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FDIC

Federal Deposit Insurance Corporation
550 17th Street NW, WaShingtOn, D.C. 20429-9990 Office of International Affairs

April 14,2011

Ms. Yvonne Fan
Central Deposit Insurance Corporation of Taiwan

ClR4@cdic.gov.tw

Dear Yvonne,

I would like to thank you for supporting the IADI Training Seminar by speaking at the
Deposit Insurance Assessments and Fund Management Program hosted by the FDIC in
April 2011. The 3-day event was attended by over 60 participants representing 32
countries and included bank supervisors, central bankers and deposit insurers. The
assessment surveys from the seminar overwhelmingly evaluated the program as
outstanding, and all of the invited speakers received the highest evaluations.

On behalf of IADI’s Training and Conference Committee, the Federal Deposit Insurance
Corporation extends sincere appreciation to all of our presenters for speaking at this
program. The shared knowledge and experience of each of the member organizations is

critical to the continuing success of IADI Training Programs. We look forward to the
opportunity to host you and other participants from your organization at future events.

Sincerely,

Frsih d. G )

Frederick S. Carns, Jr.
Director
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FDIC

Federal Deposit Insurance Corporation
550 17th Street NW, WaShingtOn, D.C. 20429-9990 Office of International Affairs

April 14,2011

Ms. Lisa Hsi
Central Deposit Insurance Corporation of Taiwan

C216@cdic.gov.tw

Dear Ms. Hsi,

I would like to thank you for supporting the IADI Training Seminar by speaking at the
Deposit Insurance Assessments and Fund Management Program hosted by the FDIC in
April 2011. The 3-day event was attended by over 60 participants representing 32
countries and included bank supervisors, central bankers and deposit insurers. The
assessment surveys from the seminar overwhelmingly evaluated the program as
outstanding, and all of the invited speakers received the highest evaluations.

On behalf of IADI’s Training and Conference Committee, the Federal Deposit Insurance
Corporation extends sincere appreciation to all of our presenters for speaking at this
program. The shared knowledge and experience of each of the member organizations is

critical to the continuing success of IADI Training Programs. We look forward to the
opportunity to host you and other participants from your organization at future events.

Sincerely,

Frsih d. G )

Frederick S. Carns, Jr.
Director
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International Association of Deposit Insurers

Deposit Insurance Assessments and Fund Management
Federal Deposit Insurance Corporation, Arlington, VA, United States

5-7 April 2011

Tuesday, 5 April

Deposit Insurance Funding

08:30 - 09:00

09:00 - 10:00

10:00 - 10:30

11:00 - 12:00
12:00 - 1:30

1:30-2:30

2:30-3:30

3:30-4:00
4:00 - 5:00

5:30-7:30

Welcome and Announcements
Overview of Deposit Insurance Fund Management
Gail Verley, Senior Advisor, Federal Deposit Insurance Corporation,
United States
Break & Group Photo
Deposit Insurance Funding
Kyoungho Kim, Head of Risk Management, Korea Deposit Insurance Corporation
Lunch Break
Deposit Insurance Funding
Konrad Szelag, Policy Coordinator & Seconded National Expert,
European Commission
Tom Vice, Vice President of Finance and Administration & Chief Financial Officer,
Canada Deposit Insurance Corporation
Break
Diane Ellis, Deputy Director, Financial Risk Management & Research, Federal Deposit
Insurance Corporation, United States
Reception
FDIC Virginia Square Foyer

Wednesday, 6 April

Deposit Insurance Assessment Methods

08:30 - 09:30

09:30 - 10:30

10:30- 11:00
11:00 - 12:00

12:00 - 1:30

1:30-2:30

2:30 - 3:30

3:30-4:00
4:00 - 5:00

5:00

International Association
of Deposit Insurers

Establishing a Differential System
Camilo Hernandez, Department of Risk Evaluation, Fondo de Garantias de
Instituciones Financieras, Colombia
Transition from Flat Rate System to Differential System
Bahkyt Mazhenova, Chairman, Kazakhstan Deposit Insurance Fund
Break
Enhancing a Differential System
Sandra Chisholm, Director of Insurance, Canada Deposit Insurance Corporation
Lunch Break
Large Bank and Small Bank Considerations in a Differential System
Diane Ellis, Deputy Director, Financial Risk Management & Research, Federal Deposit
Insurance Corporation, United States
Developing and Maintaining a Differential Premium System
Rafiz Azuan Abdullah, General Manager of Insurance, Risk Assessment & Monitoring,
Malaysia Deposit Insurance Corporation
Break
Panel of Day 1 and Day 2 Speakers
Moderator: Yvonne Fan, Director of International Relations & Research,
Central Deposit Insurance Corporation of Taiwan
Day Two Concludes
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Thursday, 7 April Operational Issues, Cross Border Considerations, and Current Challenges

08:30 - 10:45 Operational Issues of Fund Management
Marina Zinovina, Deputy General Director, Deposit Insurance Agency of Russia
Dr. Steffan Totzke, Director for Client Relationships, Deutsche Asset
Management International, GmbH
Ridvan Cabukel, Deputy President, Savings Deposit Fund of Turkey
Wan Ikram Wan A. Lotfi, Chief Financial Officer, Malaysia Deposit
Insurance Corporation

10:45 - 11:00 Break
11:00 - 12:00 Cross Border Considerations
Dirk Cupei, Director, The Association of German Banks
12:00 - 1:00 Lunch
1:00-5:00 Funding and Assessments Affected by Current Challenges in Regulatory

Reform and Systemic Crisis
Moderator: Gail Verley

1:15-1:45 Soichi Sato, Senior Advisor for the Treasury Department, Deposit Insurance
Corporation of Japan

1:45-2:15 Lisa Hsi, Assistant Director of Insurance, Central Deposit Insurance
Corporation of Taiwan

2:15-2:45 Konrad Szelag, Policy Coordinator & Seconded National Expert,
European Commission

2:45-3:00 Break

3:00-3:30 Diane Ellis, Deputy Director, Financial Risk Management & Research, Federal Deposit
Insurance Corporation, United States

3:30-4:00 Alex Kuczynski, Director of Corporate Affairs, Financial Services
Compensation Scheme, United Kingdom

4:00 - 5:00 Questions & Answers

5:00 - 5:30 Evaluation and Closing

6:15-9:15 Depart from VS to FDIC Main Building

Dinner at FDIC Executive Dining Room

Welcome Remarks - Martin Gruenberg, Vice Chairman, Federal Deposit
Insurance Corporation, US & President, IADI

Keynote Speaker - Mark Neale, Chief Executive, Financial Services
Compensation Scheme, United Kingdom

International Association
of Deposit Insurers
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The Funding and
Risk Premium System in Taiwan
and CDIC’s Challenges

Central Deposit I nsurance Cor poration
7 April 2011
LisaHs
Assistant Director
Business Department

Presentation Overview

U CDIC profileand the status
of the deposit insurance fund

U CDIC’s premium system

U Conclusions
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§ Government agency

I ntroduction of CDIC (Taiwan)

§ Competent authority
 Financial Supervisory Commission (FSC)

§ Mandate

» Handle deposit insurance issues
* Control insured risks
+ Deal with problem financial institutions

Risk

Minimizer

§ Membership
» Compulsory application, but subject to CDIC’s on-site
inspection and review

* Number of member institutions. 392 (as of 02/28/2011)

Membership | Competent Types of
types authority member ingtitutions’ No
General Financial | ¢ Domestic banks 38
financial Supervisory | « | ocal branches of foreign banks 27
institutions | Commission - -
* Credit cooperatives 26
Agricultural Council of | * Credit dept. of farmers’ associations 276
fi ial ; " - -
in:iiﬂglc?ns Agriculture |« Credit dept. of fishermen’s associations | 25
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Coverage & Premium

§ Coverage
* Blanket guarantee from Oct. 2008 — Dec. 2010

o After Jan. 2011, NT$3million
(about US$100,000)

DOUBLE
Coveragelimit NT$ 1.5 million before crisis
§ Ex-ante funding

» Risk-based differential premium system
« Assessment base: dligible deposits

Bank DIF Agricultural DIF
* Target ratio: » Target ratio:
2% of covered deposits 2% of covered deposits
* Amount: * Amount (including
(as of 02/28/2011) public fund ):
U -1.8 billion (as of 02/28/2011)
S$ l US$ 0.8 billion; ratio:2.3%
. =
clrf;?xjﬁtfé?e ntarnziicral Asszcistion
of Depost Insusers

6
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Sour ces of Deposit | nsurance Fund

Normal time ‘ Regular premium

» Bank business tax

Systemic crisis - revenue
» Special premium

§ Development of CDIC’s premium

system

§ Current premium system

Infarnziicral Asszciztion
of Deposit nsuers

»
{IADI
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Development of Premium System
Sep.1985~June 1999

8 Adoption of flat premium rate at the beginning of
CDIC’s establishment in 1985

09/1985 0.05% of covered deposits

07/1987 Vo|untary Flat rate 0.04% of covered depOS|tS

01/1988
= 0.015% of covered deposits

06/1999
k IWW
9

Development of Premium System
July 1999~June 2007

§ Adoption of risk premium ratesfrom July 1999
» Member ship was changed to compulsory in Jan. 1999
» Complement measur es of the compulsory system

0.015%, 0.0175%, and

07/1999 > !
Risk-based 0.02% of covered deposits
Compulsory (9 groups/
012000 S1evE9) 0,059, 0.055%, and 0.06%
06/2007 of covered deposits
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deposits

in excess of the coverage limit

Risk-based
rates of
covered
Compulsory deposits
07/2007 application e
= but subject to Slevels)
12/2010 CDIC’s Flat rate of
review eligible
depositsin
excess of
11 cover age limit

Risk-based
rates of
covered
deposits

(9 groups
5levels)

Compulsory
application
but subject to
CDIC’s
review

01/2011

Flat rate
of eigible
depositsin
excess of
cover age

limit

present

12

41
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Development of Premium Rate
July 2007~Dec. 2010

§ Assessment base was shifted from covered depositsto eligible
8 Risk ratesfor covered deposits & aflat ratefor eligible deposits

8 Increase of premium levels and spreads

S

Type of Risk-based Flat
financial rate rate
institutions
0.0025%
Banks, Credit 8822? 0'04? (0.005%
Cooper atives K20y (0550 after Jan.
0.07%
2010)
Credit Dept.
of Farmers’ 0.02%, 0.03%
and 0.04%, 0.05%  0.0025%
Fishermen’s 0.06%
Associations
T——

Current Premium System

Type of Risk-based Flat
financial rate rate
institutions
0.05%, 0.06%
0.08%, 0.11%
0.15%

Banks

0.005%
Credit
Cooperatives

0.04%, 0.05%
0.07%, 0.10%
0.14%

Credit Dept.
of Farmers’
and
Fishermen’s
Associations

e

0.02%, 0.03%
0.04%, 0.05%
0.06%

0.0025

o



Reform of Premium Ratein 2011
§ Background
» Toacceleratethe process of making up for deficiencies
in thebank deposit insurance fund
» Toachieve 2% target ratio by request of the Parliament
» To provide better incentivesfor member institutionsto
enhancetheir operations
§ Key features of adjustment
* Increasethe premium rates and expand the spreadsfor
banks and credit cooper atives
» Chargedifferent ratesfor different member categories
* Double premium income

»
DOUBLE {IAD

Internaticral AsscoiEtion
of Depestt Insuers

13

Planning Pr ocess of
Rate Adjustment in 2010

Drafted proposal to raise premium ratesin
consider ation of member’sfinancial burden

Consulted with the Bankers Association and related
competent authoritiesregarding CDIC’s proposal

Sent trial balloonsthrough mediato know public
opinions

Held public seminarsto fully communicate with all
member institutions

- »
e (IADI

Infernaiicnal Asszoiction
of Deposit Insysers
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Keysfor Successfully Raising the
Premiumsin 2011

§ Support from related competent authorities &
the Parliament

§ Active communication with member institutions
and Bankers Association

§ Better domestic economic and financial
conditions

a. A good timing for raising the premium rates
§ Emphasison the user pay principle

Premium | ncome
2006~2011

Unit:US$ Million

Thebiggest premium rise mmm)
since 1985

2007 2008 2009 2010 2011
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Current Risk-Based Premium Scheme

Standard Dates
of
Risk | ndicator

Risk Indicators

Risk-Based
- Premium Scheme

Other Regulationg

Inferpeiicnal AsscciEtion
of Deposit Insurers

Risk Indicators|
§ Capital Adequacy Ratio (CAR)
— Affordability of risk
» Objective
+ Highly recognized by financial supervisorsworldwide
» Lead member institutionsto enhance capital
§ Composite scor e of the examination datarating
system
— Exposure of risk
 Objectivity > Subj ectivity
« Effectively reflect overall operational risks
* Incorporate CAMEL Sframewor,

>
{IADI

Infarnziieral Associztion
of Depost nsuers




Risk Indicators ||

§ Capital Adequacy Ratio (CAR)
I. Well capitalized
I1. Adequately capitalized
I11. Undercapitalized

§ Composite score
|. Subgroup A:
- Examination rating of 1 or 2
- Financialy sound institutions with few minor weaknesses
[1. Subgroup B:
- Examination rating of 3 or better part of 4
- Institutions with weaknesses which could result in significant
insured risksto CDIC
[11. Subgroup C:
- Examination rating of worse part of 4 or 5
- Institutions with substantial possibility of
effective corrective actions are taken

Risk Classification

9 Risk groups & 5Stier rates

Capital Composite Score
Adequacy

Aee{IF First tier rate | Second tier rate
Well capitalized Group 1 Group 2

Adequately Second tier rate Fourth tier rate
capitalized Group 4 Group 6

o Fourth tier rate
Under capitalized Group 8
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Cut-off Points of Risk Indicators

§ Capital Adequacy Ratio (CAR)
« For banksand credit cooperatives,
CAR equalstheratio of equity to risk assets
1. Wéll capitalized :12% and over
I. Adequately capitalized : 8% to 12%
IT. Undercapitalized : lessthan 8%
« For credit departmentsof farmers’ and fishermen’s associations,
CAR equalstheratio of net worth torisk assets
1. Wéll capitalized:10% and over
II . Adequately capitalized: 8% to 10%
I . Under capitalized:less than 8%
§ Composite score
« For all member institutions
I.A: Composite score of 65and over
II. B : Composite score of 50 to 65
Il. C: Composite scor e of lessthan 50

§ Capital Adequacy Ratio (CAR)
— Based on financial information of member’s
call reportsasof March 31 or Sep. 30

§ Composite score

— Based on the latest examination data under
the examination data rating system as of May
31 or Nov. 30
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Other Regulations|

v Punitive Regulations

§ Member institutions cannot publicly announce
their composite score

- If amember institution publicly announcesits composite
score, CDIC may raisetherisk premium rate by 0.01%
as a penalty of violation

§ Member institutions have to pay their premium

on time

- If amember institution does not pay its premium on time,
CDIC may raisetherisk premium rate by 0.01% asa
penalty of violation

Inferpeiicnal AsscciEtion
of Deposit Insurers

»
{IAD

23

Other Regulationsl| |

v Requests of Review

e Term for CDIC Before premium payment
to accept request deadline (Jan. 31 & July 31)

« Forms of request only onereview per term

b By written notice

review Review Committee

* Special unit for b Premium Rate
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Current Distribution of 5 Tiers

%

50%f
45%
40%
35%][
30%j[
25%][
20%(
15%r
10%r

5%}

45.1%

O First Tier

W Second Tier
O Third Tier
O Fourth Tier
B Fifth Tier

First Tier Second Tier  Third Tier Fourth Tier Fifth Tier

{ADI)

Changesof 5-Tiered Distribution
during Recent 5 Years

——Fist Tier

—#—Second
Tier
—&—Third
Tier
—&—Fourth
Tier
—¥—Fifth
Tier

2007 2008 2009 2010 2011
LADT =05
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Conclusons

U Increasing premium rates during better economic
and financial conditions can reduce the pro-cyclical
effects of funding

U Widening tier rates and spreadsin phases can
reduceresistance from member institutions

U Enhancing communication and reaching consensus
with stakeholder s can implement the new scheme
mor e smoothly

U Funding of the deposit insurance system should be
based on the user pay principle ==

Thank You!
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