires, Argentina, in August 2010.

= CORPORACION
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3.2 Deposit Insurance System (SSD)

Firstly, we present a brief description of the Uruguayan banking
system since it provides financial support to SSD activities.

URUGUAYAN BANKING
SYSTEM

The Uruguayan economy has undergone sustained growth in the
course of the last years. GDP levels have greatly surpassed those
prior to the 2002 crisis, as it can be seen in the chart below:

GDP
(million constant pesos)
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According to market expectations surveyed by BCU, the economy is
expected to end 2011 with a 6.4% growth; while for 2012 a growth
of around 4.7% is foreseen. This dynamism occurs in a context of
incipient recovery of the world economy and a weak dollar, with
considerable pressures on price levels, and an estimated inflation of
7.5% for the current year.

In this context, deposits have grown, reaching levels one third above
the maximum levels prior to the 2002 crisis (measured in current
dollars):

COPAB

Evolutionof deposits within the Banking System
Bancario (million USS)
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Source: BCU, Deposits in the banking system of the private and public sectors
(not including Central Government or Social Welfare Bank)

As far as deposits denominated currency is concerned, there has been
an increasing participation in domestic currency deposits, ranging
from 9.2% in December 2001 up to 26% by the end of December
2010 (see chart below).
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The reasons for this situation should include the interest rate and
devaluation differential of the last years, which has caused a negative
real yield of deposits in dollars. Further reasons are official stimuli to
domestic currency placements whether by using indexed units or by
guaranteeing a wider insurance coverage for such currency.



Another relevant aspect of banking system deposits is the increased
use of demand deposits, which represent, as at December 2010, 82%
of the total, as it can be seen in the chart below:

Participation of demand deposits
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This important participation of demand deposits, which is consistent
with crisis times, has remained, and even increased lately, despite
the strength of domestic banking institutions. A possible factor
influencing this situation could be the extremely low level of interest
rates paid by banks (consistent with international rates).

Considering the factors contributing to greater volatility of deposits
within our system, non-residents deposits have decreased, from
approximately 46% prior to the crisis (historically they represented a
third of the total), to the current 21% figure. Most of these deposits
are considered less stable since they include a provision component
in the event of any problems arising in their countries of origin.

Evolution of deposits within the Banking System in
Foreign Currency according to Residence (million US$)
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The amount of total deposits has grown at a higher rate than our
economy, having experienced a sharp decrease during the 2002
financial crisis.
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The Economic Expectations Survey (BCU) for 2011-2012 suggests an
economic growth scenario, which might lead to an increase in the
amount of deposits in the financial system. Additionally, government
measures against inflation might include an increase in interest
rates within a context of monetary policies implemented for such
purpose, which in turn would make deposits in domestic currency
more attractive.

DEPOSIT INSURANCE
SYSTEM (SSD)

The SSD is funded by the FGDB, which is an independent and
unseizable patrimony of affectation (patrimonio de afectacién). The
FGDB receives funds from the following sources: a) contributions
made by banks and financial cooperatives; b) returns yielded by the
respective placements; c) proceeds from loans; d) the Corporation’s
net profits; e) the preference capital contributed by the Government;
f) recoveries corresponding to subrogation rights upon payment
of insured deposits in the event of liquidation of banks or financial
cooperatives; and g) income arising from penalties and surcharges.

Pursuant to applicable legal regulations, the purpose of the FGDB
is: a) to guarantee deposits of any nature, made by individuals or
legal entities from the non-financial sector -with the exception of any
deposits made by the Central Government and the Social Security
Bank- in banks and financial cooperatives; b) to contribute to the
application of Solution Procedures in the event of any crisis affecting
contributing entities; and c) to provide the necessary funding for the
Corporation’s budget.

The Corporation’s mandate is to manage the FGDB, that is,
adequately manage its resources and the use thereof. The results
of such management, as from commencement of the activities, are
described in the FGDB Financial Statements as at 31 December 2009
and 2010, included in this Report.



3.2 Deposit Insurance System (SSD)

LIQUID ASSETS AND
INVESTMENTS

As at 31 December 2010 available funds within the FGDB increased
to US dollars 186.2 million. The chart below illustrates the evolution
of the FGDB resources since the Fund was created in November 2005.

Evolution of FGDB
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The FGDB’s Liquid Assets in domestic currency are placed in the
Central Bank of Uruguay (approximately 55% of the total amount),
while foreign currency liquid assets are placed in foreign financial
institutions with the best risk rating.

FGDB Composition (December 2010)
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DEPOSIT INFORMATION
SYSTEM

Contributing institutions submit to COPAB, at the end of each month,
an itemization of the deposits held by each of them, in order to
provide the required information for potential coverage of insured
deposits, according to the legal amounts. This information is received
by an IT system called the Financial Institutions Deposit Information
System (SIDIIF), which has been acting since 2006. The information
is then processed by BCU according to our inter-institutional
agreements. This system includes the necessary mechanisms to
ensure strict confidentiality of all information on deposits’ holders.

The SIDIIF provides on a monthly basis information on the amount of
coverage that the FGDB should provide in case a financial institution
enters in a Bank Resolution Process. Moreover, this system includes
an audit unit to monitor the quality of such information as regards
compliance with COPAB regulations.

DEPOSIT INFORMATION
SUMMARY

The next table includes the amounts of insured deposits and the
corresponding covered amount, by currency and for the system in its
entirety, at the closing date of each fiscal year:



Coverage to deposits included in the SSD (millions)

Domestic Currency in $

Insured Insurance %
Deposit Coverage
$ in US$ S in US$

dec-06 33,582 1,376 17,420 714 52%
dec-07 60,228 2,801 25,031 1,164 42%
dec 08 71,876 2,952 30,977 1,272 43%
dec-09 76,192 3,882 36,020 1,835 47%
dec-10 93,298 4,643 46,009 2,290 49%

Regarding coverage by currency, the insurance coverage for domestic
currency deposits exceeds the insurance coverage for foreign
currency deposits, reaching almost 50% of the deposits included in
the system.

Another relevant aspect is that, according to the insurance limits
in force and considering our system’s deposit structure, there is a
significant total insurance coverage provided to depositors, which
reaches 99% in the case of persons holding domestic currency
deposits:

Percentage of persons with totally-covered deposits
(December 2010)

DOMESTIC CURRENCY

100% Covered

100% Not Covered

99%
FOREIGN CURRENCY

100% Covered

100% Not Covered

54%

Foreign Currency in US$ Total en USS
Insured Insurance % Insured Insurance %
Deposit Coverage Deposit Coverage
7,979 1,572 20% 9,355 2,286 24%
8,638 1,632 19% 11,440 2,796 24%
10,705 1,751 16% 13,657 3,023 22%
11,991 1,884 16% 15,873 3,719 23%
13,523 2,001 15% 18,166 4,291 24%

DETERMINATION OF
CONTRIBUTIONS

The SIDIIF enables to determine the contributions to be paid to
the FGDB by banks and financial cooperatives by applying fixed
and variable rates pursuant to the regulations in force. The fixed
rate is calculated by applying an annual rate on the annual average
amount of all deposits of the non-financial sector (except those from
the Central Government and the Social Security Administration).
Currently, this rate is set at 1%o for domestic currency deposits and
2%. for foreign currency deposits. The variable rate is additional to
the fixed one and is applied according to the risk category assigned
to each institution by the Methodology defined by the Corporation,
said rates ranging from O to 2%o.

During the 2005-2009 period, financial institutions were required
to submit every December, a calculation of the contributions they
should have to pay the following year.

Since December 2010 said calculation is made directly by the
Corporation, using the information of the previous year. Thus the
amount of information financial institutions have to submit has
diminished and the information provided by SIDIIF is considered
sufficient for determining contributions.

COPAB



3.2 Deposit Insurance System (SSD)

RISK ASSESSMENT

As it has been mentioned above the Corporation has adopted a Risk
Assesment Methodology in order to assess the risk affecting the
soundness and solvency of financial institutions. Pursuant to this
Methodology each institution contributing to the FGDB is assigned a
particular risk category.

In order to strengthen COPAB’s risk asssesment capabilities, the
support of the US Treasury’s Office of Technical Assistance (OTA) was
requested. This organization has made recommendations which are
in the process of being implemented.

MEMORANDUM OF UNDERSTANDING WITH SSF

Since both COPAB and the Financial Services Authority belong
to the financial safety-net, they entered into a Memorandum
of Understanding in order to coordinate actions and to prevent
duplication of efforts in the monitoring process. This agreement aims
at facilitating and coordinating information exchange and activities,

REGULATION UPDATING

as well as contributing to the effective pursuit of common goals.
Pursuant to said agreement, COPAB and SSF have undertaken to
make use of every opportunity arising from their joint cooperation
to contribute to the pursuit of their particular and common goals,
subject to their respective confidentiality obligations.

Regulations regarding the Deposit Insurance System were duly reviewed. This process ended in 2011 with the approval of a new version of the

Bank Savings Protection Compiled Regulations.
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SPECIFIC TRAINING

The Corporation’s staff has participated in several training courses in order to strengthen their capabilities regarding SSD management, among

them, the following:

Advice on Early Detection aspects by specialized staff from the
OTA, October 2009;

Distance-learning course on “Risk Assessment and Rating of
Banks and Financial Institutions” sponsored by the Latin American
Association of Development Financing Institutions (ALIDE), 22
February to 3 April 2010;

International Workshop on Financial Education organized by
the Financial Institutions Insurance Fund (Fogafin) of Colombia
(Cartagena, Colombia, 9-11 March, 2010);

PUBLIC
AWARENESS

Until 2010, COPAB’s activity,
and particularly all aspects
concerning the deposit insurance
system, was announced on the
BCU website. In 2010 a firm was
hired to create a new website
specifically for the Corporation,
which was available in July 2011.

Course on ““Claims Management: Reimbursement to Insured
Depositors” organized by the International Association of Deposit
Insurers (IADI) in Kuala Lumpur, Malaysia, in November 2009 and in
Arlington, United States of America, in July 2010;

Course on “Market Risk” organized by OTA, at BCU, 28 and 30
September 2010;

Course on “Operating Risk” organized by OTA, at BCU, 27-29 July
2010.









3.3 Bank Resolution Process

Throughout 2010 the Corporation has carried out activities in connection with the PRB strategic objectives.
Different levels of progress were attained, depending on the scope and complexity of each strategic objective.

ANALYSIS OF LEGAL AND REGULATORY FRAMEWORK

The data-gathering stage concerning legal and regulatory framework
on bank resolution has been completed. As a result of this work, the
need to propose certain legal amendments has arisen. For this task,
the advice of a well-known Banking Law expert has been ensured.

All amendments proposed will be submitted for the analysis and
evaluation of the other participants of the financial safety net (Central
Bank of Uruguay and Financial Services Agency), as well as the
authorities of the Ministry of Economy and Finance.

DESIGN OF THE BANK RESOLUTION OPERATING PLAN

Throughout 2010 the Corporation’s professional team assigned to
this area has worked under the advice of a consultant from the OTA
in the design of bank resolution operating plans. This consultancy

RELATIONSHIPS WITH SSF

Progress has also been achieved in connection with the agreements to
be entered into with the Financial Services Authority for participation
during the solution procedures application stage. Certain details
are still to be adjusted before the authorities sign the respective
Memorandum of Understanding.

COPAB

will continue during 2011, and it is expected to end in 2012 with
the preparation and further approval of policies, manuals, and
instructions for the different processes.



O

PLAN FOR TRANSFER OF BANKS UNDER CURRENT LIQUIDATION

The COPAB and BCU authorities have entered into an agreement
establishing the terms and conditions for transfer of management
of those failed financial institutions currently under liquidation,
pursuant to section 50 of Law N2 18,401 of 24 October 2008. Details
are being adjusted for an effective transfer.

Since the terms and conditions for the transfer have been agreed,
any new case of a failed financial institution to be liquidated will be
managed by COPAB, according to the abovementioned section 50.

SPECIFIC TRAINING

The following training courses were undertaken in connection with Bank Resolution issues:

@ Seminar on “Crisis Program for Central Bankers, Financial
Regulators & Supervisors, and Deposit Insurers”, organized by the
Toronto Leadership Centre in association with the World Bank, at
BCU, 8-11 September 2009;

@ Consultancy on Bank Resolution aspects by experts from the OTA,
October 2009;

@ Seminar on “Resolution of Problem Banks” organized by IADI in
Arlington, United States of America, April 2010;

@ Course on Mergers and Acquisitions organized by UPAE, School
of Economics and Management, Universidad de la Republica, April
2010.
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