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Protection of Customers’ Funds in

Electronic Money .

a myriad of regulatory approaches

What is electronic money?

"‘Stored value or prepaid product in which a record of funds or
value available to the consumer for multiourpose use is stored on
an electronic device (which might be a prepaid card, chip or
mobile phone) owned by the consumer”

(Bank for International Settlements, 2004)

Electronic money presents risks for customers...which
have been addressed by regulators in different ways

1. LIQUIDITY RISK

-------------- d The solution

Clients may not be able to Restrictions on use of the
access their funds upon funds: e-money providers
demand if the electronic cannot grant credit

money provider does not

have sufficient funds E-money providers must hold

funds equal to 100% of the
electronic money float in safe,
liguid investments. The
preferred choice is bank
deposits, but some countries
opt for more diversification

PERMISSIBLE INVESTMENTS FOR ELECTRONIC MONEY FUNDS
LEVEL OF DIVERSIFICATION SET OUT IN REGULATION

-Only bank deposits, «Only bank deposits, «Diversification among
no additional no diversification several asset classes

diversification among several (bank deposits,
credit institutions Govermment Securities or

other authorized assets)
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2. RISK OF INSOLVENCY OF THE
ELECTRONIC MONLEY INSTITUTION

-------------- »
If the electronic money Requirement to isolate and
provider becomes insolvent, ring-fence customer funds
customers funds may be from the issuer’s assets
used to meet the providers deposits, but some countries
obligations and customers opt for more diversification

may lose their funds

RING-FENCING MECHANISMS IN SELECTED COUNTRIES

Ring-fencing mechanism

Colombia Afghanistan In countries with a trust/fiduciary
India Ken\/a contract, the trustee/fiduciary is...
WAEMU Malaysia .
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s Uruguay Malaysia

Paraguay
EU Peru
Indonesia Paraguay US
Philippines Peru
Turkey UruguaL . E-money provider .Any authorised legal person
. No ring-fencing E-money Law includes
provisions specific provisions on

ring-fencing
.The provider is reguired .The provider is required to
to place funds in a frust place funds in a fiduciary
account account (fideicomiso)

RING-FENCING ARRANGEMENTS (TRUST AND FIDUCIARY CONTRACTS)
IN THE CONTEXT OF ELECTRONIC MONEY

Cash transfer (cash-in) "
‘ oy O
Issuance of electronic money

Customers Provider

Customers’ funds
% Customers’ funds (in trust/fiducia)
(upon insolvency)

Trustee /
Fiduciary

3. RISK OF INSOLVENCY OF THE BANK(S)
WITH WHICH THE FUNDS ARE PLACED

-------------- d The solution

If the bank where e-money Deposit insurance

funds are deposited becomes Capital requirements might
insolvent, customers may lose be imposed at the time of
their funds authorisation and/or on an

ongoing basis

Additional requirements on
the number and strength of
the banks where the funds
are deposited

DEPOSIT INSURANCE OF ELECTRONIC MONEY FUNDS IN SELECTED COUNTRIES

Afghanistan* Paraguay e « Colombia
Brazil Peru India
Bl Philippines
Indonesia Turkey *Kenya
Malaysia Uruguay US
« WAEMU
Direct insurance: Individual . Indirect or passthrough insurance: full No explicit Not covered by
electronic money accounts protection i1s provided for the ultimate deposit insurance deposit insurance
are directly insured up to the individual customers, and not for the
coverage limit intermediaries
* Afghanistan and the European Union allow funds to be covered by a private insurance policy
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Funds must be placed in al least four banks, each of the them holding max. 25% of funds.
At least two banks must be strongly rated
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