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Brief Account of Basel 11 Recommendations

The term “Basel II” refers to the most recent international banking guidelines primarily regarding
bank capitalization requirements designated the Basel Accords. The Basel Accords are recommendations
on capitalization laws and advisory regulations promulgated by the Basel Committee on Banking Supervi-
sion (the “Basel Committee”). The governors or other high officials of the central banks of ten nations
make up the Basel Committee. Those nations, sometimes referred to as The Group of Ten, are Belgium,
Canada, Germany, ltaly, Japan, the Netherlands, Sweden, Switzerland, the United Kingdom, and the
United States of America. Following is a summary of the Basel 1l recommendations.

The substance of the Basel Il accord addresses ways to achieve international consensus on revisions
to supervisory regulations governing the capital adequacy of internationally active banks. The fundamen-
tal objective of the Committee’s work in creating Basel II was to develop a framework that would further
strengthen the soundness and stability of the international banking system by in part maintaining sufficient
consistency among nations so that capital adequacy regulation will not be a significant source of competi-
tive inequality among internationally active banks.

An expected result of implementation of the Basel Il framework is that it will promote the adoption
of stronger risk management practices by the international banking industry. The “three pillar” approach
of the Basel II framework: (1) minimum capital requirements, (2) supervisory review, and (3) market dis-
cipline was, according to the Basel Committee, viewed favorably by banks and other interested parties as
evidenced by responses to the Basel Committee on circulated proposals. In the broader view, bank review-
ers expressed support for improving capital regulation to take into account changes in banking and risk
management practices while at the same time preserving the benefits of a framework that can be applied as
uniformly as possible at the national level.

The Central Bank of Kuwait adopted and applied the capital standards of Basel II on December 31,
2005. In the Annual Report of the Central Bank for 2006/2007 the CBK re-
ports that monitoring of Kuwaiti banks has been ongoing with respect to the
banks’ compliance with the three main pillars of Basel II regarding minimum
capital requirements, the supervisory review process and market discipline
attained by public disclosure.

The regulatory framework as revised in Basel Il provides for greater
use of the assessments of risk provided by banks’ internal systems as inputs to
capital calculations. Minimum requirements are included in the framework “
intended to insure the integrity of these internal risk assessments. The Basel
Committee sought to arrive at significantly more risk-sensitive capital requirements that are conceptually
sound and at the same time pay due regard to particular features of the present supervisory and accounting
systems in individual member countries.
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The revised framework provides a range of options for determining the capital requirements for
credit risk and operational risk to allow banks and supervisors to select approaches that are most appro-
priate for their operations and their financial market infrastructure. In addition, the framework also al-
lows for a limited degree of national discretion in the way in which each of these options may be ap-
plied to adapt the standards to different conditions of national markets. These features, however, will
necessitate substantial efforts by national authorities to ensure suffi-
cient consistency in application. —
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both the national and international level can have significant conse-
quences for the comparability of the resulting measures of capital ade-
quacy and for the costs associated with the implementation of these approaches. The Basel Committee
has stated that its decisions with respect to unexpected and expected losses represent a major step for-
ward in this regard. The Basel Committee and its members intend to continue playing a pro-active role
in the dialogue with accounting authorities in an effort to reduce, wherever possible, inappropriate dis-
parities between regulatory and accounting standards.

Basel 1l includes changes in the approach to the treatment of expected losses (EL) and unex-
pected losses (UL) and to the treatment of securitization exposures. In addition to these, changes in the
treatments of credit risk mitigation and qualifying revolving retail exposures, among others, are incor-
porated. The Basel Committee also has sought to clarify its expectations regarding the need for banks
using the advanced internal rating-based (IRB) approach to incorporate the effects arising from eco-
nomic downturns into their loss-given-default (LGD) parameters

Ongoing, the Basel Committee has stated that it intends to undertake additional work of a
longer-term nature in relation to the definition of eligible capital. One mo-
tivation for this is the fact that the changes in the treatment of expected
and unexpected losses and related changes in the treatment of provisions
in the Basel II framework generally tend to reduce Tier 1 capital (core
capital including equity capital and disclosed reserves) requirements rela-
tive to total capital requirements. The Basel Committee also seeks to con-
tinue to engage the banking industry in a discussion of prevailing risk
management practices, including those practices aiming to produce quan-
tified measures of risk and economic capital.
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PAGE 3 News Bulletin

Local News

Burgan Bank gets buy-back extension

Kuwait-based Burgan Bank has received a six month extension for a
plan to buy back 10% of its shares. The extension period began on
August 7" 2008.

Arab News
Eqypt raises rates to tackle record-high inflation

Egypt's Central Bank has raised interest rates for the fifth time this year to
tame inflation running at over 20%. This has increased both deposit and lend-
ing rates by 50 basis points, according to the bank. The overnight deposit rate

has gone up to 11%, and its overnight lending rate to 13%. It also increased -n-v-..u--&--;"

the discount rate by 100 basis points to 11%.

G(C News in Brief

Dubai Industrial City commences construction of four office buildings

‘Dubai Industrial City announced on August 12" 2008 that construction work for four office build-
ings has commenced with investments of over Dhs200m. The new buildings
will increase commercial space offered by the industrial township to eight

+. buildings. Four buildings that are currently operational at Dubai Industrial

Clty are fully leased out. With the new buildings, office space will increase

33 by an additional 235,000 sq. feet to meet the escalating demand for retail

@ commercial area. 3

ONB to build tallest HO

Qatar National Bank is planning to build one of the world's tallest towers
in Doha to house its new headquarters, according to a report by MEED.
The skyscraper is said to be taller than the 509-metre Taipei 101 tower in
Taiwan. Main contractors have been invited to bid for the project.

Oxford Business Group launches The Report: Bahrain 2008

Oxford Business Group (OBG), the highly acclaimed global publishing, research and consul-
tancy firm, has launched The Report: Bahrain 2008, the latest edition of
its annual business guide, which is rated the premier source of informa-
tion for foreign direct investment into the country's vibrant economy.
Bahrain was the first country in the region to produce oil and is rightly
. acclaimed as the first to tackle the thorny issue of what to do when the
| hydrocarbons run-out. It was this acknowledgement and the policies that
have been put in place over the years that have placed Bahrain in such a
positive position .
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How Would Eleventh District Banks’ Capitol Requirements Change
Under Basel 1A?
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