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Regulators in Accord

Basel Il

is set for full implementation across Europe and parts of the Middle East and Asia from

this month. Ahmet Yetis looks at the approach taken by requlators across the globe

Al m OSt nine years have passed since the
first version of the Basel 11
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Accord was published in 1999. The
capital rules themselves, and their
implementation timelines, have been
revised on many occasions since. When
the new Accord was finalised in 2004, the
Basel Committee on Banking Supervision
set the target effective dates as year-end
2006 for the basic approaches and year-
end 2007 for the advanced approaches.
However, most of the supervisors within
those countries that decided to adopt the
Basel II Accord have revised those
implementation timelines according to
the readiness of banks within their
jurisdictions.

Here, we summarise timelines for
Basel II implementation across the
globe. The dates shown on this chart
indicate the time when banks’ regula-
tory capital will have to be calculated
and reported according to Basel II rules,
after any parallel-run requirements.
(Banks adopting the foundation or
advanced approaches must calculate
their capital requirement using these
approaches, as well as the 1988 Accord,
for a period of one or two years prior to
the dates shown on this chart.)

The Americas

Banks in the world’s largest economy have
had perhaps the most controversial
experience in terms of Basel II implemen-
tation. Originally, only the largest US
banks (also referred to as core banks) were
required to implement Basel 11, using the
advanced approaches for credit and
operational risk. Non-core banks were
allowed to either opt-in — provided they
met the qualification criteria of the
advanced approaches — or continue using
Basel 1.

At one point, non-core banks were
also allowed to adopt a Basel IA
approach, which was a fusion of the
Basel I and Basel II standardised
approach for credit risk (Risk January

January 2008

2000, pages 78=79)." However, US
supervisors recently withdrew the Basel
IA proposal and promulgated the Basel
I standardised approach for non-core

banks. It is expected implementation
rules for these institutions will be
finalised by the end of 2008. The
advanced approaches were finalised and

Basel Il - global implementation timelines (as of September 2007)
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(2007 2008 [ 2009
USA AIRB

AMA

[ 2010 2011 "] Core’ banks are required to implement only
AIRB and AMA. SA-CR was made available
to ‘non-core’ banks recently without a
stated timeline. Applicabilty of SA-OR and
BIA is yet to be defined.

(2007 2008 2009

SA-CR, FIRB, AIRB
BIA, SA-OR, AMA|

CANADA

2010 2011 )
Implementation start date can be Nov 2007
or Jan 2008 depending on the banks' fiscal
year-end.

( 2007 2008 2009

BRAZIL

/SA-CR (Jan06)
Ay BIA, ASA-OR

2010 2011 |  Theoriginal deadine for SA-CR (Jan 2006)
was recently postponed. The BIA and
FIRB, AIRB alternative SA-OR are also expected to be
- TAVA delayed. The revised timeline will be
announced within 2007.

(2007 [ 2008 2009

MEXICO

SA-CR, FIRB AIRB
BIA, SA-OR

2010 2011 )
We believe AMA is not available for Mexican
banks at this point.

[ 2007 2008 2009
ARGENTINA

2010 2011 |  Onlysimplfied SA-CR is required starting
from Jan 2010. BCRA is evaluating the
SSA-CR alternative operational risk approaches,
e however no announcement has been made
as of yet.

[ 2007 2008 2009
CHILE SACR

ASA-OR

2010 2011 "] The 2007 start date is pushed back until
after Congress approval. SA-CR and
alternative SA-OR are expected to start on
Jan 2009, FIRB, AIRB, and AMA are
avalable but no timeline s announced yet.

f 2007 2008 2009

PERU

SA-CR
BIA, SA-OR

2010 2011 "] Atthough AMA is discussed as an option in
the regulatory documents, specific timeline
FIRB, AIRB for AMA does not seem to be announced.
CAMA We expect AMA start date to be similar to
that of AIRB,

EMEA

(2007 2008 | 2009

SA-CR, FIRB AIRB
BIA, SA-OR AMA

EUROPEAN
UNION

[ 2010 [ 2011 | Banks were expected o implement the basic
Basel Il approaches by Jan 2007 but they
could choose to continue with Basel | until
2008, which is when Basel Il is
ccompulsory for all approaches.

RUSSIAN f 2007 2008 2009

FEDERATION e

2010 2011 A Only simplified SA-CR and BIA will be
required starting from Jan 2008. Advanced
approaches (ie, FIRB, AIRB and AMA)
are not available at this point.

[ 2007 2008 | 2009
TURKEY

SA-CR
BIA, SA-OR

[ 2010 ‘ 2011 "] original deadiine for SA-CR, SA-OR and
BIA (Jun 2007) was recently postponed to
FIRB, AIRB Jan 2009. We expect that the current
AVA deadiine for FIRB, AIRB and AMA (Jan
2009) wil also be postponed.

(" 2007 2008 2009

SA-CR, FIRB AIRB
BIA, SA-OR AMA

SWITZERLAND

2010 2011 )
Implementation timelines are in line with
those of EU member countries.

(" 2007 2008 2009

SA-CR, FIRB, AIRB
BIA, SA-OR, AMA

SAUDI
ARABIA

2010 2011 A All approaches are available on Jan 2008.
However the Saudi banks are not expected
to qualify for the advanced approaches
before 2010.

SOUTH (2007 2008 2009
AFRICA SACR, FIRB, AIRB
BIA, SA-OR, AMA

2010 2011 ) Allapproaches are available in 2008. Banks
are required to apply SA-CR and BIA
starting from Jan 2008, unless they are
approved to use any of the other
approaches.

UNITED ARAB f 2007 2008 2009

EMIRATES

SA-CR
BIA, SA-OR, AMA

2010 2011 A Basel |l starts in Jan 2008 with basic
approaches, however the Central Bank of
_FIRB, AIRB UAE requires all banks to be IRB compliant
for credit risk by Jan 2011.

2007 2008 2009
ISRAEL

2010 2011 | BlAisonly available to small banks, other
banks are required to implement SA-CR and
SACR SA-OR. Banks are also encouraged to
A SAOR implement advanced approaches, however
" no timeline has been announced yet

f 2007 2008 2009
SA-CR, FIRB
BIA

NIGERIA

2010 2011 W

Basel Il will be in effect starting from Jan
2008. We believe AIRB, SA-OR, and AMA
are not available in Nigeria at this point.




published in November 2007, more
than three years after the final version
of the Basel Accord.? Despite the
lobbying efforts of four of the largest
US banks, core banks are still not
allowed to utilise the standardised
approach.

Basel II timelines for banks in Canada
and Mexico are more consistent with the
Basel Committee’s suggestions. The rest of
the Latin American banks have an extra
year or more to be Basel II-compliant.

Europe, Middle East and Africa
European banks have been at the
forefront of Basel II from an implemen-

tation standpoint. Unlike the US, the
European Union (EU) requires all
financial institutions (regardless of size
and geographic activity) to implement
Basel II and make all approaches
available as long as the banks qualify.
Financial institutions in Europe generally
began Basel II implementation projects
earlier than their competitors across the
Atlantic. EU banks were expected to
implement the Basel II basic approaches
by January 2007. However, they also
have the option to continue with Basel I
until 2008. From this month, Basel II
will be compulsory for both basic and
advanced approaches.

ASIA-PACIFIC

(2007 [ 2008 [ 2009 [ 2010 2011 )
Japanese banks were required to implement
JAPAN SA-CR, FIRB AIRB Basel Il by Apr 2007, which is the beginning
BIA SA-OR AMA of the fiscal year in Japan.
(" 2007 [ 2008 2009 2010 [ 2011 ") CBRC encourages interationally active
banks to implement IRB approaches in Jan
CHINA Basel | FIRB, AIRB 2011. Smaller banks will also migrate to a
B —Gmes e revised version of the current rules. OR
" requirements will be announced in 2008.
(" 2007 [ 2008 [ 2009 [ 2010 [ 2011 ") FSS postponed the original timing of AIRB
SOUTH and AMA to Jan 2009. The timing of basic
SACR, FIRB ARB approaches will stil be Jan 2008,
KOREA BIA, SA-OR A AMA however the banks will have the option to
continue with Basel | until Jan 2009.
(2007 [ 2008 [ 2009 2010 2011 ") Foreign and internationally acfive banks are
required to implement Basel 11 by Apr 2008.
INDIA SA-CR Other banks can also migrate by this date,
R but no later than Apr 2009. No timeline has
been announced for advanced approaches.
(2007 [ 2008 2009 2010 2011 )
All approaches are available at the same
AUSTRALIA SA-CR, FIRB, AIRB time as long as the banks qualify for the
BIA, SA-OR, AMA advanced approaches.
( 2007 ‘ 2008 ‘ 2009 2010 ‘ 2011 j Bank Indonesia was expected to finalise Basel
Il requirements by the end of 2007. Banks
INDONESIA SA-CR FIRB, AIRB will start parallel run in 2008, however Basel
A BA SAOR 7‘ A “AMA Il capital reporting requirement will be in
effectin Q1 2000.
" 2007 [ 2008 [ 2000 2010 [ 2011 | Aldomestic banks have implemented Basel
11 as of Jan 2007. Advanced approaches
TAIWAN _SACR, FIRB_ A,ﬁﬁ will be available from Jan 2008. However,
BIA, SA-OR local banks are not expected to qualify for
AIRB and AMA by the earliest date.
(2007 [ 2008 [ 2000 [ 2010 2011 | 80T doss not allow banksto mplement
AMA at this point. For banks planning to
THAILAND ‘ SA-CR, FIRB ‘ ARB implement AIRB by 2015, BOT allows a 3yr
BIA, SA-OR ‘phased roll-out'starting from 2012.
(2007 [ 2008 [ 2009 [ 2010 2011 )
Basel Il is in effect starting from Jan 2007.
HONG KONG _SACR, FIRB_ ARB However, HKMA does not allow banks to
“BIA SAOR implement AMA.
(" 2007 [ 2008 2009 [ 2010 2011 ") Banks that have made significant progress
for FIRB or AIRB will not have to implement
MALAYSIA e EERLER SA-CR prior 10 2010. AMA will be available
e -FIRB. AIRB 1o Malaysian banks, however its timing has
; not been determined yet.
(2007 T 2008 [ 20090 | 2010 | 2011 | Baseliiwitcome intostiectonan 2008
with all approaches. For IRB approaches,
SINGAPORE _SACR, FIRB, AIRB MAS allows a ‘phased roll-out across asset
BIA, SA-OR, AMA classes within a 2yr period.
(2007 [ 2008 2009 [ 2010 2011 )
Basel Il will be in effect starting from Jan
PAKISTAN SACR FIRB, AIRB. 2008. However, SBP does not allow banks
“BIA SAOR el to implement AMA.
( 2007 ‘ 2008 2009 ‘ 2010 2011 j Only the universal and commercial banks
(rural banks are excluded) were required to
PHILIPPINES SACR F‘RB AIRB implement Basel Il starting from Jul 2007.
e Qualifying banks will be allowed to migrate
J to FIRB, AIRB and AMA in 2010.
2007 2008 2009 2010 2011
NEW ( ‘ ‘ A BIAs not allowed. All other approaches
SACR, FIRB, AIRB start at the same time as long as the banks
ZEALAND “SAORAMA. qualify for the advanced approaches.
Please Note:

@ Within each geographical region, countries are ordered based on their recent annual GDP amounts.

® Top of the marker indicates the first date when regulatory capital will have to be ‘caloulated according to the Basel Il rules after any parallebrun requirements.

@ simplified SA-CR (SSA-CR) and Alternative SA-OR (ASA-OR) are only mentioned when regular SA-CR and SA-OR are not available for the banks in a particular jurisdiction.
@ Information in red font is gathered from reliable sources but is not confirmed by the associated country’s banking supervisor.
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SA-CR: Standardised approach
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BASEL I

With few exceptions, Basel II timelines
for remaining European, Middle Eastern
and African countries are largely
consistent with the EU. Despite the
challenges of applying Basel II rules to
Islamic finance, the banking supervisors
of Saudi Arabia and the United Arab
Emirates required their banks to be Basel
II-compliant by the end of 2007.

Asia-Pacific

Asian countries vary widely in terms of the
sophistication of banks and the timing of
Basel II implementation. Japanese
financial institutions are among the earliest
adaptors, as are Taiwanese and Hong Kong
banks. On the other hand, Chinese,
Indonesian and Thai banks have more
time to comply with the Basel IT Accord.
Banks in Japan, South Korea, Australia
and Hong Kong are generally more
sophisticated than others in the region,
and major banks in these countries are
inclined to target the advanced approaches
early on. In contrast, advanced approaches
are not available until 2010 in Malaysia,
Pakistan and the Philippines.

Conclusion

In 2007, some of the banks in major
economies (particularly Japan and the
EU) started reporting capital adequacy
ratios according to the new Basel II rules.
Others (for example, Brazil, Turkey and
Chile) revised implementation deadlines,
primarily due to the state of their banks’
readiness, or lack thereof. In 2008, the
vast majority of the global banking
system will have to be Basel II-
compliant, although there are some
exceptions, most notably the US. By the
end of 2008, we expect most banks to
smooth out the operational aspects of
Basel II calculation and reporting,
shifting focus to its impact on their
businesses and start managing regulatory
capital on a more proactive basis. l

Ahmet Yetis is a managing director of Bear
Stearns in Tokyo, responsible for the firm’s Basel
Il business strategy in the Asia-Pacific region. He
would like to thank Cheongmu Hyeon for his
efforts in this survey. The views expressed here
are those of the author and do not necessarily
represent the views of Bear Stearns. Email:
BaselGroup@bear.com

" www.risk.net/publiclshowPage. hrmlpage=310632

? Note that although the Basel Committee finalised the new Accord
in June 2004, a major amendment was made in July 2005 ro
address capital for trading activities and the treatment of double-

default effects
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