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Risk Assessment: Results of an
International Survey of Deposit Insurers
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4 Table 1 lists the survey respondents in their respective categories.
5 Should a bank fail, insured depositors typically receive full compensation for
their insured deposits from the FDIC within one to two business days.  How-
ever, they still face the risk of having to re-deposit their funds in banks that
offer lower interest rates or charge higher service costs or do both.
6 To the extent that the deposit insurer (or another government authority) has
other “safety-net” duties aside from meeting insured depositors’ claims, it
might have additional needs for information.  The additional duties that entail
additional needs for information include selecting failure-resolution methods,
acting as receiver and liquidator of failed banks, supervising banks for safety

and soundness, pricing deposit insurance, and managing the insurance fund.
Those and other additional duties are not discussed in this article.

Countering these demands for financial disclosure is banks’ need to shield
their proprietary information from competitors and to protect any proprietary
information that they require their customers to disclose.  In addition, the
costs and burdens of providing information limit the extent to which it is fea-
sible to disclose information to financial markets and government authorities.
7 Research on U.S. banks suggests that bank safety-and-soundness examina-
tions (discussed below) provide some important auditing functions that private
sector auditors do not seem to provide; see Dahl, Hanweck, and O’Keefe (1998).





2003, VOLUME 15, NO. 1 20

FDIC Banking Review

�����������5�����������
��	��������	�
�����
�����
���������
���������������������������������
������������	������
�
���������������
������	

���"#$%8�����
����

Information on Banks’ Condition and Riskiness
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8 All federal and state bank examiners use a rating system that focuses on
six components of the on-site examination findings: capital adequacy, asset
quality, management, earnings, liquidity, and sensitivity to market risk.  Each
of those components is rated.  At the end of the examination, the overall con-
dition of the institution is evaluated and a composite rating from 1 to 5 is
determined.  An institution performing well above average receives a compos-
ite rating of 1 (the best rating), and an institution in severe financial difficul-
ties with a strong probability of failure within 12 months receives a composite
rating of 5 (the worst rating).
9 Garcia ((2001), 51) states that a deposit insurance agency “should be able
to request the [relevant] supervisor to undertake a special examination of any
insured financial institution that [the deposit insurance agency] feels may be
in financial difficulties.  Whether [the deposit insurance agency] staff should
be able to participate in onsite inspections would vary from country to coun-
try.”
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10 Demirg��-Kunt and Kane (2001), 25.
11 Some reported information is made available only to bank regulators and is
not publicly disclosed.
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12Garcia (2001), 19.
13Significant differences exist between U.S. generally accepted accounting
standards and internationally accepted accounting standards.  The U.S. Securi-
ties and Exchange Commission requires financial statements that were pre-
pared in accordance with international accounting standards to be reconciled
with the U.S. GAAP.
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14FDIC (1995), 31. 15FDIC (1997), 1:140–41.
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Procedures to Limit the Insurer’s Risk Exposure:
Terminating Deposit Insurance
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22Garcia (2001), 53.  “Haircuts” is generally defined as full or partial losses
on uninsured deposits when a bank fails. 
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