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1.1. CrossCross--borderborder challengeschallenges of the of the BaselBasel 2 2 processprocess : : 
whatwhat itit meansmeans forfor banksbanks

BanksBanks are are nownow integratedintegrated groupsgroups and and needneed groupgroup--widewide toolstools ::

→→ locallocal business business strategiesstrategies, , butbut commoncommon risk and risk and reportingreporting frameworksframeworks
→→ groupgroup--widewide internalinternal auditaudit
→→ groupgroup--widewide risk managementrisk management
→→ corecore responsabilitiesresponsabilities of of groupgroup CFOCFO, , CROCRO, COO, COO

IntraIntra--groupgroup informationinformation flowsflows : : -- focus focus onon the the ““management lettermanagement letter””
-- ALM ALM reportingreporting
-- loanloan portfolio portfolio analysisanalysis

GroupGroup--widewide collaborationcollaboration betweenbetween the the externalexternal auditorsauditors
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2.2. CrossCross--borderborder challengeschallenges of the of the BaselBasel 2 2 processprocess : : 
whatwhat itit meansmeans forfor supervisorssupervisors

NeedNeed toto understandunderstand a a groupgroup’’s s internalinternal strategystrategy, plans and , plans and processesprocesses
forfor BaselBasel 22

Focus Focus onon the the globalglobal governancegovernance of the of the groupgroup and the and the arrangementsarrangements
betweenbetween parentparent bank/bank/subsidiariessubsidiaries ::

→→ KeyKey dimensionsdimensions :: -- internalinternal auditaudit
-- risk management       risk management       howhow interactioninteraction betweenbetween locallocal and and groupgroup levellevel ? ? 
-- compliancecompliance

→→ CorporateCorporate governancegovernance withinwithin the the groupgroup :: -- locallocal and and groupgroup managementmanagement
-- locallocal board and board and parentparent bankbank’’s boards board
-- committeescommittees withinwithin the boardsthe boards

→→ WhereWhere toto relyrely onon whenwhen thingsthings go wrong ?go wrong ?
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3.3. HowHow toto addressaddress the home/host the home/host supervisorysupervisory cooperationcooperation ??

CoreCore issue issue 
=   =   relyrely onon anan efficientefficient and and effectiveeffective frameworkframework forfor the the supervisionsupervision

of of crosscross--borderborder groupsgroups

Is the Is the leadlead supervisorysupervisory regime the most regime the most appropriateappropriate wayway ??

SomeSome supervisorysupervisory concerns : concerns : 

→→ domesticdomestic lawslaws : : statutorystatutory responsibilityresponsibility of host supervisors of host supervisors 
→→ crisis management : crisis management : implicationsimplications forfor lendinglending of last of last resortresort, winding down procedures and , winding down procedures and 

depositdeposit insuranceinsurance
→→ systemicallysystemically relevant relevant subsidiariessubsidiaries : : needneed toto ensureensure anan adequate adequate treatmenttreatment ((financialfinancial

stabilitystability impact)impact)
→→ cancan the the samesame standardstandard approachapproach bebe appliedapplied toto different different groupsgroups ??

StrengtheningStrengthening of of supervisorysupervisory cooperationcooperation
=   =   robustrobust procedures procedures forfor exchangeexchange of of informationinformation
+   +   enhancedenhanced rolerole of of consolidatingconsolidating supervisorsupervisor
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4.4. WhatWhat does does supervisorysupervisory cooperationcooperation involveinvolve ??

= Supervisors = Supervisors seekingseeking toto

→→ coordinatecoordinate supervisorysupervisory approachesapproaches
→→ performperform supervisorysupervisory taskstasks jointlyjointly oror onon behalfbehalf of of othersothers
→→ communicatecommunicate relevant and relevant and essentialessential informationinformation

= = WayWay toto promotepromote convergenceconvergence of of practicepractice ((processesprocesses and and standardsstandards))

= = WayWay towardstowards beingbeing more more receptivereceptive toto

→→ recognisingrecognising judgementsjudgements of of othersothers
→→ relyingrelying onon thosethose judgementsjudgements

= = ShouldShould reducereduce supervisorysupervisory burdenburden

= = NeedNeed toto bebe proportionateproportionate and risk and risk basedbased
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5.5. The home/host issue in the The home/host issue in the supervisorysupervisory fora (1)fora (1)

A A preliminarypreliminary response :response :

The The highhigh--levellevel principlesprinciples forfor the the crosscross--borderborder implementationimplementation of the of the 
New New AccordAccord (August 2003)(August 2003)

→→ existingexisting crosscross--borderborder understandingsunderstandings betweenbetween home/host home/host willwill continue continue toto applyapply
→→ needneed toto enhanceenhance cooperationcooperation onon a practical basisa practical basis
→→ pragmaticpragmatic approachapproach of of mutualmutual recognitionrecognition
→→ principlesprinciples furtherfurther elaboratedelaborated in in MayMay 2004 2004 presspress releaserelease

Putting the Putting the principlesprinciples intointo practicepractice ::

WorkWork onon realreal case studies case studies byby the the AccordAccord ImplementationImplementation GroupGroup ((AIGAIG) ) 
willwill transit transit intointo actualactual supervisorysupervisory planningplanning

The Basel Committee on Banking Supervision :The Basel Committee on Banking Supervision :
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5.5. The home/host issue in the The home/host issue in the supervisorysupervisory fora (2)fora (2)

willwill ensureensure increasedincreased convergenceconvergence of of supervisorysupervisory
practicespractices in EU : in EU : 

→→ focus focus onon the the supervisorysupervisory reviewreview processprocess ((pillarpillar 2)2)
((seesee consultationconsultation paper paper MayMay 2004)2004)

→→ home/host issues : home/host issues : workwork streamstream onon the the validationvalidation of of internalinternal models models 
((quantitativequantitative and and qualitativequalitative dimensionsdimensions) and the setting of ) and the setting of pillarpillar 2 2 
requirementsrequirements at at groupgroup and/and/oror locallocal levellevel

The Committee of European Banking Supervisors (CEBS) :The Committee of European Banking Supervisors (CEBS) :
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6.6. SupervisorySupervisory coordinationcoordination in the in the BaselBasel 2 2 implementationimplementation : : 
a practical a practical approachapproach (1)(1)

A.A. InformationInformation sharingsharing onon howhow the bank the bank willwill put put BaselBasel 2 2 intointo practicepractice : : 

→→ WhichWhich approachapproach forfor pillarpillar 1 (credit risk and 1 (credit risk and operationaloperational risk) ?risk) ?
→→ WhichWhich time time scheduleschedule and and rollroll--outout plan ?plan ?
→→ WhichWhich project project organizationorganization ??
→→ CrossCross--borderborder models versus models versus locallocal models.models.
→→ Model Model developmentdevelopment versus model versus model validationvalidation..
→→ WhatWhat forfor pillarpillar 2 (2 (useuse of of economiceconomic capitalcapital ?) and ?) and pillarpillar 3 (public 3 (public reportingreporting alignedaligned ?) ??) ?

B.B. InitiativesInitiatives of the home supervisors : of the home supervisors : 

→→ MonitoringMonitoring and and analysisanalysis of the of the quantitativequantitative impact studies (impact studies (QISQIS))
→→ FollowFollow--up of the project management and the up of the project management and the progressprogress mademade
→→ PrePre--validationvalidation auditsaudits
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6.6. SupervisorySupervisory coordinationcoordination in the in the BaselBasel 2 2 implementationimplementation : : 
a practical a practical approachapproach (2)(2)

C.C. CoordinatingCoordinating the the crosscross--borderborder implementationimplementation ::

→→ SupervisorySupervisory focus : is focus : is therethere a a strongstrong commoncommon methodologymethodology and a sound and a sound locallocal applicationapplication ??
→→ SeeSee frameworkframework forfor distributiondistribution of of supervisorysupervisory taskstasks
→→ PragmaticPragmatic approachapproach, , butbut somesome formalizationformalization of the of the supervisorysupervisory arrangementsarrangements is is usefuluseful

D.D. KickKick--ofof meetings meetings betweenbetween home/host supervisors :home/host supervisors :

Exchange views Exchange views onon : : 

→→ CommunicationCommunication ((alsoalso toto crosscross--borderborder banking banking groupsgroups onon respectiverespective rolerole of home and of home and hostshosts))
→→ WorkingWorking proceduresprocedures
→→ ValidationValidation approachapproach
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6.6. SupervisorySupervisory coordinationcoordination in the in the BaselBasel 2 2 implementationimplementation : : 
a practical a practical approachapproach (3)(3)

A framework for distribution of supervisory tasksA framework for distribution of supervisory tasks

hosts validatehosts validate
hosts inform homehosts inform home
marginal review by homemarginal review by home

home validateshome validates
home informs hostshome informs hosts
marginal review by hostsmarginal review by hosts

Local modelsLocal modelsCentral modelsCentral models

Implementation stage : validation of the modelsImplementation stage : validation of the models

home validateshome validates
home informs hostshome informs hosts
marginal review by hostsmarginal review by hosts

General methodologyGeneral methodology
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7.7. ToTo keep in keep in mindmind ……

Consistent application of Basel 2 across applicable jurisdictionConsistent application of Basel 2 across applicable jurisdictions :s :
many supervisors are both home countries and hosts many supervisors are both home countries and hosts 

Basel 2 is also about Basel 2 is also about judgementjudgement (by banks and supervisors) : need (by banks and supervisors) : need 
for consistent interpretationfor consistent interpretation

Communication and feedback are necessary :Communication and feedback are necessary :

→→ supervisors           supervisors           supervisorssupervisors
→→ supervisors           bankssupervisors           banks
→→ banks                    banks                    banksbanks

Realism needed in dealing with home/host jurisdictionRealism needed in dealing with home/host jurisdiction

Cost effective implementation is in our interestCost effective implementation is in our interest
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