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Financial Safety Net in Taiwan

Council of
Agricultiire

Insured by

Insured by
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Note: The Ministry of Finance is the il S LR e
“:.7:;Mare on micro-prudentia Mare on macro-prudential
gl;aléantarof loans from Central Bank to [ " Regulation & Supervision Regulation & Supervision

Bank Resolution History

PRGALN

Cant Dot Dwaraner Goep,

= Before deposit insurance system in place {~ 1985)
icy/admini jve.guidance he go

no failure cases during this peried

" Inthe period after compulsory DIS (1999~2001 )
* CDiCresolved problem insured insitutions by P&A t 154

* No market mechanism before 2001

g Financial Restructuring Fund (2001"‘20(1
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Establishment of Financial Restructuring Fund 1|

(FRF) Hamans

« Real estate market mired in recession after * Unqualified member Fls in
the burst of economic bubbles in late 1990°s | | voluntary DIS became a
+ Situations exacerbated by 1997 Asian | member in compulsory DIS
financial crisis | and continued deteriorating in
* The shock of big earthquake in Sept. 21, business
1999 further impacted real estate market * No PCA mechanism for
* Bad [oans continued soaring, but no NPLs 1 problem Fis to exit from
secondary market until 2002 market until net worth turned
« Rampant rumors of domestic systemic negative
financial risk

Government appropriated;::US 8.3 hillion
to provide blanket guarantee for bank ]

Management Structure of FRF

PRIFARFELE

Caotal Derost Tsranct Gy,

CUURRFL T
Managem'ent Committee
--{9 - 13 members)

. : Appr_a_isal_ Su bc'o_m.n_'l'i_tii:eé | .

“*Negative net wo

‘s«Unahle'to pay debts .
+Significant deterioration in business or
:financial status, unable to continue operation
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Cantral Deowt nsuranca Con.

Il. Resolution Mechanism under FRF

- Conservatorship and P&As

First Step of Bank Resolution w

- Conservatorship ] PemnEmca

Canrad Deposit nsarance Conp.

Ongoing Risk
Management > | B
Conservatorship
On-site
guidance
Off-site
guidance
Self-

assistance

On-site
inspection

10




First Step of Bank Resolution
- Conservatorship (cont’d)

[ P RAINRRLE

2 Cartsl Daoa’t nbatancs Cork.

. BankingAct:
. PCA M'E_c'ha_nié'm o

PRERENLT
'Open bank assistance’
' sis) -
Entrusted
bank
| makes -

payout on Conditions: '

behalf of businesses, ePrablem bank is
PrintBmail 1 coic tegies f¢ good:assets critically under-
letter notices approval and some capitalized and put
to depaosi ; under conservatorship
including Receivership *Bank failure will trigger
paygut i Due diligence by potential investors a systemic crisis
amount — : =Competent authorities

T { Decide reserve price _deem it non-viable and

Monday: i Open bid
Depositors e e
receive { Sign P&A contract with bid winner
notices and
can receive ! Settlement
payout CDIC continues to deal with
payment 5pn || ineettlement items
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P&A - Types of P&A

hARRIAY

Gt oot poaeanet Cors.

Credit

Credit departments of

Banks T farmers' & Methods
cooperatives

fishermen's
associations

Whole bank P&A
and Partial P&A

Whole bank P&A

L and Partial PRA
Partial P&A and P&A with put hack

2008 3 option
a0 ] g CREEE L partial PRAT A
Subtotal 9 9 -
Trotal | T L B

P&A - Outsourcing

7 aadode 1]

Coveal Epin sarios Carp.

* Methods of resolution

employees of problem insured institutions

* Sell the target insured institutions through op > b:
negotiations




P&A - Designing Transactions

PRFUFAELT

Cortrad Diaonic narweta fry,

Objective: To maximize the successful rates of open bids through

f the assets,

* “Good Bank” includes assets and liabilities, excl

"BagSBank" consists of NPLs and certain real esta

P&A - Strategies

PRENRRCS

il Camrat Dupaurs st aees Cory.

operations in one tranche (in principle)

¥v" Community Fls : Whole in one block




W Bank

Original Number of
Branches

X Bank

P&A - Incentives for Good Bank- Branch Licenses

Y Investment
and Trust
Companies

Z Bank

Branch relocation
without restriction*

Branch relocation
only within the
same city

8

Others

*Limitation Branch relocation
with geographic
restriction

Same as

W Bank

branches allowed
to be relocated to

Taipel metropolitan.

P&A - Incentives

)
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Bid Strategies for Failed Banks Il B et

Beseuirs Py

Failed Banlks Good Banks Bad Banks




Bid Strategies for Failed Banks Il .

Comrad Saot marma Cor.

Failed Banks Good Banks Bad Banks

Employees’ Rights & Interests e

Caneal Dagast peamees Cory.

to the employees

least one year

= To convince the buyer to compensate fi

losses caused by the severance of tl

Ty oAy
(Fg o0



Key to Facilitate P&A — External Factors

haFnzaLn

Crrtal Dt raranca Cony..

ke_t conditions

Key to Facilitate P&A — Internal Factors

PRERRALE

il Corsatnzoun Bsmna o

= Well-designed disposition plan




Problem Insured Institutions Resolved by FRF ‘h

0 REXRBLI

el Contral Deacuit msrance Corp.

The Financial Restructuring
Fund was set up in July 2001

i e SR B T T

—— Numberof
Problem
Insured
Institutions

m 56 Problem Financial Institutions -
‘were resolved by CDIC since 2001 |-

e " b1
e S -~ e

Better Banking Conditions

- High BIS%, Low NPL% & High Coverage% [g sxsnanca
BIS Ratio & NPL Ratio Coverage Ratio

year 2009 2010 2011 2012 2013
== BIS Ratio of Domestic Banks (%) == NPL Ratio of Domestic Banks (%)

=== Coverage Ratio of Domestic Banks (%)
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Effectiveness of FRF

FRIFRIRIACT

Cortrat Bepot miaine Sorp.

* A systemic banking crisis successfully resolved

oothly from the

ts were safeguarded

« Over 6,800 (67%) employees of failed financial institution

were rehired

» Total resolution cost to 2011 GDP was only




Future Perspectives & Lessons Learned [

SREFNEENT

Loks Bont aarma .

» Strengthening resolution mechanism for dealing

= To establish clear regulatory policies on the procedure and
criteria to trigger the extraordinary measures for

systemic crisis

Future Perspectives & Lessons Learned © .

= Developing better risk management mechanism for DIS

self-restructuring, control insurance risk and avoid payout

loss
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] PRFRRALE

Cantrul Besaidt raarancy Gors.

Future Perspectives & Lessons Learned

banking crisis should be in place

- Effective tool kit for failure resolution should b developed

Future Perspectives & Lessons Learned
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Cant Dipdadt kit Coey.

cdic@cdic.goviw
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Designing a Payout IT System :
The Experience of CDIC

Central Deposit Insurance Corporation
July 4, 2014

Harrison Hwang
Deputy Director
IRR office

] PRARRIOAE

indacd Ceatia DepositInsvianse Copeeation

Payout Preparation
EDF Inspection and IT System
Payout IT System and Procedure

Future Direction and Conclusion
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Number of Failed Institutions psuanca

Peont eargrza Coy.

Credit  Credit depts. of Farmers' &
Coop Fishermen's Associatio

Year Banks Methods

Payout Preparation
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Schedule of Payout Preparation

1 PRTIREELR

ol ot Duaonit nauranes (hry.

Amendment the Deposit Insurance Act (DIA)

m EDF requirements
v'Insured institutions shall establish the electronic data
files (EDFs) on deposit and other related items
according to the file format and content stipulated by
CDIC to facilitate CDIC’s calculation of the payout
amount.
v CDIC may request the insured institutions to provide the
EDFs as needed.

m EDF verification
v CDIC may inspect the content of the EDFs of an insured
institution to ensure their accuracy.
v'If an insured institution fails to establish or refuses to
provide EDFs, CDIC can ask the competent authority to
levy a fine.




EDF Operating Standards (1)

n Issued operating standards for EDF establishment by insured

Institutions and required all insured institutions to establish
EDFs from April 1, 2008.
» Time limits for EDF establishment

lower

EDF Operating Standards (2)

= File structure design principles:
» Minimum data elements needed for
reimbursement and advance dividend payment
» Unique standard file format for all insured
institutions
> Field Coding— Codes originally established by the
relevant authorities, commonly used in the
banking sector, or self-defined by the insured
institutions
> Clear definition of fields

053




EDF Categories

s EDF Content: 27 files in 7 categories

e P - |'checking'account file, dorménta'ccoun'" le;
' _I_)__t_appmt@a’_ca_--__ | electronic stored yalue cardfile, 7

i | Deposit: :
“{aggregation data |~

EDF Establishment Method
s EDF Establishment Method

Insured Institutions should pre-design programs to
calculate interest on deposits and loans, count the balance
of deposit aggregation, and convert data formats and
contents to meet CDIC’s requirements.
= Promotion of EDF Establishment
CDIC held several seminars inform insured institutions
and Financial Information Sharing Centers(FISC) about the
content and importance of EDF establishment.
m All insured institutions have completed the required
EDF establishment and can provide the files when CDIC

requires.
10
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Insured Institution IT Systems FABARIED

EDF Inspection and
IT System

12




EDF Inspection e S

s On-site EDF inspection conducted from 2009
Reg inspection

are inspected
onduct a follow-up
at has completed

pecia Amspeci:ions.-l

v For insured institutions that face possible closure
down: CDIC inspects the accuracy of the content of
e-data files and prepares for payout. % e

13

EDF Inspection IT System

PRERERBAR

Carrsl Dupont snaranes Cary.

= CDIC developed the “EDF Inspection IT System” to
istiwith ins ).

IT System:
nstitutions’ EDFs
Insured institutions self-check their EDFs

= [nform the insured institutions to prepare data files
based on designated standard dates ( beft 1

14




EDF Inspection IT System Architecture !

Canrat it sesat e Corg.
~ Stand-alone Network
= 4 Two-tier Client-server
b EDTs text files Architecture

Dalabaso Server

PG Sarver oto Book £PU? ate} 3.0 Glldls
e RAM. 16 GR
SQL-server HDD: 146 GB 72 I's
2008 Express | Edeows 2002 Textfiles
S(JLserver 2008
o . OR
b CPU: Dt Cove et 20 617 <Gt el Cove 2 Chon TIS00220ME
S RAM IGB - RN 2GB :
| - HDDHEGE - HID250G

. DVo

Cllont

Y

] CDICHK Professional msi
Viindows nstaller
2ASKR

I [nstalled on Client

15

v Import EDF
code tabics v A

v EDF maintenance CIngure

¥ Lheck file format and uninsured
data type

v {heck content of

deposit

calculation
v Premiun:

calculation




EDF Inspection Module

rreiated
check

17

Insured Institution Self-check

e Insured institutions were requested to self-check
their EDFs with the basic version of the EDF
Inspection IT System in 2011.

» All insured institutions have been inspected at
least once by the end of 2013. This year we have
begun the second round of inspections.

18




No. of Depositors & Deposit Accounts

of Insured Institutions PamaEncs

Asat]an. 2014

30,000,000

11,000,000

10,000

330,000

250,000 | _

60,000 |~

39 Domestic Banks

PRTFRRERT

Cotlrsd DpnIs ekatittd i

No. of Banks
14 4

H depositors

# depositaccounts

e e e o

[ T T - T 1 O™ SN ¥ B o W B o ¢
O T T I




PAFRRIERT

Conrel Buaost rauramcs Corp.

Insured Institutions under Payout (1)

PRIIRALE
Wil Carras Dy wareacy g

CDIC may make advance payment against claims filed
by the depositors beyond the maximum insurance
coverage and by non-deposit creditors'to t thie

institution.

22




Insured Institutions under Payout (2

u PRITINELAET

Cortat Desaeit mearm Cory.

o Methods of payout and advance dividend

CDIC authorizes another insured institution to
handle payout to the depositors of the closed
insured institution through the opening of . -
deposit accounts with amounts equal to
payout amount. o

o Goal: Fri-Mon rapid payout l‘lﬁ__l___.‘,
23

Payout & Advance Dividend IT System

¥ PRuRRALE

Goorst Descnlt e argmey oy

o Timeline for development of the Payout & Advance

d and deployed in
CDIC’s intranet for overall test.

¢ 2010-2013: Seven payou

24




PADS Architecture b

Insured Institutions Depositors _Digital Certitieate Card

Trrces

ki

[oaTETe
[=)
]
Dl
-}
It
e
el
o
-
0
&
-
s
@
=1
+

Call * E

Center:
_— 1

- FIEERIET
4 Do 3 6 4w 22

L P R P P L e ST P IE T

oo

Leaseline & Intranet

¥

Depositor
On-site
Claims

PADS Functions & Payout Procedure (1)

1. Final business day (Friday):
 Ask the closed institution to prepare the EDFs and
other relevant information.

« Import the EDFs to the EDF inspection system to
verify the accuracy and completeness, then bulk
copy the clean data from the EDFs inspection
system to the PADS database.

26
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PADS Functions & Payout Procedure (2)

Z. Processing insured funds with PADS (Sat - Sun)
* Aggregation
« Offset claims against liabilities before making
payout
» Calculate payout amounts for each depositor
« Withhold reimbursement for contingent claims

» Print payout notification and payment application
forms

27

PADS Functions & Payout Procedure (3)

£ PRETURBLE

s DR Wsarwact T

3. Payout and advance dividend stage: (Monday- )

of controverswl data and recalculatlon of payout

amounts are processed online.

v'Payout locations are set up at branche :
closed institution with PADS access:th
branch’s leased line.

28
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PADS Functions & Payout Procedure (4) !

PAFURIETR

Cantad Daamad) pesoesnast Coes.

management reports.

29

PADS Functions & Payout Procedure (5)

RTNRALE

Conral Depaets waranes Carp

6. Payout and completion of resolution:
- Printing and exporting unapplied payout apd
unclaimed dividend data for lodgment.. .-

30




PADS Main Menu

FAGRRRLD

Cortad Cusnt mawvsres Corh.

£

1B RO SME- SRe- -

sthvtion ifo ard poamcter
EBuk copy [CT's and mentan data ;
b Aggregation v BREAITE: s0x0t0
Ei;f:s vihhod - | AR A\ Bk
4t & Calculate Payout ard Advance amaunt BB 109087
7 (b Qey and Repert TSP
i & Clovms via the Tikent FMBTETT | SR RS ik
1 |+ B seore vakie Cerd Payout Frocess _ BEEIEEME 100 v 0 BNEER 10 00 BN AL B RRTE
1 3 T8 Urste Clam asd data mantan process

3 Cal Contze Sarvice Query
7 4 Payett chack and funé mantan
5 U Dady Settlament
5 [ Diterest Beeine Tax
s B ConsLEvdh ather Instoutian Frocess
% Hear Parmicion and Sydem Taagement

|
|
|

31
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Depositor Claim Filing

o Online: Application via website + remittance
Depositors log-in to CDIC’s PCS website to query
personal information and enter numbers of deposit
accounts at other banks, then CDIC will remit the
claimed amount to the account designated by the
depositor.

a By Mail: Application by mail + remittance: No need to
append the original deposit certificate

o On-site: Apply at the counter + remittance or check:
Depositors objecting to payout amount or who have
matters that require counter handling can apply in
person for payout at CDIC payout locations with
certifications of ID, eligibility and original
documentation of the related certificate of rights.

U85
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PCS Webpage (1) A

Cartsi Depact murora (oey.

= Two way tolog-in:
- CDIC edlted deposxtor payout number

| Gt B Candn
g Msana 20 ved gormeed

A Frg sty i B

¢ PR R T YRR TAN (R .
* ETESTHI NN TR ENTAR,
FEFHPERRE RANREA A

LESETUIIE e ok o

B AT
TUANEAVBF Y o Nadra I Faens FUE Finkon VT TRY

o FLPREET
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PCS Webpage (2)

] RN RRRL

Gantw Depors Paranen Gorp.

s Login with Digital Certificate
* User mserts a Dlgxtai Certlflcate card into a card reader, then
( stomer ID No.

Cicsa Dighef Certlinat Card egn

Poseint o Cmaligia St Cad it fezady éefd%z*@ shumtas”

SRFRREGENE MRS
SUEBE SRR BLEY TR Y Rl
;viﬁﬁgmﬁa-ﬁﬁm GRS ERETHEIE o s




PRFERIAR

PCS Webpage (3) .

¢ User can confirm personal information, query deposits
and loan details and enter the numher of a deposit

LRIl | e

HHEIRN AT

ERVEISNTIG ALURTIREEIE L
fZmnAR T TRt ) STV R - LOSTeEeY e lEE { k41 8 -

fladcairrtipn R b bl L]
IR ALGIFPEEE - L ACOIRISEL
r Rt
IMAIL TS
emsiom

*SE'{? ENSEERARE ¢

r&{]u’ .
*mrummm

FUETEERE N - T BN - ot

e EPE N G TN T SR - BN TR AE I -

Future Direction (1)

N PRENAALE

st Desoe Pearo Cory.

= Conduct regular payout simulation exercises and improve
: g banking practices

maupERSS

On site inspection

Cd

Inspection System

Errors or problems




Future Direction (2)

1 AGaRRLE

a failing bank
r bank resolution

v" Using the existing payment and settlement
system of closed institutions for cash payout.

37

Conclusion

w Legally require insured institutions to establish e-
data files in advance
m Establish an IT system to assist with handling e-data
inspections and management
= Conduct inspections and pay attention to the
revision of deficiencies by institutions
= Design an efficient IT system for payout

= Regularly conduct payout simulation exercises

33
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Thank You!

cdic@cdic.gov.iw X
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Overview of Agricultural
Financial System in Taiwan

David Sun Chairman
Central Deposit Insurance Corporation (CDIC)

July 7,2014

1.Supervision and the Status of Agricultural Financial System
2.CDIC’s Risk Management of Agricultural Finance
3.Resolution Mechanism of Agricultural Finance

4, Conclusions




1.Supervision and the Status of Agricultural
Financial System

mStructure of the Agricultural Financial System

P
The Central Competent Authority— Council of Agriculture(COA)
ceC The Bureau of Agricultural Finance(BOAF)

= 57 Delegation of
Target Decentralized Superyision & Supesvision Examination
Supervision Managefnent Investment & Donation

Local Competent Authority i . i

The government of special :ﬂ:‘o':u;hlna Donatior) Agricultural

municipalities, county and ﬂhn Si.l‘ = i *redit ] gr::r‘:meeFund

; e Superior antee Fun
municipal governments i "’m) Gl Deposit
iR P s Déposit | Insurance
upervision =Transfer Deposits. y ]
Guidance Investment e isiions ge"'tm Do:::ir:: = C/orp.
e uarante: . 1
-g';:;’:cr:::; Info using A/ DEPOSH
Insurance
Credit Departments of Farmers and Fishermen’s Associations(Credit Department)
(Total 303, with 1,169 Service Spots)
I J
l Financial Services
[ﬁm\m"' 2rs and Fishermen ]
(Relevant Enterprises)

4
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ZEE | Authority’s Supervision Mechanism

Unified Management

e Originally, Credit Departments were supervised by the
Ministry of Finance. For the purpose of unified
management, the authority of the Credit Departments
was changed to the Council of Agriculture in
coordination with the implementation of the Agricultural
Finance Act on January 30th, 2004

* The Bureau of Agricultural Finance takes responsibility
for the supervision of agricultural financial institutions,
facilitating the policy-oriented agricultural loans,
constructing an integrated as well as safe and sound
agricultural financial system

u Authority’s Supervision Mechanism(con’t)

Main Supervisory Measures

* Delegates FSC to implement on-site examination of the Credit
Departments according to the Article 7 of Agricultural Finance
Law

* Together with local competent authority and the Agricultural
Bank of Taiwan , inspecting the Credit Departments to realize
their operation condition and the problems which they are
facing

* Applying off-site monitoring and Call-report Mechanism to find
out the potential risk and rectify related risk

* Issuing guidance to request the Credit Departments to
take corrective actions

072
U
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E Authority’s Supervision Mechanism(con’t)

While the Credit Departments violate laws, regulations, or
engage in unsound business operations, the Supervisory
Authority may adopt measures as follow: :

— To order the Credit Departments to get improvement
within a specific period of time

— To issue corrective actions

— To impose fine

— To restrict some businesses of the Credit Departments

— To remove the responsible person from his/her position

— To discharge directors and supervisors or suspend them
from performance of their duties for a specified period
of time '

Role of Farmers’ and Fishermen’s Associations

aids

Operating Marketing *Encouraging Assisting farmers
agriculture Transporting agricultural and fishermen
financial Ware-housing, extension, training in insurance affairs
businesses Processing, and farming

Manufacturing production

Exporting and *Promoting rural

importing agricultural culture, medical

and livestock and health services, | s

products welfare and relief

2014/9/29



Performance Statistics of Credit
Departments of Farmers’ and Fishermen’s Associations in Taiwan

Characteristics of Agricultural Finance:

* Easily influenced by season changes

* Small scale of assets and equity, limited business
scope and region

* Lower competitive strength, higher risk, and higher
Non-Performing Loans rate, compared with the other
financial institutions in Taiwan financial system.

u) Performance Statistics of the Credit
epartments of Farmers’ and Fishermen’s Associations in Taiwan

1.Assets scale enlarge continuously

Total Assets of Credit Department of Farmers’ and Fishermen’s Associations
Unit :Millions of
NT Dollars TI'EI'Id

1,900,000

1,832,461

1,800,000 - / '_-—-—‘
1,700,000 /
1,600,000
o 55/
1,500,000
1,400,000 1,359,365 /

pa—
1,300,000
1,200,000
1,100,000
1,000,000
L A A R SR S R A
¥
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Performance Statistics of the Credit
E IDepartments of Farmers’ and Fishermen’s Associations in Taiwar

2.The Scale of Deposit and Loan increases continuously

unit:milionsof  Trend of aggregate deposit and loans amount of Credit Departments of
N Dolfar= Farmer’s and Fishermen’s Associations
1,800,000 100%
1,658,459
1,600,000 2" | oo
4050 1,355‘33/ .
W L 70%
1,200,000
1,000, 53.93% 54,34% [ 60%
000
T & T YCL
A — Vg & T pee e BT @ | so = Deposit
e g ALem 736,939 == 201212
’ Y TR __._..--..._.._.._..—.—-—"-' | 4o =% Loan
Be._ 558,237 _— )
600,000 Bl T
eposit
400,000 r 20%
200,000 F 10%
0 0%
N b & 2] o L Sl S S ] 3 3 M
PR T
&

11

= Performance Statistics of the Credit Departments of Farmers’
and Fishermen’s Associations in Taiwan

3. Average BIS ratio raises continuously

Trend of Average BIS ratio of Credit Departments of Farmer’s and
Fishermen’s Associations

14%
13.75% 13.17%
. /0———0—-._____*___4
}L/{

. /——/
1% B V
10%

%%

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 March, 2014
12 12
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18%

16%

14%

12%

10%

6%

4%

2%

m Departments of Farmers’ and Fishermen’s Associations in Taiwai

Performance Statistics of the Credit

4.Average Non-Performing Loans ratio decreases
continuously

Trend of Average ratio of Non-Performing Loans of Credit Departments of
Farmer’s and Fishermen’s Associations

18.47%  18.60%
G
\._*‘__‘:“__“43:‘”
& g & & & & & & & N & N = N
L L L o B3 L3 L L » L o o o §fy“
13 13

m)epartments of Farmers’ and Fishermen’s Associations in Taiwan

Performance Statistics of the Credit

5.Average coverage ratio to Non-Performing Loans
increases gradually

Trend of Average coverage ratio to Non-Performing Loans of Credit
Departments of Farmer’s and Fishermen'’s Associations

296.04%
st

1880%  16.17% e —_—

Sl

bt s

S e & i & & & g & » o e & N
» » Ry L> » » P » b » » & & K3
*qu
¥

14
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E Performance Statistics of the Credit
Departments of Farmers’ and Fishermen’s Associations in Taiwai

6. Average net profit margin has an upward trend

Trend of average net profit margin of Credit Departments of Farmer’s and

Fishermen’s Associations
20%

184T%

15% el 13:87 /
10.52% /—Q\J

) / AW

5%

-5%

Deposit Insurance Fund (DIF)

DIF tai'get ratio : 2% of covered deposits

Bank DIF Agrlcyltural Financial DIF
. . (Credit Dept. of Famers’ and
Current ratio : ¢ . ;o
Fishermen’s Associations)
0.21% .
® Current-ratio :
(as of 5/31/2014)

0.28% (as of 5/31/2014)
® Public fund :US$ 0.7 billion

16




Funding

v’ Ex-ante funding
* Risk-based premium system
* Premium rates approved by the competent authority
(FSC)
* Major fund source : regular premium

* Assessment base : eligible deposits

* Risk-based rates of covered deposits : 9 groups / 5
premium grades (0.02%,0.03%, 0.04%, 0.05%, 0.06%)

* Flat rate of eligible deposits in excess of coverage limit
(0.0025%)

17

2.CDIC’s Risk Management of
Agricultural Finance

18
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m Financial Early-warning System (EWS) of CDIC

" Objectives
* Detecting risk signs in the early stage
* Determining priority, scope and frequency of examinations
* Assigning composite scores for differential premium system

* Used as an effective risk-minimizing tool

19

m Framework of EWS

Real-time
Internet Transmission

Call Report
Surveillance System Rating System
(ITSS) (CARRS)

. Account UfTicer .

079
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Real-time Internet Transmission Surveillance System

" Financial institutions transmit major financial
information to CDIC on a daily basis
= CDIC can promptly discover and respond to warning

signals

21

Call Report Rating System

= Call reports from insured institutions
= Analyzing CAMELS + other factors

= Rating results: A.B.C.D.E

= Off-site data appraisal

= Quarterly

= Differential Premium

= On-site inspection

22
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Comparison Profiles on EWS Subsystems

Data Call Reports from Insured Daily Data from Insured
Sources Institutions Institutions
Frequency

of lQuarterly Daily, Weekly & Monthly
Reports
Rating A.B.C.D.E \Warning Signals
Results ) s 8 Sie

23

Comparison Profiles on EWS Subsystems (con)

Indicators |[CAMELSO Specific Items from Balance Sheets

*Exception(Warning) List

ing Li:
Outcomes |*Quarterly Report \Warning List

*Risk Premium
Main *Early Risk Detection
Purposes [|*Trend Evaluation

*Monitoring &Intervention
*Moral Hazard Prevention

24
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3. Resolution mechanism of Agricultural Finance

The History (l)- Before 2001

® |mpacts From Asia Financial Crisis

* Notimmediately apparent in 1997

* Large enterprises with poor financial condition being affected
in 1998

* NPL ratio was climbing up from 1998 to 1999

" THE Sep. 21, 1999 Earthquake

* Financial losses amounted over 14% of GDP of Taiwan in
1999
* 36 Credit Departments with negative net worth

= DI’s Payout Reserve Insufficient

26
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The History (l1)- Before 2001

Lack of systemic resolution mechanism

* Legal system

* Funding resources

* Human resources

» Strategies

* The operation standard

27

The Transition & Restructuring (1)

= Statute for the Establishment and Management of
the Executive Yuan’s Financial Restructuring Fund
(the Statue)

e Objectivities
* The funding resources
* The criteria of triggering
* The trustee — CDIC Taiwan

Internal organization-Management committee and
valuation division

Litigant capacity to conduct legal proceedings and
claim damages

28
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m The Transition & Restructuring (I1)

®" The Amendment of the Deposit insurance Act and the
Banking Law

The Amendment of the Business Tax Law

The initiative of the Merger of Financial Institutions
Law

The initiative of the Financial Holding Companies Law

Extending market capacity of Non-Performing Loans

29

The Transition & Restructuring (111)

= The major funding resources

* the business tax collected from the financial institutions
covering a 9-year period

* the ten-year incremental deposit insurance premium
* income arising from disposal of non-performing loans

= The financing mechanism

* Borrowing
* |ssuing financial bonds

30
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|| The Transition & Restructuring (IV)

= Resolution Procedure for the 36 Failed credit departments

On-site Guidance : the

Pre-work for D/D

Evaluation, D/D

Assumption

e PRl

A CDIC Conduct- Designated By the MOF, Entrusted by
the FRF.

_| Confidentially locating Acquirers and formating the

data file

__| Evaluation by Accounting Firm, Acquirer’s D/D,

Negotiation Between Purchasing & Offering Price

b

__| 7 Government-owned and 3 Private Commercial Banks

Assumed. The FRF Reimbursing the Gap.

31

Number of Failed Institutions

Year  Bamks oot Gl crmens Assodations Methods
1999 1 P&A
2001 7 29 P&A
2002 1 7 - P&A
2004 1 1 P&A
2005 1 1 P&A
2007 3 il P&A
2008 3 P&A
2010 1 P&A
Subtotal 9 10 38

Total 57
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At Present (I) - After 2011

The Resolution Authority for Credit Departments

* The Council of Agriculture, Executive Yuan

* with its subordinate agency- The Bureau of Agricultural
Finance(BOAF)

The Funding

* BOAF retained the special resolution fund from the FRF for the
resolution of Credit Department in the future.

* In the amount around 0.7 billion U.S. Dollar

33

At Present (Il) - After 2011

The early intervention phase
¢ |If the accumulated losses exceed one third (1/3) of its capital,
or NPL Ratio is over 15%
* 3-month on-site guidance

* After 3 months, the resolution authority would evaluate to
step into the next phase or not

* The measures of evaluation will depend on what it should be
improved. Commonly, the financial status and the NPL ratio
are both the factors

086
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At Present (lll) - After 2011

The Disposal Phase

» Trigger — Negative net worth
* Replace the board members, cease the meeting of the
representative council
= BOAF order a merger
« Failed Association merger to the other association who is available with
credit department
« Failed credit department assign all its assets, liabilities and business to the
other credit department
* Failed credit department assign all the assets, liabilities and business to the
Agricultural Bank of Taiwan

35

At Present (IV) - After 2011

= Role of CDIC In Credit Department Resolution

* CDIC might organize a rescued team to calm down the anxiety
from the depositors

» CDIC might be in accordance with the other financial safety net
participants to prepare the liquidity
e CDIC always attends the guidance team

e CDIC is a member of resolution team--- help to arrange the Due
Diligence procedure, review the amount of the financial gap, help
to arrange the settlement

36
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4.Conclusions

37

Strengthening resolution mechanism for dealing
with problem insured financial institutions
Developing better risk management mechanism for
DIS

Shaping a strong institutional framework for
financial system to reduce risk of bank failures or
crises

Early prevention and enforcement of problem

institutions is better than passive payout or
resolution

EH]
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The Differential Premium
System in Taiwan

Central Deposit Insurance Corporation
July 7, 2014

Harrison Hwang
Deputy Director
IRR office

Presentation Overview

v The status of the deposit insurance fund
in CDIC

v' CDIC’s premium system
» Past
* Now

v Conclusion
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CDIC (Taiwan)

v Established in Sep. 1985
v Government agency

v’ Competent authority
= Financial Supervisory Commission {FSC)

v Mandate

* Handle deposit insurance issues

Risk
Minimizer

» Control insured risks
» Deal with problem financial institutions

= Special inspection

Membership
v Membership
= Compuisory application, but subject to CDIC’s on-site
inspection, review and approval
= Number of member institutions: 393 (as of 05/31/2014)

'.Membership Competent . Types of
member inst




v Coverage
= Blanket guarantee from Oct. 2008 — Dec. 2010

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

NO LE
Coverage limit NT$ 1.5 million before crisis
v Ex-ante funding
= Risk-based differential premium system
= Assessment base : eligible deposits
= Premium rates approved by competent authority

Deposit Insurance Fund (DIF)

DIF target ratio : 2% of covered deposits

After
2007 Agricultural Financial DIF

Bank DIF
® Current ratio : (Credit Dept. of Famers’ and
0.21% Fishermen’s Associations)
(as of 5/31/2014) * Current ratio :

0.28% (as of 5/31/2014)
* Public fund : support from

Gov. (US$ 0.7 billion)
6




Sources of Deposit Insurance Fund

---------------------------------------------------------------------------------------------

Normal time ‘Regular premium - -

 Bank business tax
Systemic crisis revenue - .
* Special premium

7

CDIC’s Premium System

Past & Now
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DPS past

Past: Development of Premium System

L L I R T IR T I T}

Jul.2007-Dec.2010
Compulsory
Risk-based Rates

Jan.2000-Jun.2007
Compulsory
Risk-based Rates
Jul.1999
Compulsory
Risk-based Rates

| sept.1985-Jun. 1999

Voluntary
Flat Rate

10
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Development of Premium System
Sep.1985~June 1999

------------------------------------------------------------------------------------------

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

Membership Sate Premium Rate

Development of Premium System
July 1999~June 2007

--------------------------------------------------------------------------------------

v Adoption of risk premium rates from July 1999
= Membership was changed to compulsory in Jan. 1999
» Complement measures of the compulsory system

" Rate

Premium Raté
System

- Time Membership

12
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Development of Premium Rate July
2007~Dec. 2010

e L R A R R A AR RS A RN AN NN AT RTINS RN AR

v Assessment base was shifted from covered deposits to eligible

deposits
v'Risk rates for covered deposits & a flat rate for eligible deposits

in excess of the coverage limit
vIncrease of premium levels and spreads

Time Membership S?&?m Premium Rate

DPS Now
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Now: Current Premium System
(since 2011

SeEvIENEENEsEEEEAEERSRAsESEANRNANEN u-u"nuuu"."-n'-uun)u"u-uuuun-uunuuun

= 3 Groups
= 5 Tiers DPS

(covered deposits)
+

Flat Rate
(eligible deposits
above coverage limit)

4. Risk Premium System

B R A TR R A AN AN NI NSNS NA NG AN NN ARSI RN

= Adoption of risk premium system since 1999

= The new modified system has been implemented from Jan. 2011
Increase premium rates and spreads

Premium Rate

Credit Dept. of Farmers’ and | 0.02%, 0.03% 0.04%, 0.05%
Fishermen'’s Associations 0.06%

* Risk-based rates of covered deposits: 9 groups /S levels
** Elat rate of eligible depasits in excess of coverage limit
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Adjusting Premium Rates in 2011

v Background
= To accelerate the process of making up for
deficiencies in the bank deposit insurance fund
= To achieve 2% target ratio by request of the
Parliament
= To provide better incentives for member institutions
to enhance their operations

= Key features of adjustment
= Increase the premium rates and expand the spreads
for banks and credit cooperatives
= Charge different rates for different member categories
= Double premium income ¢
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Planning Process (2010)

----------------------------------------------------------------------------------------

v" Drafted proposal to raise premium rates in
consideration of member’s financial burden

v Consulted with the Bankers Association and
related competent authorities regarding CDIC’s
proposal

v" Sent trial balloons through media to know public
opinions

v" Held public seminars to fully communicate with
- all member institutions

19

v' Support from related competent authorities &
the Parliament

v" Active communication with member
institutions and Bankers Association

v" Emphasis on the user pay principle

v" Better domestic economic and financial
conditions

-> A good timing for raising the
premium rates

20
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Economic & Financial Condition
(2006~2011)

——— Economic Growth Rate (%) ——+——NPL Ratio of Domestic Banks (%)
——— ROE Ratioof Domestic Banks (%) ~ mssssdssssss ROA Ratio of Domestic Banks (%)

Note : Economic Growth R4 (2012 forecast) : 3.85%

Premium Income (2007~2011)

Unit:US$ Million
The biggest premium rise

since 1985
r 320
149 151 154 162 noU
2007 2008 2009 2010 2011
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Bank DIF ratio went negative in 2008, but is expected
to turn positive in 2013.

DIF Ratio (Percent of Covered Deposits), Quaster End
02% 1775%
0%
0.0% Mﬂ
a Qe 3 o
R - —{i— 1818 e i
027% I
i — = e
048% 043%
-0.6%
-0.8%
2007 2008 2009 2010 2011
Note: Raarve Ratio=DIF Balmes/Covered Deposits

23
23

Risk-Based Premium
Scheme in Taiwan

(WABY) i
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How was it Implemented?

----------------------------------------------------------------------------------------

v Conducted research papers

v Consulted experiences in advanced
countries

v’ Discussed with professionals ,
academics and representatives of the
banking industry

v Held seminars and communicated with
member institutions

25

How was it Priced?

--------------------------------------------------------------------------------------------

v’ Determination of risk indicators
— Most accountable & prominent
— Least controversial
— Quantitative
— Objective
v Principle of calculation method
— Easy computation
— Avoid over burdensome for members

26
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Risk-Based Premium Scheme

Risk Indicators

........................................... 1)

v’ Capital Adequacy Ratio (CAR)
= Affordability of risk
= Objective
* Highly recognized by financial supervisors
worldwide
+ Lead member institutions to enhance capital
v Composite score of the Examination Data

Rating System (before 2012)

= Based on on-site examination data
* Objectivity > Subjectivity
- Effectively reflect overall operational risks
* Incorporate CAMELS framework

§ 28
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Risk Indicators (ll)

v’ Capital Adequacy Ratio (CAR)
I. Well capitalized
Il. Adequately capitalized
lll. Undercapitalized

v’ Composite score
l. Subgroup A:
- Examination rating of 1 or 2
- Financially sound institutions with few minor weaknesses
Il. Subgroup B:
- Examination rating of 3 or better part of 4
- Institutions with weaknesses which could result in significant
insured risks to CDIC
lil. Subgroup C:
- Examination rating of worse part of 4 or 5
- Institutions with substantial possibility of loss to CDIC unless
effective corrective actions arggtaken

Risk Classification

Capital Composite Score

Adequacy

A (>=65) Bi<65:>=50) | Ci<50)

Well capitalized |
(>=12%) :

Adequately
capitalized
(>12%:;:<=8%)

Undercapitalized
(<8%)




Cut-off Points of Risk Iindicators

----------------------------------------------------------------------------------------------

v’ Capital Adequacy Ratio (CAR)

= For banks and credif cooperatives, CAR equals the ratio of
equity to risk assets
1. Well capitalized :12% and over
II. Adequately capitalized : 8% to 12%

HE. Undercapitalized : less than 8%

* For credit departments of farmers’ and fishermen’s
associations, CAR equals the ratio of net worth to risk
assets
1. Well capitalized :10% and over

Ii . Adequately capitalized : 8% fo 10%
H . Undercapitalized : less than 8%

v Composite score

* For all member institutions
I . A : Composite score of 65 and over
1. B : Composite score of 50 to 65
II. C : Composite score of less than 51

Standard Dates of Risk Indicators

---------------------------------------------------------------------------------------------

v’ Capital Adequacy Ratio (CAR)

= Based on financial information of member's

call reports as of March 31 or Sep. 30

v Composite score
= Based on the latest examination data as of

May 31 or Nov. 30

32
32
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Other Regulations (I)

v Punitive Regulations

» Member institutions cannot publicly

announce their composite score

« If a member institution publicly announces its composite
score, CDIC may raise the risk premium rate by 0.01%
as a penaity of violation

= Member institutions have to pay their

premium on time
+ If 2 member institution does not pay its premium on
time, CDIC may raise the risk premium rate by 0.01%
as a penalty of violation 33

Other Regulations (ii)

RN NN AN TR IV AN RV IR TNV RN AR

v Requests of Rate Review

34




DPS After 2012

DPS in 2012

-----------------------------------------------------------------------------------------

v'Revision of risk indicators

= Revise data source of composite score by adding
call report data of member instifutions

= Change the name of risk indicator “ Composite
score of the Examination Data Rating System” to
* Composite Score of Risk-based Differential

Premium Rating System”

36

36
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Reasons

-------------------------------------------------------------------------------------------

v Big time lag between the date of latest
examination report and the standard date of
premium collection

v" To timely and effectively reflect the different
operating risks and financial status of
member institutions into CDIC’s risk-based
premium system

v" FSC’s instruction to review the risk indicators

37
H 37

Source of Data (l)

-------------------------------------------------------------------------------------------

v Source of Data of Composite Score of
Risk-based Differential Premium Rating
System

+ Past: on-site examination reporis

* From 2012: Mainly from call reports

38
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Source of Data (ll)

" Composite score of call -
el LQP_WJ_S’;;@_@ e -

End of MarJ/Sept.

Gall report of member instituions
subm_itted to Rating System" - }

Source of Data (IV)
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v If member institutions submit call reports
with serious inaccuracies or omissions
resulting in CDIC’s wrong rating and
premium calculation, CDIC may:

'« Conduct on-site inspections
* Charge punitive premium rates

* Submit it to competent authority for handling

4

Changes of 5 Grades Distribution
during Recent 5 Years

66.9% — Grade1

60% b = Grade?
43.90/.__/ ra

40% o Grade3
00 22.8% == (rade4
b s Tk
e — T
0% ;0 /0 1 1 1 1 3:3%:

2009 2010 2011 2012 2013

42
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Lessons Learned

v Widening tier rates and spreads in phases can
reduce resistance from member institutions

v Enhancing communication and reaching consensus
with stakeholders can implement new scheme more
smoothly

v" Increasing premium rates during better economic
and financial conditions

v Keep checking to meet changing conditions and
effectively reflect operating risks of member
institutions

43

Conclusions

v Keep Communicating
v Keep Checking
v Keep Current
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Thank You!

cl73@cdic.gov.tw
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