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Karen Michell

Vice-President, Banking Operations
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October 15, 2008

Basel Committee on Banking Supervision
Bank for International Settlements
Centralbahnplatz 2

CH-4002 Basel

Switzerland

Dear Sir/Madam:

Re: Comments on Guidelines for Computing Capital
for Incremental Risk in the Trading Book

The Canadian Bankers Association’ would like to thank the Basel Committee for the
~opportunity to comment on the Guidelines for Computing Capital for Incremental Risk in the
Trading Book. Given the recent financial market turmoil, members acknowledge the importance
of ensuring that capital is held commensurate with the risks in the trading book. In particular, the
scale of recent losses experienced by many banking organizations would seem to justify some
expansion in the scope of the capital charge to capture price changes not only due to defaults,
but also other sources of price risk including credit migrations and significant moves of credit
spreads and equity prices. However, in calibrating appropriate incremental capital charges, it will
be important to keep in mind a reasonable balance relative to the potential impacts on capital
markets, pro-cyclicality and how capital for such risks may be addressed under Pillar 2.
Moreover, accurately modeling all these risks is a challenging and complex process and we
would therefore like to offer our comments on the draft Guidelines.

Given that events like the current credit crisis are rarely predictable in advance, more
emphasis should be put on principles and risk management processes, as opposed to
prescriptive capital charges. In addition, better exposition of the principles underlying the capital
charges is necessary for banks to be able to meaningfully apply them in their particular context.

There seems to be confusion between risk measurement, as quantified in the capital
charges, versus stress-testing and Pillar 2 considerations. Generally it seems that the proposed
guidelines are trying to roll the second into the first, which is the source of ambiguity and
duplication.

' The Canadian Bankers Association works on behalf of 51 domestic banks, foreign bank subsidiaries and
foreign bank branches operating in Canada and their 249,000 employees to advocate for efficient and
effective public policies governing banks and to promote an understanding of the banking industry and its
importance to Canadians and the Canadian economy.




There is tremendous scope for double-counting between the IRC and the existing market
risk measures. To have a coherent, meaningful capital regime it is crucial that this be recognised
and allowed for in the final capital charges.

Further detailed comments are provided in the attached chart.

Overall, and as an overarching theme which we have not specifically articulated in our
comment chart, our members express their general support for the comments provided in the
joint submission by ISDA, the IIF and LIBA.

Thank you for considering our comments and suggestions.

Singerel

Attachment
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