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CENTRAL BANK OF THE UAE

Notice: 3735/2006

Date:  27/08/2006

To: All Banks

Chief Executive Officer
Managing Director
General Manager

Attn.:

Subject: Basel II Implementation in the UAE
After Greetings,

Central Bank of The U.AE is pleased to announce
its inténtion to implement the Basel II Accord.
The implementation will be phased, with banks
expected to be compliamt with at least
the Standardized approach for Credit Risk by
31 December 2007, All banks will be expected to
be IRB compliant for Credit Risk by 1 January
2011.

For Operational Risk, we expect banks to adopt the
approach they themselves determine as most
appropriate.

For Market Risk we expect banks to adopt the
1996 Amendment to Basel I in accordance with the
Basel I requirements.

Central Bank of the UAE will continue its efforts
to organize the industry to facilitate the above
decision.

As part of the strategic initiative to implement
Baset I in the UAE, The Central Bank
commenced a Basel Il awareness and consultation
process early in Dec. 2004 with a series of

seminars covering Corporate Governance, Credit -

Risk, Operational Risk and- Market Risk. To
emphasize the importance of Corporate
Governance, a major regional seminar was held in
March 2006.

To solicit feedback from banks operating in the
UAE, the seminars were followed by a high level
survey completed by banks in August 2005.
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Following the survey, a comprehensive diagnostic
review and Gap Amalysis, with the objective
to verify the status of Basel II readiness bas
been conducted covering all banks. The Central
Bank and external consultants conducted
this jointly during 4® quarter 2005 and 1% quarter
2006.

Based on expectations of banks, our analysis
indicates that Basel I implementation in the UAE
is expected to have a positive effect on the
financial system’s stability and soundness.

In addition, it is expected that Basel II will
encourage banks and other financial institutions to
improve their risk management systems and
Corporate Governance.

We anticipate the implementation process in the
UAE to be gradual with the uitimate intention for
banks to adopt the more advanced method as stated
above.

The implementation process will require the active
participation of experts from Central Bank of The
UAE, Basel I managers at banks, other technical
experts representing banks, and international
external consultants.

Central Bank of the UAE will shortly contact
banks . operating in .the UAE to form five Central
Bank — banks joint working groups to hold
meetings and discussions, to amjve at
recommendations based on input from all
participants,

The main Basel II implementation committee,
which is chaired by the Govemnor, will hold
meetings with the working groups from time — to —
time.

The main committee will make sure that all
requirements are met and decisions necessary for
the implementation process are taken.

For further information, please call the coordinator
of the main committee: Mr. Naveed Siddiqi. _

Yours faithfully,
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Sultan Bin Nasser Al-Suwaidi
Governor

Attachments:
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