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To: Basel Il NPR Public File

From: Allison Breault

Date: June 9, 2006

Re: Meeting of Banking Agency Staff with the European Banking Federation,
the Institute of International Bankers, and the Institute of International
Finance

On May 25, 2006, Federal Reserve staff met with representatives of the
European Banking Federation, Institute of International Bankers, and Institute of
International Finance {collectively, “International Banking Associations™) to discuss the
Interagency notice of proposed rulemaking (“Basel I NPR”) to implement a new nisk-
based capital framework based on the Basel Committee on Banking Supervision’s
("BCBS™) Basel Il capital accord (“Accord”). Representatives from the Office of the
Comptroller of the Currency, the Office of Thrift Supervision, and the Federal Deposit
Insurance Corporation (collectively, “Agencies”) were also present. Before the meeting,
the International Banking Associations submitted a proposed agenda addressing various
aspects of the Basel I NPR. This agenda is attached.

A representative from ABN AMRO Bank opened the meeting with a
presentation identifying foreign banks’ principal concerns with divergences between the
U.S. Basel Il NPR and the Capital Requirements Directive (“CRD”) that will implement
the Accord in the European Union. The slides used in this presentation are attached. The
presentation highlighted a number of areas of U.S/EU divergence and asserted that these
divergences would lead to competitive inequities, increased implementation burden for
international banks, and validation difficulties for supervisors. The presentation asserted
that many of these divergences arise because the CRD more closely tracks the BCBS
revised framework published in July 2004 (“Mid-year Text”) than does the Basel II NPR.

The International Banking Associations expressed particular concern that the
definition of default in the Basel Il NPR is markedly different from the definition of
defaultin the Mid-year Text. Specifically, they expressed concern that the definition of
default in the Basel II NPR would force banks with international operations to maintain
dual systems because other countries implementing the Accord use the definition of
default in the Mid-year Text. The International Banking Associations also expressed
concerns about the availability and applicability of historical data given the new
definition of default in the Basel Il NPR and stated that most foreign banks now collect
data using the 90-days past due standard in the Mid-year Text.

The International Banking Associations expressed similar concerns about the
Basel Il NPR’s and CRIY’s divergence when instructing banks how to calculate exposure
at default ("EAD”) for an asset. However, they characterized these differing approaches
for determining EAD as “different paths to the same destination” and were more
sanguine about the resolution of this divergence through a policy of mutual recognition



by supervisors. The International Banking Associations also encouraged the Agencies to
employ a flexible “use test” to determine compliance by foreign banks with the NPR.

In addition, the International Banking Associations sought clarification on how to
calculate a foreign bank’s “floor-adjusted” risk-based capital ratio. They expressed
concern that the NPR’s transitional floor calculations differed significantly in a
conservative direction from the Mid-year Text. In addition, the Intemational Banking
Associations expressed concern that after the U.S. adoption of Basel IA, many foreign
banks would be required to invest in duplicative systems.

The International Banking Associations also asked the Agencies to discuss the
contours of Basel 1A and to explain specifically why the Agencies chose not to adopt the
standardized approach set forth in the Accord. In addition, the International Banking
Agencies urged the Agencies to conduct a sixth quantitative impact study to assess the
competitive impact of Basel IA, They also sought clarification on the Agencies would
propose to implement the Piliar II requirement of the Accord — specifically in the areas of
stress testing and board of directors involvement,

In addition, the International Banking Associations expressed concerns about the
preamble statement that “the agencies will view a 10 percent or greater decline in
aggregate minimum required risk-based capital ... compared to minimum required risk-
based capital as determined under the existing rules, as a material reduction warranting
modifications to the supervisory risk functions.”

Agency staff urged the RMA and its members to submit detailed written
comments on the proposal.

A list of attendees is attached.



PROPOSED DISCUSSION TOPICS

Muy 25" Meeting in Washington of the Institute of International Bankers, European Banking
Federation and Institute of International Finance with U.S. Regulators
To Discuss Basel Il Implementation Issues

1. Individual Introductions and Brief Remarks from the private sector and the
regulatory agencies. |30 minutes}

2. Concerns with Divergences between U.S. Basel I and Global Advanced Basel II.
|55 minutes]

Shared Objectives

Areas of Divergence

Suggested Approach

Specific Issues with Default

. & @ @

3. Application of Basel II, Basel I or Basel I-A to U.S. Bank Subsidiaries of
International Banks.
[10 minutes]

4. Application of U.S. Advanced Method to Interim U.S. Bank Holding Companies of
International Banks and their U.S. Subsidiary Banks.
[15 minutes]

5. Application of Basel II implementation to the “Well Capitalized” requirement for
International Banks to get/maintain Financial Holding Company (FHC) status
including during the Gap Period.

115 minutes]

6. Caleulation of the Floors for Basel IT in the U.S.
[10 minutes]

7. Pillar 2.
[10 minutes]

LR R R R NN EE LR

Coffee Break |15 minutes]
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8. General Comments.
[10 minutes]

9. Pillar 3 Disclosure Issues.
{10 minutes]



10. Operational Risk.
[15 minutes]

11. Other Concerns with the NPR.
[15 minutes]

* GAO report — what impact is it likely to have and how do the regulators see it
fitting into the process.

¢ Trading book — how will the trading book rules be incorporated into the NPR?

* Concerns with the international implications of the limitation that aggregate
bank capital in the U.S. cannot be reduced by more than 10%.
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Representatives of the European Banking Federation,
Institute of International Bankers and
Institute of International Finance
Attending the Meeting in Washington with U.S. Regulators
May 25, 2006
Office of Thrift Supervision
1700 G Street, NW, Amphitheater 2™ floor

ABN AMRO Bank
Barbara Frohn, Senfor Vice President, Group Risk Management
Alexander Reeders, Basel Il Program Manager

Barclays Bank PL.C
Kris Bhattacharjee, Director, Global Regulaiory Reporting
John Whittaker, Operational Risk & Basel I1 Program Director

BNP Paribas
Christian Lajoie, Senior Vice President — Basel 1T Group Coordinator,
GRM Group Risk Management

Bundesverband deutscher Banken
Ulrich von Kenne, Managing Direcior Competition Policy & Banking

Commerzbank AG
Thorsten Lawterbach, Vice President, Risk & Finance

Deutsche Bank AG
Richard Ferguson, Managing Director, Treasurer of the Americas

Federation Bancaire de L'Union Europeenne (FBE)

Sally Scutt, Chairman of the FBE's Capital Adequacy Working Group and
Deputy Chief Executive, British Bankers’ Association

Uta Wassmuth, Adviser

ING Direct USA
Rick Meng, Enterprise Risk Management
Alexander Kenneth Scott, Enterprise Risk Management

Institute of International Bankers
Kenneth L. Bachman, /nstitute Counsel (Cleary Gottlieb Steen & Hamilion LLF)
Lawrence R. Uhlick, Executive Director and General Counsel

Institute of International Finance, Inc.

Caitriona O’Kelly, Policy Advisor

Andres Portilla, Policy Advisor, Banking & Regulatory
David Schraa, Director, Banking and Regulatory Department

RBC Financial Group
Lyn McGowan, Basel Program Business Head



The Royal Bank of Scotland
Len Sinclair, Head of Group Risk Management Operations and Basel IT

UBS
Per Dyrvik, Managing Director
Mattia Rattaggi, Fxecutive Direcior

West LB AG
Stephen Kloock, Managing Director & Head of Credit Risk
Management, Americas

Other Attendees

Delegation of the European Commission
Crispin Waymouth, First Secretary (Trade)

Loundon Investment Banking Association
Katherine Seal, Direcior

Banking Agency Staff

Federal Reserve Board
Barbara Bouchard
Coryann Steffansson
David Jones

David Wright

Jack Jennings
Kathleen O'Day
Robin Lumsdaine
Roger Cole

Steven Roberts
Allison Breault
William Rutledge

Federal Depesit Insurance Corporation
Jason Cave

John Lane

Mark Schmidt

Michael Phillips

Office of the Comptrolier of the Currency
Amrit Sekhon

Doug Roeder

Joseph Evars

Mark Levonian



Roger Tufts
Ron Shimabukuro

Office of Thrift Supervision
David Tate

Grovetta Gardineer

Kevin Anderson

Michael Solomon

Scott Albinson



