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Secretariat of the Basel Committee on Banking Supervision
Bank for International Settlements

CH-4002 Basel

Switzerland

Dear Sirs/Madams:

Re: CBA Comments on the Basel Committee’s consultative document
Sound practices for backtesting counterparty credit risk models

The Canadian Bankers Association’ would like to thank the Basel Committee for the opportunity to
comment on the April 2010 consultation paper entitled Sound practices for backtesting counterparty
credit risk models, and for its ongoing willingness to discuss and respond to industry concerns.

We agree with the Basel Committee’s goal of promoting a more resilient banking sector with an
improved ability to absorb shocks arising from financial and economic stresses, such as those
experienced in the 2007-2009 crisis. We are generally supportive of the consultation paper, as it
laudably presents a principles-based approach to the backtesting of counterparty credit risk.

However, we would like to bring to your attention a fundamental methodological issue in the proposed
guidance regarding the difficulty in backtesting counterparty credit risk models. Over time, probability
distributions differ, and backtesting regime-switching takes place. Therefore, banks are faced with
differing historical volatility levels. These varying volatility levels decrease the reliability of predicted
values, therefore making comparison of a single predicted value against the realized value at a point
in time challenging for banks.

Also of note, in Canada, our regulator will not be permitting banks to use an Internal Modeling Method
(IMM) until possibly 2012. These proposals will not apply to banks in our country until IMM adoption.

Our more detailed, paragraph-specific comments can be found in the attached Appendix 1 (“CBA
Comments”).

Thank you for considering our comments and suggestions.

Yours truly,

Attachment 9 7 ?

" The Canadian Bankers Association works on behalf of 51 domestic banks, foreign bank subsidiaries and foreign bank branches
operating in Canada and their 263,400 employees to advocate for effective public policies that contribute to a sound, successful
banking system that benefits Canadians and Canada’s economy. The Association also promotes financial literacy to help Canadians
make informed financial decisions.

EXPERTISE CANADA BANKS ON

LA REFERENCE BANCAIRE AU CANADA
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