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Dear Mr. Feldman, 

'I'his letter constitutes the response of the European Commission to the call for comments 
made by the four agencies ("the Agencies") in relation to the proposed rules on risk-based 
capital standards, advanced capital adequacy framework and market risk. 

The European Commission welcomes the opportunity to comment on the Notices of Proposed 
Rulemaking ("the NPRs") on risk based capital standards to implement the Base1 Revised 
Capital Framework ("the Revised ~rarnework")' for banks in the United States. The European 
Commission is commenting on the NPRs since the differences between the proposed rules 
and the Revised Framework may lead to additional, and unnecessary, regulatory burden for 
EU banks that are active in the US and US firms that are active in the EU. 

This letter has been seen by/commented on by the Finance Ministries of the 27 Member 
States of the European Union, associations representing European banks, and individual 
companies. These comments are supported by the European Banking Committee, representing 
the Finance Ministries of all 27 Member States of the European Union. 

We would be happy to discuss these and other issues that the US Agencies deem relevant in 
terms of implementing a true global capital standard. 

' Bascl Committee on Banking Supervision- International Convergence of  Capital Measurements and Capital 
Standards: A Revised Framework Comprehensive Version (June 2006) 
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1. General comments 

(a) Consistency )uith the Revised Framework 

We would like to emphasise that in all areas it is important for the Agencies to ensure that the 
US rules are as consistent as possible with the Revised Framework, so that regulatory burdens 
are minimised both for EU firms operating in the US and US firms that are active in the EU. 
In response to the questions in the NPR where you seek comment on which approaches to 
take, we would encourage you to ensure that the approach is consistent with the Revised 
Framework including provisions on market risk.2 

In addition, we suggest that the Agencies make the full range of approaches for operational 
risk and for credit risk, as set out in the Revised Framework, available to ensure that banks 
use a more risk-sensitive approach than the existing rules, without creating competitive 
distortions or undue regulatory burdens. Furthermore, for many foreign banking groups, it 
may not be practicable for various reasons to implement the IRB approach across all asset 
classes and business units. For example, we would like confirmation that exposures in non- 
significant business units as well as asset classes within a particular business unit that are 
immaterial in terms of size and perceived risk profile are exempted from the IRB framework3. 
In these cases the Revised Framework's standardised approach should be applied4. 

This letter outlines key areass (see section 2 below) where differences between the NPR and 
the Revised Framework text may lead to additional costs to EU firms from an o~erational 
standpoint. In particular, we comment on those proposed rules that may have negative effects 
for EU firms in terms of dual systems and duplication of costs. We also believe that these 
differences are unlikely to provide any extra benefit in terms of enhanced risk management, or 
the level or allocation of risk-based capital, and may prevent firms from operating a coherent 
group wide risk management and capital framework. 

(b) Timing 

We recognise the progress that has been made with implementing the Revised Framework for 
internationally active banks in the US. We respect the need for the agencies to implement the 
Revised Framework through your domestic process. 

However, we believe it is now important that the Agencies follow as closely as possible the 
proposed timetable for implementation of the Revised Framework. Further delays in 
implementation will result in further burden for EU banks applying the most advanced 
approaches at a consolidated level. In supporting the option to use the Standardised 
approaches (see above and also our comment letter on Basel "IAN), the European Commission 

' For example as regards the NPR on Market Risk: 
Question 5 - Agencies should ensure that the exclusion of residual securitisation positions and the 
market maker exemption and the conditions to use that exemption are consistent with the Revised 
Framework $7 12 (ii) and 7 18 (xcv). 
Questions 9 and 13: To ensure an international level playing field, the agencies should confine the 
grandfathering of the partial specific framework until 2010 consistent with the Revised Framework: 
Footnote 113 and paragraph 718 (xcii) clarify that the available fallback method proposed for banks 
unable to develop an internal model to capture incremental default risk by I January 2010 is sufficient. 

3 BCBS: A Revised Framework, Comprehensive version, June 2006 $259. 
4 As suggested in the United States Government Accountability Office Report to Congressional Committees 

(GAO-07- 253) on Risk-Based Capital (February 2007). 
Definitions of default, risk parameters and securitisation; the scope of application for Bank Holding 
Companies; and the use of AMA modelling at sub-group or subsidiary level. 












