QATAR FINANCIAL CENTRE

REGULATORY
AUTHORITY

Banking Business Prudential Rules
2014

QFCRA Rules 2014-2

The Board of the Qatar Financi@lentre Regulatory Authlidy makes the
following rules ard gives the following guidancender the~inancial Services
Regulations

Dated 17 Decembef014

Abdulla Saoud AlThani
Chairman

VZ1






QATAR FINANCIAL CENTRE

REGULATORY
AUTHORITY

Banking Business Prudential Rules
2014

QFCRA Rules 2014-2

made under the
Financial Services Regulations

Contents

Page

Chapter 1 General

Part 1.1 Preliminary
1.1.1 Introduction
1.1.2 Commencement
1.1.3 Effect of definitions, notes and examples
1.1.4 Application of these rulesd general
1.1.5 Application of these rulesd branches
1.1.6 Requirement for policy also requires procedures and systems
1.1.7 Responsibility for principles
1.1.8 Evaluation of information given to firm

W W NN PP

vz1 Banking Business Prudential Rules 2014 contents 1



Contents

page
Part 1.2 Principles relating to banking business
1.2.1 Principle 16 capital adequacy 4
1.2.2 Principle 26 credit risk and problem assets 4
1.2.3 Principle 306 transactions with related parties 4
1.2.4 Principle 46 concentration risk 4
1.2.5 Principle 56 market risk 4
1.2.6 Principle 66 operational risk 5
1.2.7 Principle 78 interest rate risk in the banking book 5
1.2.8 Principle 88 liquidity risk 5
1.2.9 Principle 96 group risk 5
Part 1.3 Banking business firms
1.3.1 Introduction 7
1.3.2 Deposit-taker 7
1.3.3 Investment dealer 7
1.3.4 Islamic financial manager 8
1.3.5 Legal form that firms must take 9
Chapter 2 Prudential reporting requirements
2.1.1 Introduction 10
2.1.2 Information about financial group 10
2.1.3 Financial group and prudential risk 11
2.1.4 Preparing returns 11
2.1.5 Giving information 12
2.1.6 Accounts and statements to use international standards 12
2.1.7 Signing returns 13
2.1.8 Firm to notify authority 13
Chapter 3 Capital adequacy
Part 3.1 General
3.1.1 Introduction 15
3.1.2 Chapter 3 and its application to branches 15
313 Governing bodyés responsibilitiedb
3.1.4 Systems and controls 17
3.1.5 Internal capital adequacy assessment 17
3.1.6 Use of internal models 18
contents 2 Banking Business Prudential Rules 2014 Vz1



Contents

page
Part 3.2 Initial and ongoing capital requirements
Division 3.2.A Required capital and ratios
3.2.1 Introduction 20
3.2.2 Required tier 1 capital on authorisation 20
3.2.3 Required ongoing capital 21
3.2.4 Base capital requirement 21
3.2.5 Risk-based capital requirement 21
3.2.6 Capital adequacy ratios 21
Division 3.2.B Elements of regulatory capital
3.2.7 Regulatory capital 22
3.2.8 Common equity tier 1 capital 23
3.2.9 Criteria for classification as common shares 23
3.2.10 Additional tier 1 capital 25
3.2.11 Criteria for inclusion in additional tier 1 capital 26
3.2.12 Tier 2 capital 28
3.2.13 Criteria for inclusion in tier 2 capital 29
3.2.14 Requirementsd loss absorption at point of non-viability 30
Division 3.2.C Inclusionofthir d partiesé interests
3.2.15 Introduction 32
3.2.16 Criteria for third party interestsd common equity tier 1 capital 32
3.2.17 Criteria for third party interestsd additional tier 1 capital 33
3.2.18 Criteria for third party interestso tier 2 capital 33
3.2.19 Treatment of third party interests from special purpose vehicles 34
Division 3.2.D Regulatory adjustments
Subdivision 3.2.D.1 General
3.2.20 Introduction 35
3.2.21 Approaches to valuation and adjustment 35
3.2.22 Definitions for Division 3.2.D 36
Subdivision 3.2.D.2 Adjustments to common equity tier 1 capital
3.2.23 Form of adjustments 36
3.2.24 Goodwill and intangible assets 36
3.2.25 Deferred tax assets 37
3.2.26 Cash flow hedge reserve 37
3.2.27 Cumulative gains and losses from changes to own credit risk 37
3.2.28 Defined benefit pension fund assets 37
3.2.29 Securitisation gains on sale 38
3.2.30 Higher capital imposed on overseas branch 38

vz1 Banking Business Prudential Rules 2014 contents 3



Contents

3.2.31 Assets lodged or pledged to secure liabilities
3.2.32 Acknowledgments of debt
3.2.33 Accumulated losses
Subdivision 3.2.D.3 Deductions from categories of regulatory capital
3.2.34 Deductions using corresponding deduction approach
3.2.35 Investments in own shares and capital instruments
3.2.36 Reciprocal cross holdings

3.2.37 Non-significant investmentsd aggr egate i s | ess
common equity tier 1 capital
3.2.38 Non-significant investmentsd aggr egate is 10%

common equity tier 1 capital
3.2.39 Significant investments
3.2.40 Firms may use estimates or exclude deductions

Subdivision 3.2.D.4 Threshold deduction rule
3.2.41 Deductions from common equity tier 1 capital

Part 3.3 Capital buffers and other requirements
3.3.1 Introduction
3.3.2 Capital conservation buffer
3.3.3 Capital conservation ratios
3.3.4 Powers of Regulatory Authority
3.3.5 Counter-cyclical capital buffer
3.3.6 Capital reductions
3.3.7 Authority can require other matters

Part 3.4 Leverage ratio
Chapter 4 Credit risk
Part 4.1 General

4.1.1 Introduction

4.1.2 Credit risk

4.1.3 Requirementsd management of credit risk and problem assets
4.1.4 Role of governing bodyd credit risk

Part 4.2 Credit risk management policy
4.2.1 Credit risk management policy
4.2.2 Policiesd general credit risk environment

page
38
39

39

39
40
40

than 10% of

40

or mor e of fi

41
42
43

43

45
45
46
47
48
49
49

51
51
52
52

53
53

contents 4 Banking Business Prudential Rules 2014

VzZ1



Contents

page
4.2.3 Policiesd credit decisions 55
4.2.4 Policiesd monitoring, testing and access 56
Part 4.3 Credit risk assessment
4.3.1 Introduction 58
4.3.2 Policiesd credit risk assessment 58
4.3.3 Categories of credits 59
4.3.4 Policiesd problem assets 61
4.3.5 Impaired credits 62
4.3.6 Restructuring, refinancing and re-provisioning of credits 62
4.3.7 Using external credit rating agencies 63
4.3.8 Choosing between issuer and issue ratings 64
4.3.9 Ratings within financial group 64
4.3.10 Using foreign currency and domestic currency ratings 65
4.3.11 Using short-term ratings 65
Part 4.4 Risk-weighted assets approach
Division 4.4.A General
4.4.1 Requirement to risk-weight 66
4.4.2 Relation to CRM techniques 66
4.4.3 Risk-weight to be applied 66
4.4.4 Firm must assess all credit exposures 66
4.4.5 Commitments included in calculation 67
4.4.6 Authority can determine risk-weights and impose requirements 67
Division 4.4.B Risk-weighted assets approachd on-balance-sheet
items
4.4.7 Calculating total risk-weighted items 67
4.4.8 Specialised lending 74
4.4.9 Risk-weights for unsecured part of claim that is past due for more than
90 days 76
Division 4.4.C Risk-weighted assets approachd off-balance-sheet
items
4.4.10 Calculating total risk-weighted items 76
4.4.11 How to convert notional amountsd market-related items 77
4.4.12 Credit conversion factors for items with terms subject to reset 79
4.4.13 Credit conversion factors for single-name swaps 80
4.4.14 Policieso foreign exchange rollovers 81
4.4.15 How to convert contracted amountsd non-market-related items 82
4.4.16 Credit equivalent amount of undrawn commitments 83
vz1 Banking Business Prudential Rules 2014 contents 5



Contents

page
4.4.17 Irrevocable commitmentd off-balance-sheet facilities 84
Part 4.5 Credit risk mitigation
Division 4.5.A General
4.5.1 Introduction 85
4.5.2 Choice of CRM techniques 85
4.5.3 Requirementsd CRM techniques 86
4.5.4 Obtaining capital relief 87
4.5.5 Standard haircuts to be applied 87
Division 4.5.B Collateral
4.5.6 Capital relief from collateral 91
4.5.7 Eligible financial collateral 92
4.5.8 Forms of cash collateral 93
4.5.9 Holding eligible financial collateral 93
4.5.10 Risk-weight for cash collateral 94
4.5.11 Risk-weight for claims 95
4.5.12 Risk-weights less than 20% 95
4.5.13 Valuing collateral 96
Division 4.5.C Guarantees
4.5.14 Capital relief from guarantees 96
4.5.15 Eligible guarantors 97
Division 4.5.D Credit derivatives
4.5.16 Capital relief from credit derivatives 98
Division 4.5.E Netting agreements
4.5.17 Capital relief from netting agreements 98
4.5.18 Criteria for eligible netting agreements 99
4.5.19 Legal opinion must cover transaction 100
4.5.20 Conclusion about enforceability 100
4.5.21 Requirementsd legal opinion 101
4.5.22 Relying on general legal opinions 102
4.5.23 Netting of positions across books 103
4.5.24 Monitoring and reporting of netting agreements 103
4.5.25 Collateral and guarantees in netting 103

contents 6 Banking Business Prudential Rules 2014 VZ1



Contents

page
Part 4.6 Securitisation and re-securitisation
framework
Part 4.7 Provisioning
4.7.1 Provisioning 106
4.7.2 Policiesd provisioning 106
4.7.3 Making provisions 107
4.7.4 Review of levels 108
4.7.5 No circumventing of requirements 109
4.7.6 Authority can reclassify assets 109
4.7.7 Information to governing body 109
Part 4.8 Transactions with related parties
4.8.1 Introduction 110
4.8.2 Concept of related parties 110
4.8.3 Related parties 110
4.8.4 Role of governing bodyd related parties 111
4.8.5 Policiesd transactions with related parties 111
486 Transactions must be armds | engt M2
4.8.7 Limits on lending to related parties 112
4.8.8 Powers of Regulatory Authority 113
Chapter 5 Concentration risk and large exposures
Part 5.1 General
5.1.1 Introduction 114
5.1.2 Concept of connected parties 114
5.1.3 Connected parties 115
5.1.4 Role of governing bodyd concentration risk 116
Part 5.2 Concentration risk
5.2.1 Concentration risk 117
5.2.2 Policiesd concentration risk sources and limits 117
5.2.3 Relation to stress-testing 118
Part 5.3 Large exposures
5.3.1 Large exposure 119
5.3.2 Policiesd large exposures 120

vz1 Banking Business Prudential Rules 2014 contents 7



Contents

page
5.3.3 Limits on exposuresd general 120
5.3.4 Limits on exposured Islamic financial managers 121
5.3.5 Obligation to measure 122
Part 5.4 Powers of Regulatory Authority
5.4.1 Authority can create relationships 123
5.4.2 Authority can set different limits and ratios 123
Chapter 6 Market risk
Part 6.1 General
6.1.1 Introduction 124
6.1.2 Requirementsd capital and management of market risk 124
6.1.3 Standard method to be used 125
6.1.4 Need for trading book 125
6.1.5 Role of governing bodyd market risk 127
6.1.6 Policiesd market risk environment 127
6.1.7 Policiesd trading book 128
6.1.8 No switching of instruments between books 128
6.1.9 Relation to stress-testing 128
6.1.10 Capital requirement, assets and liabilities 129
6.1.11 Revaluing positions 129
Part 6.2 Foreign exchange risk
6.2.1 Relation to market risk 130
6.2.2 What to include in foreign exchange risk 130
6.2.3 Foreign exchange risk on consolidated basis 132
6.2.4 Capital charged foreign exchange risk 132
6.2.5 Forward positions 134
6.2.6 Treatment of paired currencies 134
Part 6.3 Written options risk
Division 6.3.A General
6.3.1 Relation to market risk 135
6.3.2 Measuring options risk 135
Division 6.3.B Simplified approach
6.3.3 Using simplified approach 135
6.3.4 Capitalchargesdé 61 ong casht andrl 6sbopu cHEEh
contents 8 Banking Business Prudential Rules 2014 VZ1

and

Il on ¢



Contents

page
6.3.5 Capitalchargesd 61 ong put é or &6l ong cal | 87
Division 6.3.C Delta-plus method
6.3.6 Using delta-plus method 137
6.3.7 Relation to standard method 138
6.3.8 Capital chargesd options 138
6.3.9 Gamma capital charges 139
6.3.10 Vega capital charges 140
Part 6.4 Commodities risk
6.4.1 Relation to market risk 141
6.4.2 Measuring commodities risk 141
6.4.3 Measuring net positions 142
6.4.4 What to include in commodities risk 142
6.4.5 Assigning notional positions to maturities 142
6.4.6 Capital chargesd simplified approach 143
Part 6.5 Traded equity position risk
6.5.1 Relation to market risk 144
6.5.2 Measuring equity position risk 144
6.5.3 What to include in equity position risk 145
6.5.4 Charges for specific and general risks 145
6.5.5 Offsetting positions 146
6.5.6 Charges for index contracts 146
6.5.7 Using arbitrage 147
6.5.8 When basket of shares is 90% of index 149
Part 6.6 Traded interest rate risk
Division 6.6.A General
6.6.1 Relation to market risk 150
6.6.2 What to include in interest rate risk 150
6.6.3 Capital charged interest rate risk 151
Division 6.6.B Specific risk
6.6.4 Calculating specific risk capital charge 151
6.6.5 Instruments that have no specific risk capital charge 155
Division 6.6.C General risk
6.6.6 Measuring general risk 155
6.6.7 Maturity method 156
6.6.8 Steps in calculating general risk capital charge 156
vz1 Banking Business Prudential Rules 2014 contents 9



Contents

page
6.6.9 Positions in currencies 160
6.6.10 Futures and forward contracts 160
6.6.11 Swaps 161
6.6.12 Derivatives 162
6.6.13 Criteria for matching derivative positions 162
6.6.14 Criteria for offsetting derivative positions 163
Chapter 7 Operational risk
7.1.1 Introduction 165
7.1.2 Role of governing bodyd operational risk 165
7.1.3 Policiesd business continuity 165
7.1.4 Policiesd information infrastructure 165
7.1.5 Policiesd outsourcing 166
7.1.6 Powers of Regulatory Authority 167
7.1.7 Basic indicator approach 167
Chapter 8 Interest rate risk in the banking book
8.1.1 Introduction 169
8.1.2 Interest rate risk in the banking book 169
8.1.3 Requirementd interest rate risk in the banking book 170
8.1.4 Role of governing bodyd interest rate risk in the banking book 170
8.1.5 Policiesd management of interest rate risk in the banking book 171
8.1.6 Assumptions and adjustments 172
8.1.7 Floating-rate exposures 172
8.1.8 New products and activities 173
8.1.9 Stress-testing and interest rate risk in the banking book 173
8.1.10 Duty to notify authority of decline in value 174
8.1.11 Relation to internal capital adequacy assessment 175
Chapter 9 Liquidity risk
9.1.1 Introduction 176
9.1.2 Liquidity risk tolerance 176
9.1.3 Requirementsd managing liquidity and withstanding liquidity stress 176
9.1.4 Notification about liquidity concerns 177
9.1.5 Role of governing bodyd liquidity risk 178
9.1.6 Policiesd liquidity risk environment 179

contents 10 Banking Business Prudential Rules 2014 VZ1



Contents

page
9.1.7 Funding strategy 180
9.1.8 Contingency funding plan 181
9.1.9 Stress-testing and liquidity risk tolerance 181
9.1.10 Relation to internal capital adequacy assessment 182
9.1.11 Firms that conduct foreign currency business 182
9.1.12 Management of encumbered assets 183
9.1.13 Consequences of breaches and changes 183
9.1.14 Liquidity coverage ratio 183
9.1.15 Net stable funding ratio 184

Chapter 10 Group risk

Part 10.1 General
10.1.1 Introduction 185
10.1.2 Corporate group and financial group 185
10.1.3 Requirementsd group risk 186
10.1.4 Role of governing bodyd group risk 187

Part 10.2 Group capital requirement and resources
10.2.1 Application of Part 10.2 188
10.2.2 Financial group capital requirement and resources 188
10.2.3 Solo limits to apply to group 189

Chapter 11 Islamic financial managers

Part 11.1 Unrestricted PSIA managers
11.1.1 Introduction 190
11.1.2 PSIAs 190
11.1.3 Policiesd PSIAs 191
1114PS1 A managersd responsibilities 192
11.1.5 Terms of business 192
11.1.6 Financial statementsd specific disclosures 193
11.1.7 Periodic statements 194

Part 11.2 Other Islamic financial managers
11.2.1 Other sources of funding and financing 196

vz1 Banking Business Prudential Rules 2014 contents 11



Contents

page
Part 11.3 Displaced commercial risk, equity investment
risk and rate of return risk
Chapter 12 Collateral and customer mandates for
investment dealers
Part 12.1 Collateral
12.1.1 Application to investment dealers 198
12.1.2 Adequate records to be kept 199
12.1.3 Periodic statements to customer 199
Part 12.2 Customer mandates
12.2.1 Application to investment dealers 201
12.2.2 Systems and controls 201
Chapter 13 Transitional
13.1.1 Definitions for Chapter 13 203
13.1.2 Authorised firms to remain authorised 203
13.1.3 Modifications and waivers 203
13.1.4 Powers of Regulatory Authority not diminished 204
Recognised exchanges 205
Glossary 213
contents 12 Banking Business Prudential Rules 2014 VZ1



Chapter 1 General

Part 1.1 Preliminary

111

(1)
(@)

Introduction

These rules are thBanking Business Prudential Rul@§14 (or
BANK).

These rules establish the prudential framework for banking business
firms. They are based on the Basel Accords and the Basel Core
Principles for Effective Banking Supervision issued by the Basel
Committee on Banking Supervision.

1.1.2 Commencement
These rules commence @rJanuary015
1.1.3 Effect of definitions, notes and examples

(1) A definition in the glossary to these rules also applies to any
instructions or document made under these rules.

(2) A note n or to these rules is explanat@nd is not partfdhese rules.
However, examples and guidance are part of these rules.

(3) An example is not exhaustive, and may extend, but does nqtthmit
meaning of these rules or the particular provision of these rules to
which it relates
Note Under FSR, art 174), guidance is indicative of the view of the

Regulatory Authority at the time and in the circumstances in which it was
given.
1.14 Application of these rulesd general
Exceptasstated otherwisehese rules apply to an entity that has, or
Is applying for, an auth@mation to condudbanking business
vz1
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1.15
1)

)

1.1.6

Guidance

1 These rules apply to a banking business firm regardless of whether the firm
conducts other regulated activitieseerules 1.3.2 (2) and 1.3.3 (2). The
following Rules also apply to such a firm:

1 if the Investment Management and Advisory Rules Z04M A) also
applies to id those Rules

1 inrelation to its commercial conddctConduct of Business Rules 2007

1 in relation toan Islamic financial managérislamic Finance Rules
2005

Rules that are of general application also apply (for exar@ueernance and
Controlled Functions Rules 20B2dAnti-Money Laundering and Combating
Terrorist Financing Rules 200

2 ltis possible for a firm both to be authorised as a banking business firm under
these rules (that is, as a depdaker, an investment dealer or Ehamic
financial manager) and to hold an authorisation under INMA. Both these rules
and INMA would apply to such a firm to some degree. In relation to such a
firm, however, the capital requirements in these rules applthat firm
complies with the cdtal requirements in these rules, it is taken to comply with
the minimum capital and liquid assets requiremémtS\NMA & see INMA,
rule3.3.1(2)

Application of these rulesd branches

Chapter Jcapital adequacy and capital requirements) does not apply
to a banking business firm that is bramtéofar as that chapter would
requirethebranch to hold capital

However, the Regulatory Authority may requiaebranch to have
capital resources or to comply with any other capital requirement if
the authority considers it necessary or desirable to do so in the interest
of effective supervision of the branch.

Requirement for policy also requires procedures and
systems

In these rules, a gairement fora banking business firo have a
policy also requires such a firm to hatree procedures, systems,
processes;ontrolsand limits need@to give effect to the policy

page 2
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1.1.7

1.1.8

(1)

)

3)

(4)

Responsibility for principles
A banking businessirmd governing bodyis responsible for the

f i r com@iance with the principleand requirementset out in
these rules.

The governingbodymu st ensure that the firmbés
establishes and implements policies to give effect teetihelesThe

governing bodynust approve significant policies and any changes to

them (other than formal changeajhd mustensure that the policies

are fully integrated with each other.

Note 1 The significant policies relate to thadequacy of capital and the

management oprudential risk angjroup risk asset out in the following
Chapters.

Note 2 For the requirements fa@n authorised firmds gener al ri sk manag
strategy seeCTRL, rule 4.1.4.

The governing body must rewmnew t he f

time to time, taking into account changed operating circumstances,

activities and risks. The interval between reviews must be appropriate

for the nature, scale and compl exi t

not be longer than li2donths.

Thegoverning bodynust ensure thahé policies are made known to,
and understood by, all relevant staff.

Evaluation of information given to firm

A banking busi ness firmds governin
suitability and effectiveness of the information aadarts that it and

the firmdés senior management recei ve
suitability and effectiveness is whether the information and reports

are suitable for effectilg overseing and implemenng the

principles and requirements set outhese rules.

VZ1
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Part 1.2 Principles relating to banking

1.2.1

1.2.2
1)

)

1.2.3

1.2.4

1.2.5

business

Principle 10 capital adequacy

A banking business firrmust have capital, of adequate amount and
appropriate quality, for the nature, scale and complexity of its
business and for its risk profile.

Principle 20 credit risk and problem assets

A banking business firmmust have an adequatecredit risk
managemenpolicy that take into account h e  frisk toleréanse
its risk profile and the market and macroeconomic conditions.

The firmmust have adequate policies fbe early identification and
management oproblem assetsand the maintenance of adequate
provisons and reserves.

Principle 30 transactions with related parties

A banking business firnmust enter into transactions with atsd
part i es -lengthlbasisirmarderdsavoid conflicts of interest.

Principle 40 concentration risk

A banking business firnmust tave adequate policies to idegtif
measure, evaluatejanageandcontrolor mitigate concentrati@nof
risk in atimely way

Principle 50 market risk

A banking business firmmust havean adequatemarket risk
management policthat taks into account h e  frisk toleranse
its risk profile, themarket and macroeconomic conditions and the risk
of a significantdeterioration in market liquidityl he firm must have

page 4
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1.2.6

1.2.7

1.2.8

1.2.9

adequate policies tdentify, measure, evaluate, manage and control
or mitigate narket risk in a timely way.

Principle 60 operational risk

A banking business firnmust have an adequate operational risk
management policy that takes into accaurit e  frisk toleranse

its risk profile, themarket and macroeconomic conditions and the risk
of a significant deterioration in market liquidifyhe firm must lave
adequate policies tidentify, measure, evadte, manage and control
or mitigateoperational risk in a timely way.

Principle 70 interest rate risk in the banking book

A banking business firrmusthaveanadequatenanagemenpolicy
for interest rate risk in the banking bothlat takes into account the
f i r m$kstolerance its risk profile and the market and
macroeconomic conditions. The firm must have politieisientify,
measure, evaluate, manage and control or mitigegeest rate riskn
the banking book on a timely basis.

Principle 80 liquidity risk

A banking business firmmust have prudent and appropriate
guantitative and qualitativequidity requirements The firm must
have policieghat enablehe firm tocomply with those requirements
andto manageiquidity risk prudently

Principle 90 group risk
A banking business firrmusteffectively manageisks arising from
its membership in a group.
Note For the governing bodyds responsibiliti
1 capital adequacy seerule 3.1.3
1 creditrisk and problem assétseerule4.1.4
9 transactions with related partteseerule 4.8.4
1 concentration risk seerule5.1.4

VZ1
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market risld seerule6.1.5
operational ris@ seerule7.1.2
IRRBBO seerule8.1.4
liquidity riskd seerule9.1.5
group riskd seerule10.1.4

=A =4 =4 4 =4
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Part 1.3 Banking business firms

1.3.1
1)

)

1.3.2
1)

)

1.3.3
1)

(2)

Introduction

Banking business comprises the activities of deposit taking,
providing credit facilities, dealing in investments as principal and
Islamic financial managemenfAn authorised firm that has an
authorisation to conduct any thfeseactivitiesis abanking business
firm.

A banking business firrmay beadeposittaker, investment dealer
Islamic financial manager.

Deposit-taker
An authorised firms adeposittaker if:

(@) it is authorised to conduatither or both of the regulated
activities ofdeposit takingandproviding credt facilities; and
(b) itis not a Islamic financial manager

Note An Islamic financial managean only be an Islamic financial institution.
A firm is an Islamic financial institutioif it conducs its entire business
inaccorda c e wi tohseeglbssaryi 6 a

A firm is a deposittakereven if it is also authorised conduct any
other regulated activity or actiyit The authorisation fodeposit
taking orproviding credit facilitiegnakes the firma deposittaker.
Investment dealer

An authorised firms aninvestment dealeif:

(a) it is authorised to conduthe regulated actiwtof dealingin
investmentss principaland

(b) it is notadeposittakeror Islamic financial manager

A firm is an investment dealer even if it is also authorisecbnduct
any other regulated activitiexceptdeposit taking and providing
credit facilitie9. The authorisation fatealingin investments (and the

VZ1
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absence of an authorisation that would makel@osittakel) makes
the firmaninvestment dealer.

1.3.4 Islamic financial manager

(1) An authorised firms anlslamic financial managerif it is an Islamic
financial institution thatonductseither or both of the activities of:

(@) managng Shard -aompliant source of funding (other than
restricted PSIA&); and

(b) financing and holding investments madender -Shari 6a
complianttransactions

Examples of funding sources for para (a)

unrestricted PSIAmudarabahor wakalah

assetbacked salebased contracsélamor parallelsalan)

Islamic bond(sukuR

assetbacked leasbasedcontract(ijarah)

assetbacked contract to manufacture ooghace(istisng

servicebased contractMakalah kafalahorw a d i).6 a h

Examples of investments for para (b)

9  profit- and losssharing modesifusharakah

9 profit-sharing andossbearing modesifudarabaly

1 acommercial enterprise to undertake a business venture (with the intention of
holding theinvestmenfor an indefinite period or with a view to eventual sale)

1 diminishingmusharakah

= =4 =4 4 -4 A

1 equity investment in a company or an Islamollective investment schenife
the investmenis not held for shorterm resale or trading

1 ajoint ownership of real estate movable assets onnausharakatbasis for
onward lease or sale on gerah or mudarabatbasis, respectively.
(2) For an Islamic financial manager, a reference to interest rate in these
rules is taken to be a reference to profit rate oflshkemic financial
manager
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1.35

Legal form that firms must take
A banking business firrmust bel of the following

(a) a limited liability company incorporated under tB®@mpanies
Regulation2005

(b) a limited liability partnership incorporated under thienited
Liability PartnershipsRegulation2005

(c) a branchregistered with the QFC Authority
Note Branch is defined in the glossary.

VZ1
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Chapter 2 Prudential reporting
requirements

2.11 Introduction

(1) This Chapter sets out the prudential reporting requirements for a
banking business firm.

(2) Prudential returnsf a banking business firrnust eflect thef i r mé s
management accounts, financial statementsamadlary reportsA
f i r retdrss, accounts, statements and repuottstall be prepared
using the same standardsnd practices and must be easily
reconcilable wittbneanother.

(3) Arreturn is referred to assmlo returnif it reflects1f i r més account ¢
statements and reports

(4) A consolidated returrdeals withtheaccounts, statements and reports
of a firmconsolidatedvith thoseof the other members s financial

group
Note Financial group is defined inrule 10.1.2(2)and is used foconsolidated
reporting instead of 6écorporate group©o6.
2.1.2 Information about financial group

If directed by the Regulatory Authoritg,banking business firmust
givetheauthoritythe following informatiorabout its financial group

(a) details about thentitiesin thegroup;

(b) the structure of the group;

(c) how the group is managed;

(d) any other information that the authorrgquires

Guidance
1 The Regulatory Authority would we to know about the following activities
of the members of a firmbés financial grou

(a) regulated activities;
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(b) activities that are not regulated activities but are financial in nature and
have effect on the firmbés supervision |

2 Theauthority would not want to know about investments of a member of a
financial group if those investments are in relation to afirancial activity
(for example, investments in a hospital).

2.1.3 Financial group and prudential risk

(1) If a banking business firns part of a financial grougredit risk,
market risk, operational riskRRBB and liquidity risk(collectively
referred to aprudential risk) apply on a consolidated basis to the
firm and the other members that make up the financial group.

(2) Done on a cosolidated basisneans doneot justto includethe
financial activities or items of the firm but those of the other members
of its financial group as well.

Note A banking business firm must have systems to enable it to calculate its
financial groupcapital requirement and resourdesee rulel0.1.3(3)
The firm must ensure must ensure that its financial group capital

resources exceed its finaatigroup capital requiremehtsee rule
10.2.2(2)

2.1.4 Preparing returns

(1) A banking business firrmust prepare the prudential returns that it is
required to prepare by notice published by the Regulatory Authority
on an approved website. Such a notice may also reQamking
business firmso give other information to theuthority.

(2) The firmmust give the return to the Regulatory Authority within the
period stated in the notice

(3) The Regulatory Athority may, by written notice:
(a) require a firm to prepare additional prudential returns;

(b) exempt a firm from a requirement to prepare annual, bidnnua
quarterly or monthly returns (or a particular return); or

(c) extend the period within which to give a return.
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(4) An exemption may be subject to 1 or more conditidihe firmmust
comply with any conditiomttached to an eemption

(5) The firmmust prepare andwg prudential returns in accordance with
t he Regul atory Authorityés instruct.i
that the return be prepared or given
submission system.

(6) The instructions may be set out in these rules, in the return itself, in a
separate document published by the authority on an approved website
or by written notice. These instructions, wherever or however they
are given, are collectively referred to iastructions for preparing
returns.

Note Instructions may be in the form of formulae or blank spaces that the firm

must use or fill in and that automatically compute the amounts to be
reported.

2.1.5 Giving information

(1) The Regulatory Authority may, by written nagicrequire danking
businesdirm to give it informationadditional tothatrequired under
these rules.

(2) A banking business firnmust give information to the Regulatory
Authorityi n accordance with éanbdwithimmut hor it
the period statedh the notice. The authority may extend the period
within which togive theinformation.

(3) The Regulatory Authority may exemgthanking business firfnom
giving information. The firm must comply with any condition
attached to an exemption

2.1.6 Accounts and statements to use international standards

(1) A banking business firrmust prepare arkkepits financial accounts
and statements in accordance VAROIFI, IFRS, USGAAP or other
accounting standards approved in writing by the Regulatory
Authority.
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(2) If the firm decides to prepare and keep its financial accounts and
statements in accordance with a standard other than the one it has
previously used, it must notify the authority in writing before
beginning to do so.

2.1.7 Signing returns
(1) A prudentialretum must be signed by 2 individuals

(2) If the individualsapproved to exercise the finance function &rel
senior executive function for the firare available, they must sign
the return If either or both of those individuals or are unable to
sign, thereturn must be signed by 1 or 2 of the individuals approved
to exercise the following functions:

(a) the risk management function;
(b) the compliance oversight function;
(c) the executive governance function.

(3) In subrule (2),finance function, seniorexecutive function risk
management functioncompliance oversight functioandexecutive
governance functiorhave the same meanings as in CTRL.

2.1.8 Firm to notify authority

(1) A banking business firnrmust notify the Regulatory Authority if it
becomes aware, or has reasonableige to believe, thahe firm
hasbreacled, or is about to breaca prudential requirement.

(2) In particularthe firmmust notify theauthority as soon as practicable
of:

(a) any breach (or foreseen breachpf its minimum capital
requirement;

(b) anyconcern(including because of projected lossié$as about
its capital adequacy;

(c) any indication of significant adverse change time market
pricing of, or trading in, the capital instruments of the firm or its
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financial group (including pressun the firm to purchse its
own equity or deb

(d) anyother significant adverse change in its capaad
(e) any significant departure from its ICAAP.
Note For a banki ndCAAP) sdemle3slds f i r md s

(3) The firm must also notify the authority of any measures taken or
planned to deal with any breach, prospective breach or concern.
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Chapter 3 Capital adequacy

Part 3.1 General

3.1.1

(1)
(2)

(3)

Introduction
This Chapter sets ouaapital adequacy requirements.

A banking business firmdéds tot al reg
tier 1 capital and tier 2 capitallhe categories and elements of

regulatory capital, as well as the limits, restrictions and adjustments

to which theyare subject are set out in this Chapter.

Capital supports the firmds operatic
losses from its activities and, in the event of probletrenables the

firm to continue to operate in a sound and viable manner while the

problems are resolved. Capital management must be an integral part

of a banking business firmdés credit
align the fir mds profiewih itd capagtytance and
absorb losses.

Note For t he governing bodyo6s responsibildi
management and capital adequicee rule3.1.3(2)

3.1.2 Chapter 3 and its application to branches
(1) This chapter does not apply to a banking business firm that is a branch
insofar as this chapter would require the branch to hold capital.
(2) Abranchis required to comply with the reporting requieats under
thischapterl n r el ation to the maymepchos | C.
on the head officebs | CAAP (i f avail
3.1.3 Governing bodyés responsibilities
(1) Abanking businessfirms governing body must con
minimum financial resources required by these rules are adequate to
ensure that there is no significant
vz1
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(2)

be met as they fall due. The firm must obtain additional financial
resources if its governing body considerd thea minimum required
does not adequately reflect the risks of its business.

The governing body is also responsible for:

(@ ensuring that capital management
risk management and is aligned withritk tolerance and risk
profile;

(b) ensuring that the firm haat all timesfinancial resourcesf the
kinds and amounts required by these rules
Note Financial resources consist of more than capital and would include cash
in hand, irrevocable lines of credit and irrevocable guarantees.
(c) ensuring that the firm has capital, of adequate amount and
appropriate quality, for the nature, scale and complexity of its
business and for its risk profile;

(d) ensuring that the amount of capital it has exceeds its minimum
capital requirement;

(e) monitoring the adequacy and appropriatenesd the firmds
systems and controls andandthe f i r mc

 approving the firmds | CAAP and any
Guidance

1 A banking business firmbés riskiskmanagement
tolerance although risk appetite may al sc
and ori sk appetited embr ace al | rel evan
institutions and supervisory authorities. These 2 terms are used
interchangeably to describe both thesalute risks a firm is open to take
(which some may call risk appetite) and the actual limits within its risk appetite
that a firm pursues (which some call risk tolerance).

2 If the firm is a member of a financial group, the authority expects the capital
of thefinancial group to be apportioned among the grdugmembersbased
on the allocation of risks between them.
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3.1.4
(1)

(2)

3)
(4)
(5)

3.1.5
1)

(2)

3)

Systems and controls

A banking business firrmusthave adequate systems and controls to
allow it to calculate and monitor iteinimum capitalrequirement.

The systems and controls must be in writamgl must be appropriate

for the nature, scale and complexity of its business and for its risk

profile.

The systems and controls must enable the firm to show at all times

whether it complies with this Chapter.

The systems and controls must enable the firm to manage available

capital in anticipation of events or changes in market conditions.
The systems andontrols must include ICAAP, and the firm must

have contingency arrangements to maintain or increase its capital in

times of stress.

Internal capital adequacy assessment
A banking business firth snternal capital

adequacy assessment

processor ICAAP is the process by whiclhe firm continuously
demonstrates that it has implemented methods and procedures to
ensure that it has adequate capital resources to support the nature and

level of its risks

A firmbébs I CAAP (and
and must have been

any siwrginmgi f i cant
t he f

approved by

of the ICAAP must be given to the Regulatory Authority on request.

AnICAAPmustr ef | ect t he
operations and must include

natur e, scal

(a) adequate polieis andstaff to continuouslyidentify, measure,
evaluate, manage and control or mitigdie risks arising from
its activities, andnonitorthe capital held against such risks;
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(4)

3.1.6
(1)

(b) a strategy for ensuring that adequate capital is maintained over
time, includirg specific capital targets set out in the context of
its risk tolerance, risk profile and capital requirements;

(c) plans for how capital targets are to be met and the means
available for obtaining additional capital, if required;

(d) procedures for monitoringts compliance with its capital
requirements and capital targets;

(e) triggers to alert senior management to, and specified actions to
avert and rectify, possible breaches of capital requirements;

() procedures for reporting on the ICAAP and its outcomekeo
firm6 governing body and senior management, and for ensuring
that the ICAAP is taken into account in making business
decisions;

(g) policies about the effect on capital of significant risks not
covered by explicit capital requirements;

(h) triggers scopeand procedresfor reviewing the ICAAPunder
rule 1.1.7(3)andin the light of changed conditions and factors
affectingt h e fridk tolerénse, risk prof and capital;

(i) procedures for stregsstingandthereview of stress scenarios
() procedures for reporting the results of reviparsd

(k) an adequate recovery plan for restorindh e  ffinancrald s
situation after a significant deterioration.

In addition to the periodic review undele1.1.7(3) a HIAAPMO s
must be reviewed by an appropriately qualified person at least once
every 3 yars. Theersonmust be independent of the conduct of the
firmdéds capital management .

Use of internal models

The Regul at sreqyremfentd fdr banking huginess firms
to maintain adequate capital and managedential risk are based on
the approaches set odty the Basel Committee on Banking
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Supervisionin the Basel AccordsThe Accords allowifms to use
internal models t@assessapital adequacy and prudential risk, and
this rule governs the use sxich malels

(2) A firm must not use its own model to assespital adequacy or
prudential riskunless the Regulatory Authority has approved the
model. The authority may approve a modabject to 1 or more

conditions.
(3) In making its decision, the authority will tak&o account:
@ the nature, scale and complexity c

(b) the standardproposed by the firprthe rigour of its compliance
with them, and the ease with which the authority can aisass
compliance;

(c) whether the model can be relied upon asssonable reflection
of the risks undertaken by the firm; and

(d) any other matter that the authority considers relevant.

(4) The authority may revoke the approval if it is satisfied that the firm
has failed to comply with any condition specified by the authority
anystandard proposed by the firm.

(5) The firm must not stop using an approved model, or make significant

changes to it, without the authority
Note The use of internal models to measliRiRBB is allowed under rule
8.1.5(b)
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Part 3.2 Initial and ongoing capital
requirements

Division 3.2.A Required capital and ratios

3.2.1 Introduction

(1) A banking business firms expected to meet minimum riddased
capital requirements for exposure to credit risk, kearisk and
operational riskT he firmés capital adequacy
CET 1 ratio, total tier 1 ratio and total capital ratio) are calculated by
dividing its regulatory capital by total riskeighted assets.

(2) Total risk-weighted assetsf a banking business firm the sum of:

@ t he f i-weigbted osbalasidesheet and ofbalancesheet
items calculated in accordance wihart 4.4 and

() 12.5 times the sum of the firmds
capital requirements (to the extent that each of those
requirements applies to the firm).

Note For t he cal cul ati on of the firmds mar k
requirementd see rule$.1.1(3)and7.1.7, respectively.

(3) Inthis Part:
consolidated subsidiaryof a banking business firrmeans:
(a) a subsidiary of the firm; or
(b) a subsidiary of a subsidiary of the firm.

3.2.2 Required tier 1 capital on authorisation

An entity must have, at the time it is authorised, tier 1 capital at least
equal to the base capital requirement for the activity applied for. The
Regulatory Authority will not grant an authorisation unless it is
satisfied that thentity complies with this requirement.
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3.2.3

3.24

3.2.5

3.2.6

Required ongoing capital
(1) A banking business firrmust have at all timesapital at least equal
to the higher of:
(a) its base capital requirement; and
(b) its risk-based capital requirement.

Note A firm whose minimum capitaequirement is its rislbbased capital
requirement is subject to the additional requirement to maintain a
capital conservain buffel® see rule3.3.2

(2) The amount of capital that a firm must have isniaimum capital
requirement

Base capital requirement
The base capital requirement fobanking business firis:

(@) for a deposittaker or Islamic financial managér
QR 35million; or

(b) for an investmendealed QR 2 million.

Risk-based capital requirement

Therisk-based capital requiremerior a banking business firia the
sum of:

(a) its credit risk capital requirement;
(b) its market risk capital requirement; and
(c) its operational risk capital requirement.

Capital adequacy ratios

(1) A banking business i r més capit al adequacy
3 capital ratios expressed as percentages of its totalvegihted
assets.

(2) A f i minmius capital adequacy ratioare:
(@) a CET 1 capital ratio of 4.5%;
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3)

(4)

(b) atier 1 capital rab of 6%; and
(c) aregulatory capital ratio of 8%.

Note Under rule3.3.2 a least2.5% (by way of a capital conservation buffer
must be held by a banking business firm in additioth&® minimum
capital adequacy ratios The firmbs CET 1 capital
congrvation buffer must therefore be no less than 7% of its total risk
weighted assets.
The Regulatory Authority may, if it believes it is prudent to do so,
l ncrease any or &dpital adefuagy rafiofhe md s mi ni
authority will notify the firm inwriting abouta newcapital adequacy
ratioand the timeframe for meeting it.

A firm must maintain at all timesapital adequacy ratidgggher than

the required minimum so thadequate capital is maintained in the

cont ext of t he firmds risk tol er al
requirements, and as an additional buffer absorb losses and

problemsfrom market volatility. Thesbi gher rati os are t
risk-based capital adegacy ratios

Division 3.2.B Elements of regulatory capital

3.2.7
1)

(@)

(3)

(4)

Regulatory capital

Theregulatorycapital of a firm is the sum of its tier 1 capital and tier
2 capital.

Tierlcapitai s t he sum of a firmbésl1 CET 1 cz¢

capital. Tier 1 capital is alsonkwn as goingoncern capital because

it is meantto absorb losses while the firm is viable.

Note For the elements of CET 1 capital and additional tier 1 cépi&ak
rules3.2.8and3.2.1Q

Tier 2 capitalis thesum of the elements set outruie 3.2.12 Tier 2

capital B also known as gormoncern capital because itriseantto

absorb losses after the firm ceases to be viable.

For these rules, the Gategories ofregulatory capital are CET1
capital, additional tier 1 capital and tier 2 capital.
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3.2.8

Common equity tier 1 capital

Common equity tier Icapital (or CET 1 capita) is the sum of the
following elements:

(@) common sharessued bya banking business firitinat satisfy
the criteriain rule 3.2.9for classification as common shailes
the equivalent for nojoint stock companies)

(b) share premiumesulting from the issue of instruments included
in CET 1 capital
Note Share premium is also known a®ak surplus andconstitutes

additional paidin capital

(c) retained earnings;

(d) accumulated other comprehensive income and other disclosed
reserveqfor example, the foreign currency translation reserve
mentioned in rulé.2.2(4));

(e) common sharesssued by a consolidated subsidiary of the firm
and held by third partieshat satisfy the criterian rule 3.2.16
for inclusion in CET 1 capital;

() regulatory adjustments applied in the calculationC&T 1
capitalin accordance witbivision 3.2.D.

Note Retained earningsand other comprehensive incomaclude interim
profit or loss.

3.2.9 Criteria for classification as common shares

(1) An instrument issued by banking business firns classified as a
common share and included in CET 1 capital if all of the crifaria
subruleq?2) to (15) are satisfied.

(2) The instrumentis the most subordinated claim in case tbe
liquidation of the firm.

(3) The holder of the instrument is entitled to a claim on the residual
assets that isrpportionalto its share of issued capital, after all senior
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claims have been repaid in liquidation. The claim must be unlimited
and variabe andmustbe neither fixed nor capped.

(4) The principalamount ofthe instrumentis perpetual and never
repayable excpt in liquidation. Oscretionary repurchasesmdother
discretionarymeans ofreducing capital allowed by law do not
constitute repayment.
Note Under rule3.3.6 theRegulatory Aithorityd s appr ovaferai s requir
reduction in capital
(5) The firm does nothing to create an expectation at issuance that the
instrument will be bought back, redeemedamaelled The statutory
or contractual termdo notprovideanythingthat might give rise to
such an expectation.

(6) Distributions are paid out of distributable items of the firm (including
retained earnings) and thenountof distributions:

(a) is not tied or lhked to the amount paid in at issuance; and

(b) is not subject to a contractual cap (except to the extent that a firm
may not pay distributions that exceed thenount of its
distributable items).

(7) There are no circumstances under which the distributions are
obligatory. Non-payment does not constitute default.

(8) Distributions are paid only after all legal and contractual obligations
have been met and payments on more senior capital instruments have
been made. There an® preferential distributions and in partiaula
none for any other elementlassified as the highegquality issued
capital.

(9) Itis the issued capital that takes the first and proportionately greatest
share of any losses as they occur. Within the higessity capital,
each inswment absorbs losse®n a goingconcern basis
proportionately and equally with all the others.

Note This criterion is taken to bsatisfiedeven if the instrument includes a
permanent writelown mechanism.
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(10) The paidin amount is recognised as equity capital (rather than as a
liability) for determining balanesheet insolvency.

(11) The paidin amount is classified as equily accordance wittthe
relevantaccounting standards.

Note For the firmbés choi ce OdasmedulelsGe o f accoun

(12) The instrument is directly issued and paidand the firm has not
directly or indirectly funded the purchase of the instrument.

(13) The paidin amount ineithersecurechor covered by a guarantee of
thefirm or arelatedparty, nor subject to any other arrangement that
legally or economically enhances the seniority ofthe | dcé&aimo s
I n relation to the .claims of the fir

(14) The instrument is issuazhly with the appoval of the owners of the
firm, either given directly by the owners or, if permitted the
applicable law, given by its governirtgpdy or by other persons
authorised by the owners.

(15) The instrument is clearly and separatedly scl osed on the
balancesheet.

3.2.10  Additional tier 1 capital
Additional tier 1 capitalis the sum of the following elements:

(a) instruments issued by banking business firhat satisfy the
criteriain rule 3.2.11for inclusion in additional tier 1 capital
(and are not included in CET 1 capital);

(b) share premium resulting from the issue of instruments included
in additional tier 1 capital;

Note Share premium is also known atock surplus and constitutes
additional paiein capital.

(c) instrumentsissued by consolidated subsidiaries of the firm and
held by third partiesthat satisfy the criterian rule 3.2.17for
inclusion in additional tier 1 capital (and are not included in
CET 1 capital;
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3.2.11
1)

(2)
(3)

(4)

(5)
(6)

(7)

(d) regulatory adjustments applied in the calculation of additional
tier 1 capitain accordance witbivision 3.2.D.

Criteria for inclusion in additional tier 1 capital

An instrument issued bg banking business firms included in
additional tier 1 capitaf all of the criteriain subrules (2) to (16) are
satisfied.

The instrument is paiah.

The instrument is the mossubordinatedclaim after those of
depositors, general creditors amalders ofthe subordinated debt of
the firm.

Thepaidin amountis neithersecurechor covered by a guarantee of

thefirm or arelatedparty, nor subject to any other arrangement that
legally or economically enhances the seniority oftthe | dct&aimo s
in relation to thelaims ofthef i r més credi tor s.

The instrument is perpetual. It hag maturity date and there are no
stepups or other incentives to redeem.

If the instrument is callable by the firm, it can only be called 5 years
or more after the instrument is pardand only with the approval of
the Regulatory AuthorityThefirm mustnot do anything to create an
expectation that the exerciséthe option will be approved, and, if
theexercise is approved, the firm

(@) mustreplace the called instrument with capital of the same or
better quality and at conditions sustainable for tircome
capacity of the firm; or

(b) mustdemonstrate to the authority that its capital exteedhe
f i r mménismum capital requirementafter the option is
exercised.

A repayment of principal through repurchase, redemption or other
means must be approvedtbny Regulatory Authority. The firm must
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(8)

(9)
(10)

(11)

(12)

(13)

(14)

(15)

not assumgor create a market expectatjtimat such approval will be

given.

The instrument must provide for the firm to hae all times

discretion not to make a distribution or pay a dividend or coupon. The
execise of the discretiomust not impose restrictions on the firm

(except in relation to distrigions to commoshardolders) and must

not constitute default

Dividends and coupons must be paid out of distributable items.

The instrument must not hava creditsensitivedividend feature

under which a dividend or coupon is periodically reset based Ijwhol

orpaty) on the firmds credi

The instrument must not contributettch e  fliabilities@seeding
its assets if such a balanskeet testorms part ofanyinsolvency law

t st

applying in the jurisdiction where the instrument was issued.

An instrument classified as a liability for accounting purposes must
have principal loss absorption througgnversion to common shares
or a writedown mechanism that allocates losses to the instrysent

a prespecified trigger point.
A write-down of the instrumeritasthe following effects:
(@) reducingthe claim of the instrument in liquidation;

(b) reducingthe amount repaid when a cafitionis exercised;
(c) reducing or eliminatinglividend or coupon payments on the

instrument.

andi

Neither the firm nor a relateplarty over which the firm exercises

control has purchased the instrument, nleasthe firm directly or

indirectly funded the purchase thie instrument.

The instrumenthas nofeatures that hinder recapitalisatioRor
example, it must natquire thdirm to compensate investors if a new
instrument is issued at a lower price during a specifestbd
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(16) If the instrument is not issued out af operating entitysuch asa

3.2.12

special purpose vehidgler the holding company in thgroup of
which the firm is a membethe proceedsireimmediately available
without limitation to an operating entity or the holding company
through an instrumenhat stisfies the other criteria for inclusion in
additional tier 1 capital.

Note For the treatment of instruments issuedlspecial purpose vehidesee
rule3.2.19

Tier 2 capital
Tier 2 capitalis the sum of the following elements:

(@) instruments issued by the firm that satisfy the critania
rule 3.2.13for inclusion in tier 2 capital (and are not included in
tier 1 capital);

(b) share premiumnesulting from the issue of instruments included
in tier 2 capital;
Note Share premium is also known as staikplus and constitutes
additional paiein capital.
(c) instrumentsissued by consolidated subsidiaries of the firm and
held by third partiesthat satisfy the criterian rule 3.2.18for
inclusion in tier 2 capital (and are not included in tier 1 capital);

(d) regulatory adjustments applied in the calculation of tier 2 capital
in accordance witbivision 3.2.D;

(e) general provisions or general reserves held against future,
presently unidentified lossesutbonly up to a maximum of
1.25%o0f risk-weighted assets calculatadng the standardised
approachn Part 4.3.

Note General provisions and reserves are freely available to meet losses that

subsequently materialisend therefore qualify for inclusion in tier 2
capital. In contrast, provisions for identified deterioration of particular

assets or known liabilities, whether individual or grouped, should be
excluded because they would not be available to meet losses.
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3.2.13

(1)
(2)
3)

(4)

(5)

(6)

(7)

(8)

Criteria for inclusion in tier 2 capital

An instrument issued kg banking business firis included in tier 2
capital if all the criterian subruleq?2) to (11) are satisfied.

The instrument is paith.

The instrument is the most subordinateldim after those of
depositorsgeneral creditorand holders othe subordinated detaif
the firm.

Thepaidin amountis neithersecurechor covered by a guarantee of
thefirm or arelatedparty, nor subject to any other arrangement that
legally or economically enhances the seniority oftthe | dct&aimo s
in relation tathe claims of h e  fddapasito® and general creditors.

The original maturity of the instrumentas leasbt years.

The recognition in regulatory capital in the remaining 5 years before
maturityis amortised on a straight line basind there are no steps
or other incentives to redeem.

If the instrument is callable by the firm, it can only be called 5 years
or more after the instrument is pardand only with the approval of
the Regulatory AuthorityThe firm must not do anythgito create an
expectation that the exercise of the option will be approved, and, if
the exercise is approved, the firm:

(a) mustreplace the called instrument with capital of the same or
better quality and at conditions sustainable for the income
capacity otthe firm; or

(b) mustdemonstrate to the authority that its capital exteedhe
f 1 r mménismum capital requirement after the option is
exercised.

The holderhas no righto acceleratéuture scheduled payments of
coupon or principal, except in bankruptmiquidation.
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(9) The instrumentdoesnot have a credgensitivedividend feature
under which a dividend or coupon is periodically reset based Ijwhol
orparty) on the firmdés credit standing.

(10) Neither the firm nor a relategarty over which the firm exercise
control has purchased the instrument, nleasthe firm directly or
indirectly funded the purchase of the instrument.

(11) If the instrument is not issued out of an operating effsitich asa
special purpose vehigler the holding company in thgroup of
which the firm is a membegethe proceedsareimmediately available
without limitation to an operating entity or the holding company
through an instrumenhbat satisfies the other criteria for inclusion in

tier 2 capital.
Note For the treatment of instrumisrissued by special purpose vehiéesee
rule3.2.19

3.2.14 Requirementsd loss absorption at point of non-viability

(1) This rule applies to an additionagtil or tier 2 instrument issued by
a banking business firm. It sets out additional requirements to ensure
loss absorption at the point of naiability.

(2) The terms and conditions of an instrument must give the Regulatory
Authority the discretion to direthat the instrument be writtesff or
converted to common equity on the happening of a trigger event.

(3) The firm must be able to issue the required number of shares specified
in the instrument if a trigger event happens. The issuance of any new
shares becaasof a trigger event must happen before any public
sector injection of capital so that capital provided by the public sector
is not diluted.

(4) Trigger eventin relation to the firm that issued the instrument, is the
earliest of:

(a) a decision of the Regulatory Authority thaivate-off (without
which the firm would become nenable) is necessary; and
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(b) a decision by the relevant authority in Qatar to make a public
sector injection of caml, or give equivalent supponvithout
which injection or supporthe firm would become newiable
as determined by that authojity

(5) If the firm is a member of a financial group and the firm wishes the
il nstrument to be included in the gro
capital, the triggeevent must be the earliest of:

(a) the decision in subrul@) (a);
(b) the decision in subrul@) (b);

(coa decision, by the rel evant aut h
jurisdiction, that a writeoff (without which the firm would
become notviable) is necessary; and

(d) a decision, by the relevant authority in the jurisdiction of the
financial regulatothat regulates the parent entity of the firm, to
make a public sector injection of capital, or give equivalent
support, in that jurisdictionafithout whichinjection or support
the firm would become nowiable, as determined bthat
authority).

(6) Any compensation paid to the holder of an instrument because of a
write-off must be paid immediately in the form of common shares (or
the equivalent for nojoint-stock companies).

(7) If the firm is a member of a financial group, any common shares paid
as compensatioto the holder of the instrument must be common
shares of the firm or of the parent entity of the group.

Guidance

Conversion or writeoff under this rule would be limited to the extent necessary to
enable the Regulatory Authority to conclude that the fgwiable without further
conversion or writeoff.
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Division 3.2.C Inclusion of third partiesdinterests

3.2.15 Introduction
This Division sets outhecriteriaand formulador the inclusionin a
banking business firth segulatorycapital,of interestsheld by third
parties
3.2.16 Criteria for third party interestsd common equity tier 1
capital
(1) For rule 3.2.8 (), a common share, issued by a consolidated
subsidiary ofa banking business fir@and held by a third partgs a
noncontrolling interestmay beincluded int h e  fCETr Lrodpisal
if:
(@) the share woultbei ncl uded i n thehalitr més
been issued by the firnand
(b) the subsidiary that issdethe share is itself deposittaker,
investment dealer dslamic financial managéor an equivalent
entity in itshome jurisdictiof
(2) The amount to be included the consolidated CET 1 capital af
banking business firns calculated in accordance with the following
formula
NCI T ((CET1sT Min) x SS)
where:
NCI is the total of the nowontrolling interests ofhird parties in a
consoldated subsidiary of the firm.
CET1sis the amount of CET 1 capital of the subsidiary.
Min is the lower of:
(@) 1.07x (minimumCET 1 capitatequirement of the subsidiary);
and
(b) 1.07 x (the part of the consolidated minimu@ET 1 capital
requirement that relates to the subsidiary).
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3.2.17

(1)

)

3.2.18

(1)

SSmeans the percentage of the shares in the subsidiary (being shares
included INCET 1 capital held by thosehird parties.

Criteria for third party interestsd additional tier 1 capital

Forrule 3.2.10(c) an instrumengincluding a common shareysued
by a consolidated subsidiary afbanking business firand held by
a third partyas a norcontrolling interestmay beincluded inthe
f 1 r addit®naltier 1 capial if the instrument woultbe included in
t h e fadditiomadtier 1 capitahad it been issued by the firm

Note Any amount already included in CET 1 capital must noinsuded in
additionaltier 1 capitad seerule 3.2.10(c)

The amount to be included in the consolidaedditionaltier 1 capital
of a bankingbusiness firmis calculated in accordance with the
following formula

NCIT ((T1lsT Min) x SS)
where:

NCI is the total of the nogontrolling interests ofhird parties in a
consolidated subsidiary of the firm.

T1sis the amount cadditionaltier 1 capital of the subsidiary.
Min is the lower of:

(@) 1.07 x (minimum additionaltier 1 capital requirement of the
subsidiary); and

(b) 1.07x (the part of the consolidated minimuadditionaltier 1
capitalrequirement that relates to the subsidiary).

SSmeans the percentage of the shares in the subsidiary (being shares
included inadditional tierl capita) held by thosehird parties.
Criteria for third party interestsd tier 2 capital

Forrule3.2.12(c), an instrumentincluding a common share aady
other tier 1 capital instrumerigsued by a consolidated subsidiary of
a banking business firand held by a third partys a norcontrolling
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(2)

3.2.19

(1)

interestmay beincluded int h e ftigr 2 capitad if the instrument
wouldbe i ncl uded i n taddébeéniissuebbygthe i er
firm.
Note Any amount already included in CET 1 capitahdditionaltier 1 capital

must not be included in ti&capitab seerule 3.2.12(c).
The amount to be included in tle®nsolidatedier 2 capital ofa
banking business firns calculated in accordance with the following
formula

NCI T ((T2sT Min) x SS)
where:

NCI is the toal of the norcontrolling interests ofhird parties in a
consolidated subsidiary of the firm.

T2sis the amount dfier 2 capital of the subsidiary.
Min is the lower of:

(@) 1.07x (minimumtier 2 capitalrequirement of the subsidiary);
and

(b) 1.07 x (the part of the consolidated minimutier 2 capital
requirement that relates to the subsidiary).

SSmeans the percentage of the shares in the subsidiary (being shares
included intier 2 capita) held by thosehird parties.

Treatment of third party interests from special purpose
vehicles

An instrumenissuedout of a special purpose vehiciend held by a

third partymustnot beincluded ina banking business fitn€ET 1
capital Such an instrument may be includedh t h eadditianal mé6 s
tier 1 ortier 2 capitaland treated as if hadbeenissuedby the firm

itself directlyto the third pa#), if:

(a) the instrument satisfies the criteria for inclusiorihiarelevant
category ofegulatorycapital and
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(b) the only asset of thgpecial purpose vehicls its investment in
the capital of the fm and that investmestisfies the criterion
inrule3.2.11(16)r 3.2.13(11)or theimmediate availability of
theproceeds.

(2) Aninstrumentdescribed in subrulél) thatis issued out o& special
purpose vehiclehrough a condmlated subsidiary ofa banking
business firmmay bei ncl uded in the firmés con:
tier 1 or tier 2 capitaif the instrument satisfies theiteria in rule
3.2.170r 3.2.18 as the case requires. Such an instrumdrgased as
if it had beenissued by the subsidiary itself daotly to the third party.

Division 3.2.D Regulatory adjustments
Subdivision 3.2.D.1 General

3.2.20 Introduction
(1) Regul atory adjustments to a banking
required to avoid doubleounting, or artificial inflation, of its capital.
They mayalso be required in relation to assets that cannot readily be
converted into cash.

(2) Adjustments can be made to all 3 categories of regulatory capital, but
most of them are to CET 1 capital.

3.2.21  Approaches to valuation and adjustment

(1) A banking business firm nsti use the same approach for valuing
regulatory adjustments to its capital as it does for balaheet
valuations. An item that is deducted from capital must be valued in
the same way as it would be for incl

(2) The firm mus use the corresponding deduction approach and the
threshold deduction rule in making adjustments to its capital.
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3.2.22 Definitions for Division 3.2.D
In this Division:
entity concernedneans any of the following entities
(a) a banking business firm;
(b) any other financial or insurance entity;
(c) an entity over which a banking business firm exercises control.
Note Exercise controlis defined in the glossary.
significant investment by a banking business firm in an entity
concernedmeans an investment of 10% or more in the common
shares, or other instruments that qualify as capital, of the entity

concerned Investment includes a direct, indirect and synthetic
holding of capital instruments.

Subdivision 3.2.D.2 Adjustments to common equity tier 1
capital

3.2.23 Form of adjustments

Adjustments to CET 1 capital must be made in accordance with this
Subdivision. Regulatory adjustments are generally in the form of
deductions, but they maylsa be in the form of recognition or
derecognition of items in the cal cul

3.2.24  Goodwill and intangible assets

A banking business firm must deduct from CET 1 capital the amount
of its goodwill and other intangible assets (except moggagvicing
rights). The amount must be net of any related deferred tax liability
that would be extinguished if the goodwill or assets become impaired
or derecognised under IFRS or any other relevant accounting
standards.

Note For the treatment of mortgagervicing rightd see rule3.2.41(threshold
deduction rule).
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3.2.25 Deferred tax assets

(1) A banking business firm must deduct from CET 1 capital the atnou
of deferred tax assets (except those that relate to temporary
differences) that depend on the future profitability of the firm.

(2) A deferred tax asset may be netted with a deferred tax liability only
if the asset and liability relate to taxes levied bg same taxation
authority and offsetting is explicitly permitted by that authorAy.
deferred tax liability must not be used for netting if it has already been
netted against a deduction of goodwill, other intangible assets or
defined benefit pension as.

Note Any deferred tax liability that may be netted must be allocated pro rata
between deferred tax assets under this rule and those under the threshold
deduction rule. For the treatment of deferred tax assets that relate to

temporary differences (foexample, allowance for credit lossg@see
rule 3.2.41(threshold deduction rule)

3.2.26 Cash flow hedge reserve

In the calculation of CET 1 capital, a banking business firm must
derecognise the amount of the cash flow hedge reserve that relates to
the hedging of items that are not fair valued on the balance sheet
(including projected cash flows).

3.2.27 Cumulative gains and losses from changes to own credit
risk
In the calculation of CET 1 capital, a banking business firm must
derecognise all unrealised gains and unrealised losses that have
resulted from changes in the fair value of liabilities that are due to
changesinte firmés own credit risk.

3.2.28 Defined benefit pension fund assets

(1) A banking business firm must deduct from CET 1 capital the amount
of a defined benefit pension fund th
sheet. The amount must be net of any related defexxd@bility that
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would be extinguished if the asset becomes impaired or derecognised
under IFRS or any other relevant accounting standards.

(2) The firm may apply to the Regulatory Authority for approval to offset
from the deduction any asset in the ddlimenefit pension fund to
which the firm has unrestricted and unfettered access. Such an asset
must be assigned the rigkeight that would be assigned if it were
owned directly by the firm.

3.2.29 Securitisation gains on sale

In the calculation of CET 1 capitad, banking business firm must
derecognise any increase in equity capital or CET 1 capital from a
securitisation or resecuritisation transaction (for example, an increase
associated with expected future margin income resulting in ogain
sale).

3.2.30 Higher capital imposed on overseas branch

(1) If a banking business firm has an overseas branch, the firm must
deduct from CETL capital whichever is the higher of any capital
requirement imposed by the Regulatory Authority or the financial
regulator in the jrsdiction in which the branch is located.

(2) This rule does not apply if the overseas branch is a consolidated entity
of the banking business firm. A branch iscasolidated entityf it is
i ncluded in the firmdéds consolidated

(3) Despite subrul€?2), if the financial regulator in the jurisdiction in
which a branch is located imposes a capital requirement for the
foreign branch, a banking firm mudeduct from CET 1 capital the
amount of any shortfall between the actual capital held by the foreign
branch and that capital requirement.

3.2.31  Assets lodged or pledged to secure liabilities

(1) A banking business firm must deduct from CET 1 capital the amount
of any assets lodged or pledged by the firm if:
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(a) the assets were lodged or pledged to secure liabilities incurred
by the firm; and

(b) the assets are not available to meet the liabilities of the firm.

(2) The Regulatory Authority may determine that, in the circuntgsn
the amount of assets lodged or pledged need not be deducted from the
firmdéds CET 1 capital. The determinat

3.2.32  Acknowledgments of debt

(1) A banking business firm must deduct from CET 1 capital the net
present value ofnacknowledgemerof debt outstanding issued by
it to directly or indirectly fund instruments that qualify as CET 1
capital.

(2) This rule does not apply if the acknowledgemisrgubordinated in
rank similar to that of instruments that qualify as CET 1 capital.

3.2.33 Accumulated losses

A banking business firm must deduct from CET 1 capital the amount
of anyaccumulated losses.

Subdivision 3.2.D.3 Deductions from categories of regulatory
capital

3.2.34 Deductions using corresponding deduction approach

(1) The deductions that must be made from CEgafital adlitional
tier 1 capital or tier 2 capital under the corresponding deduction
approach are set out in this Subdivision. A banking business firm
must examine its holdings of index securities and any underlying
holdings of capital to determine whether a®gluctions are required
as a result of such indirect holdings.

(2) Deductions must be made from the same category for which the
capital would qualify if it were issued by the banking business firm
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3)

3.2.35

(1)

)

3.2.36

3.2.37

I tself or, i f there | sntthemextough

category up.

Example

If the amount of tier 2 capital is insufficient to cover the amount of deductions from
that category, the shortfall must be deducted from additional tier 1 capital and, if
additional tier 1 capital is still insufficient,gélremaining amount must be deducted
from CET 1 capital.

The corresponding deduction approach applies regardless of whether
the positions or exposures are held in the banking book or trading
book.

Investments in own shares and capital instruments

A bankingbusiness firm must deduct direct or indirect investments in
its own common shares or own capital instruments (except those that
have been derecognised under IFRS or any other relevant accounting
standards). The firm must also deduct any of its own comimanes

or instruments that it is contractually obliged to purchase.

The gross long positions may be deducted net of short positions in the
same underlying exposure only if the short positions involve no
counterparty risk. However, gross long positionstnawn shares
resulting from holdings of index securities may be netted against
short positions in its own shares resulting from short positions in the
same underlying index, even if those short positions involve
counterparty risk.

Reciprocal cross holdings

A banking business firm must deduct reciprocal cross holdings in
shares, or other instruments that qualify as capital, of an entity
concerned.

Non-significant investmentsd aggregate is less than 10%
of f icommdrsequity tier 1 capital

(1) This rule appks if:
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(a) a banking business firm makes a fggnificant investment in
an entity concerned;

(b) the entity concerned is an unconsolidated entity (that is, the
entity is not one that i's includ
returns);

(c) the firm does not own 10% orare of the common shares of the
entity concerned; and

(d) after applying all other regulatory adjustments, the total of the
deductions required to be made under this rulesis than 10%
of the flicapitaldbs CET

(2) A banking business firm must deduct anyastments in common
shares or other instruments that qualify as capital of an entity
concerned.

(3) The amount to be deducted is the net long position (that is, the gross
long position net of short positions in the same underlying exposure
if the maturity of tke short position either matches the maturity of the
long position or has a residual maturity of at least 1 year).

(4) Underwriting positions held for more than 5 working days must also
be deducted.

(5) If a capital instrument is required to be deducted andittipossible
to determine whether it should be deducted from CET 1 capital,
additional tier 1 capital or tier 2 capital, the deduction must be made
from CET 1.

3.2.38 Non-significant investmentsd aggregate is 10% or more
of f icomm@rsequity tier 1 capital
(1) This rule applies if, after applying all other regulatory adjustments,

the total of the deductions required to be made undef3r@I87is
10% ormoe of the firmés CET 1 capital

(2) A banking business firm must deduct the amount by which the total
of the deductions required to be made umdkr3.2.37exceeds 10%
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of the f i r mdtssa@dantto lhe dedacted is thelreferred
to as theexcess

(3) How much of the excess gets to be deducted from each category of

regulatory capital under the corresponding deduction approach is
calculated in amrdance with the following formula:

Excess 3 é
B

where:

A is the amount of CET 1 capital, additional tier 1 capital or tier 2
capital of the banking business firm, as the case requires.

B is the total capital holdings tiie firm.

3.2.39  Significant investments
(1) This rule applies if:

(&) a banking business firm makes a significant investment in an
entity concerned;

(b) the entity concerned is an unconsolidated entity (that is, the
entity is not one that dates i ncl ud
returns); and

(c) the firm owns 10% or more of the common shares of the entity
concerned.

(2) A banking business firm must deduct the total amount of investments
other than investments in common shares or other instruments that
qualify as CET 1 capital ain entity concerned.

Note For the treatment of investments in common shares or other instruments
that qualify as CET 1 capital of an entity concehegerule 3.2.41
(threshold deduction rule)

(3) The amount to be deducted is the net long position (that is, the gross
long position net of short positions in the same underlying exposure
if the maturity of the short position either matches the maturitiyeof
long position or has a residual maturity of at least 1 year).
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(4)
(5)

3.2.40

(1)

)

Underwriting positions held for more than 5 working days must also
be deducted.

If a capital instrument is required to be deducted and it is not possible

to determine whether it should lokeducted from CET 1 capital,

additional tier 1 capital or tier 2 capital, the deduction must be made

from CET 1.

Firms may use estimates or exclude deductions

If it is impractical for a banking business firm to examine and monitor
t he f i r mod stheecappgabaf concersed éntties (including
through holdings of indexed securities), the firm may apply to the
Regulatory Authority for approval to use an estimate of such
exposures. The authority will grant such an approval only after the
firm satisfiesthe authority that the estimate is conservative, -well
founded and reasonable.

A banking business firm may also apply to the Regulatory Authority
for approval not to deduct an investment made to resolve, or provide
financial assistance to reorganise, drdssed entity.

Subdivision 3.2.D.4 Threshold deduction rule
3.241

(1)

(2)

Deductions from common equity tier 1 capital

In addition to the other deductions to CET 1 capital under this
Chapter, deductions may be required to CET 1 capital under the
threshold deduction rule.

The thresholddeduction rule provides recognition for particular
assets that are considered to have some limited capacity to absorb
losses. The following items come within the threshold deduction rule:

(a) significant investments in the common shares or other
instruments tat qualify as CET 1 capital of an unconsolidated
entity concerned,;

(b) mortgage servicing rights;
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(c) deferred tax assets that relate to temporary differences (for
example, allowance for credit losses).

(3) Instead of full deduction, the items that come within tthreshold
deduction rule receive limitedcognition when calculating CET
capital. The total of each of the items in subr@gdo not require
adustment from CET 1 capital and are rskeighted at 300% (for
items listed on a recognised exchange) or 400% (for items not so
listed) provided that:

(@ each item is no more than 10% of
of all regulatory adjustments except thoseder this
Subdivision); or

(b) intotal, the 3itemsaremoor e t han 15% df the f
capital (net of all regulatory adjustments except those under this
Subdivision).

(4) A banking business firm must deduct from CET 1 capital any amount
in excess othethreshold in subrul€3)(a)or (b).
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Part 3.3 Capital buffers and other

3.3.1

3.3.2

(1)

(@)

3)

(4)

(1)

(2)

requirements

Introduction

The capital adequacy framewodontains2 additional measures for
conserving capital through theapital conservation buffer artie
countercyclical capitalbuffer.

Thecapital conservation buffepromotes theonservation of capital

and the buileup of a buffer above the minimuimtimes of economic

growth and credit expansipso that the buffer can be drawn down in
periods of stressl t i mposes an obl igation
distributionswhen capital falls below the capital conservation buffer
minimum.

Thecountercyclical capital bufferis a macroprudential tool that can

be used when excess aggregate credit growth is judged to be
associated with a buHdp of a systerwide risk. It is inteded to
ensure that the banking system has a buffer of capital to protect it
against future potential losses.

These2 buffers and ther requirement®n capital are set out in this
Part.

Capital conservation buffer

A banking business firnwhoserisk-based apital requirements
higher than its base capital requiremenist maintain aminimum
capital conservation buffer of:

@ 2.5% of t he -weightedhassstot ot al ri sk

(b) a higheramount that the Regulatory Authorityay, bywritten
notice,setfrom time to time

A firmds c ap ibaffarlmust lwenmsaderup &ETi 10 n
capital above the amownisedio meethef i r @&EJ $ capital ratip
tier 1 capitakatio andregulatorycapitalratioin rule 3.2.6(2)
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3.3.3
1)

(2)

3)

(4)

Capital conservation ratios

If a banking business fitns capi t al conservation

the required minimum, the firm musbtmediately conserve its capital

by restricing its distributions

Note A payment made by a firm that does not reduce its CET 1 capital is not a
distribution for the purposes of thiBart. Distributions include, for
example, dividends, share buybacks and discretionary bonus payments.

This rule setut, in column3 of table 3.3.3 the minimum capital

conservation ratiofor banking business firmthat are required to

maintain acapitalconservation buffeiCapital conservation ratias

the percentage of earnintgigta firm must not distribute if it€ET 1

capital ratiofalls within the correspondingatio in column2 of that

table

Examples of application of table

As s ume t harnmuma CHTIl capitalsations 4.5% and an additidh&%
capital conservation buffer (which must be made up of CET 1 capital) is required
for a total of 7% CET 1 capital ratiBased onable3.3.3

1 | f a CET Ircapdasratigs between 4.5% and 5.125%, the firm needs to
conserve 100% of its earnings

2 | f a CET Icapdas ratias between 5.125%, and 5.75%, the firm needs
to conserve 80% of its earnings and must not distribute more than 20% of those
earnings by way of dividends, share buybacks and discretionary bonus
payments.

3 Afirm with a CET 1 capital rati@f more than 7% can distribute 100% of its

earnings.
Earnings means distributable profits calculated befaieductng
elements subject to thestrictiors on distributions. Earnings must be
calculated aftenotionally deductinghe tax that would have been
payablehad none of the distributable items been paid.
Note The effect of calculating earnings after tax is that theetansequencef

the distribution is reversed out.

A banking business firrmust have adequate systems and controls to
ensure thatthe amount of distributable profits anghaximum
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distributable amourdrecalculated accurately. The firm must be able
to demonstrate that accura€girectedby the Regulatory Authority.

Table 3.3.3 Minimum capital conservation ratios

column1l | column 2 column 3

item CET1 capital ratio minimum capital
conservation ratio
(% of earnings)

4.5% 10 5.125% 100
O5.125% to 5. 7180

O5.75% to 6. 37160
06.375% to 7. 01040
>7% 0

AW [IN| -

3.34 Powers of Regulatory Authority

(1) The Regulatory Authoritymay imposea restriction on capital
distributionsby a firm evenif the amount othef i r @Q&d &capital
is greater than its CET 1 capital ratio and requiredcapital
conservation buffer.

(2) TheRegulatory Authoritymay, bywritten notice, impose limit on
the periodduring whicha banking business firrmay operate within
aspecifiedcapital conservation ratio

(3) A banking business firrmay apply to théRegulatory Authorityto
makea distributionin excess of limit imposed bythis RPart The
authority will grant approvalonly if it is satisfied thathe firm has
appropriatemeasures to raise capital equal do greater thanthe
amountthe firmwishes to distributabove thdimit.
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3.35 Counter-cyclical capital buffer

(1) If imposed by the Regulatory Authority, the countgclical capital
buffer would require a firm to have additional CET 1 capital against
possible future losses from systewide risks associated with excess
credit growth.

(2) The RegulatoryAuthority may, by written noticerequire banking
business firms$o haveadditionalCET 1capital as a counteryclical
capital bufferThebuffer set by the authorityill not exceed 2.5% of
total riskweighted assets.

(3) TheRegulatory Authoritywill notify banking business firmsf any
decision to set, or increasegcountercyclical capital buffewithin a
reasonable period of not more than 1 yesfiore the datevhenthe
decision takes effecHowever, adecision toremove ordecrease a
countercyclical apital bufferwill take effect immediately.

(4) If a countercyclical capital bufferapplies to a firm, thecapital
conservation ratios (arahpital distributiorrestrictiors) in rule 3.3.3
applyto the firm as if its minimum capital conservation buffer were
increased by the amount thie countercyclical capital buffer
Example
Assume that a firmés minimum CET 1 capital
capital conservation buffer (which must be made up of CET 1 capital) is required.
Assume further thahe Regulatory Authority decides to require an additional 2.5%
countercydical capital buffer (which must also be made up of CET 1 capital) for
atotal of 9.5% CET 1 capital rati@ased orrule 3.3.3
1 | f a f ilrcapidabrati€i&between 4.5% and 5.125%, the firm needs to
conserve 100% of its earnings.
2 I'f a firmébs CET 1 capital ratio i s betwee
to conserve 80% of its earnings and must not distribute more than 20% of those
earnngs by way of dividends, share buybacks and discretionary bonus
payments.
3 Afirm with a CET 1 capital ratio of more than 78hd less than 9.5%an
distribute 100% of its earningA. firm with a CET 1 capital ratio of 9.5% or
more can distribute 100% dEiearnings.
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3.3.6 Capital reductions

(1) A banking business firnmust not reduce itsapital and reserves
without the Regulatory Authorityos v
Examples of ways to reduce capital

1 a share buybaclor the redemption, repurchaser repayment of capital
instruments issued by tliem

I tradinginthdirmé s own shares or capital i nstrumen
agreed with the@uthority

1 aspecial dividend

(2) A banking business firmplanningareductionmustprepare dorecast
(for at least 2 yearshowingits projected capital after theduction
The firm must satisfy theuthority that thefiirmé s ¢ wilb stil a |
comply with these ruleafterthereduction

3.3.7 Authority can require other matters

Despite anything in these rules, the Regulatory Authority may require
a banking business firmo have capital resources, comply with any
other capital requirement oaisea different approach ter method

for, capital management. The authority may alsaimega firm to
carry outstresstesting at any time.

Note Under FSR, article 16, the Regulatory Authority may modify or waive
the application of a prudential requiremenécauthorised firnor firms.
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Part 3.4 Leverage ratio

Note These rules, the instruction®rf preparing returns and the returns
themselves do not (yet) have provisions on leverage ratio. Those
provisions are to be inserted in the second or third phases of these rules.
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Chapter 4 Credit risk

Part 4.1 General

411 Introduction

(1) This Chaptersets outhe requirements fax banking business firtins
credit riskmanagemerpolicy (includingcredit riskassessments and
the use of ratings fronECRAs) to implement the ristbased
framework for capital adequacy artde early identification and
management giroblem assets

(2) This Chapteralso deals withthe following meansto determine
regulatory capitahndcontrol ormitigatecredit risk

(a) therisk-weighted assetapproach
(b) CRM techniques;
(c) provisoning.
(3) To guard against abuses and to address conflicts of interest, this

Chapterrequirestransactionswith r el at ed parties to b
length

4.1.2 Credit risk
Credit riskis:
(a) the risk of default by counterparties; and

(b) the riskthatanassetwill lose value becausts credit qualityhas
deteriorated
Guidance

Credit risk may result fronon-balancesheet and ofbalancesheet exposures,
including loans and advances, investments, -bgak lending, derivative
transactions, securities financing tsantions and trading activitiel$.can exist in

a firmds drhbaakihg boak. b o o k
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4.1.3

4.1.4

(1)

(2)

3)

Requirementsd management of credit risk and problem
assets

A banking business firnmust managecredit risk by adpting a
prudentcredit riskmanagementolicy that allowsits credit riskto be
identified,measured, evaluated, managed and controlled or mitigated.

The policymustalso provide forproblem assett berecognsed
measurd andrepored The policymust set out the factors that must
be taken into acmnt in identifying problem assets.

Problem assetinclude impaired credits anatherassetsf there is
reason to believe théte amounts dumay not be colleetblein full
or in accordance with theterms.

Role of governing bodyd credit risk

A bankingbusinessfimmgoverning body must ensur
credit risk management policy enables the firm to obtain a
comprehensive firawide view of its credit risk and covers the full

credit lifecycle (including credit underwriting, credit evaluatiorg an

the management of the firmds trading
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Part 4.2 Credit risk management policy

42.1 Credit risk management policy

(1) A banking business firrmust establisiand implemena credit risk
management policy

(a) that is appropriatéor the nature, scale and complexity of its
business antbr its risk profile;and

(b) that enables the firm identify, measure, evaluate, manage and
control or mitigatecreditrisk.

(2) The objective of th@olicy is to give the firm the capacitip absorb
anyexisting and estimated fututesses arising frorareditrisk.
4.2.2 Policiesd general credit risk environment

A banking business firth <redit risk management policynust
establish:

(@) a well-documented and effectivelgnplementedprocessfor
assuming credit risthatdoes not rely undulgn externatredit
ratings

(b) well-defined criteria for approvingredit (including prudent
underwriting standards) and renewing, refinancing and
restructuringexistingcredit

(c) a procesdor identifying the approving authority for credit,
given itssize and complexity;

(d) effectivecredit riskadministration, including:

() continuous analysis of counterpartisd ability and
willingness to repayand

(i) monitoring of documents legal coveants, contractual
requirements, ancdollateral and otheERM techniques

(e) effective systemdor the accurde and timely identification
measurement evaluation, management and control or
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mitigation of credit risk and reporting o t he f i r mds
body and senior managemgent

() procedures fo tracking and reporting exceptionsto, and
deviations fromgredit limitsor policies

(g) prudentand appropriate credit limits that arensistent with the
f 1 r relotaerancerisk profile and capitaland

(h) effective controlsfor the quality, reliability and relevancef
data andvalidation procedures

Guidance
Depending orthe nature, scalend complexity ofa banking business firtns
credit risk and how often iprovidescredit or incurs credit riskhef i r mé s
creditrisk management policshouldinclude

(@ howthefirm defines and measuresedit risk
(b) thefirmé business aims in incurrimmgedit risk including:

1 identifying the types and sources @wgdit riskthat the firm
will permit itself to be exposed tand the limits on that
exposire) and those that it will not

1 setting outhedegreeof diversificationthatthe firm requires
the firm&s tolerance for risk concentrations and the limits on
exposurs and concentrations; and

I stating the risketurn tradeoff that thefirm is seeking to
achieve;

(c) the kind of credit to be offered,and ceilings, pricing, profitability,
maximum maturities and ratios for eddhd of credit

(d) aceiling for the totatreditportfolio (in terms, for example, of loao-
deposit ratio, undtwn commitment ratio, a maximum amount or a
percentage df h e fcdpitajn6 s

(e) portfolio limits for maximumgrossexposurs byregion orcountry,by
industryor sectoyby categoryof counterparty guch apanks, on-bank
financial entities and corporate counterpartigs by product, by
counterpartyandby connectedounteparties;

(f) limits, terms and conditions, approval and revievogedures and
records kept folending to connected counterparties
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(9) types of wllateral, loarto-value ratos and criteria for accepting
guarantees;

(h)  the detailed limi for credit risk, and a&redit riskstructure that
1 takes into accourdll significantrisk factors, including intra
groupexposurs;
1 iscommensurate with thecaleand complexityot he f i r md s
activities and
1 is consistent with thefirm& business aims, historical
performance, and treamountof capitalit is willing to risk;
(i) procedures for:
1 approving new products and activitigmt give rise tocredit
risk;
91 regular risk positiomnd performance reportingnd
1 approvingand reportingexceptiors to limits;
(j) allocatngresponsibilities for implementing tleeeditrisk management

policy and monitoring adherence to, and the effectiveness of, thgpolic
and

(k) the required infomation systems, staff and other resources.

4.2.3 Policiesd credit decisions

(1) A banking business firth sreditrisk management poliapustensure
thatcredit decisions arree of conflicts of interest arate madeon
an alength basisin particular, thecredit approvaland credit
reviewfunctions must be independenthé credit initiation function
Guidance
1 This rule does not prevent arrangements su@mamployee loan scheme, so
long as thepolicy ensurs thatthes ¢ h e temené, €onditions and liits are
generallyavailable to employees and adequately address the risks and conflicts
that arise from loans under it.

2 Thecreditrisk management policgf a banking business firshould clearly
set outwho has the authority to approve loans to employ&has authority of
a credit committee or credit officer should be apprdprfar the products or

portfolio and should be commensuratght he commi t t erdts or of f i
experience and expertise.
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3 Eachauthority to approveshould be revieed regularlyto ensure that it
remains appropriatéor current market conditions atdhe commi tteeds o
of f i performarse.

4 A banking business firs remuneration policghould be consistent with its
credit riskmanagement policgndshould not encourage officersatiempt to
generate shotterm profits by taking an unacceptably high level of risk.
(2) Thepolicy must stat¢éhatdecisions relating tthe following are made
at the appropr i at enanagementiorgoverninghe f i r m
body:.

(a) exposuesexceedinga stated amoumir percentagef the firmd s
capital

(b) exposures thatin accordance witbriteria set out in the poligy
are especially risky

(c) exposures that amutsidethe firmd sorebusiness

Guidance
1 The level at which credit decisions are matieuldvary depending orthe
kind and amount of creditand theat ur e, scale and compl exit

businessFor some firms, a credcommittee with formal terms of reference
might be appropriate;dr athers, individuad with pre-assigned limitavould
do.

2 A banking business firmhould ensureghrough periodic independent auglits
that the credit approval function isgperly managed and that credipesures
comply with prudential standards and internal limits. The results of audits
should be reported directly to tgeverning bodycredit committee or senior
managements appropriate.

4.2.4 Policiesd monitoring, testing and access

(1) A banking business firth redit risk management policynust
provide for monitoring the total indebtednesseathcounterparty
and any risk factors thamight result in default(including any
significant unhedged foreign exchange risk)

(2) Thepolicy must include stresiest ng t he firmds credit
i ntervals appropriate for the nature
business and for its risk profile. It must also incladesarly review
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of stress scenaripand procedures tmakeany necessarghanges

arising fom the review.

Note The f i r méets outh@wAthesamonitoring and testing are to be
achievedICAAP includes procedures to continuousiyentify, measure,
evaluate, manage and controlormitigata e r i sks arising from
activities, and theapital held against such risksseerules 3.1.4 and
3.15

(3) A firm must give the Regulatory Authority full accegssnformation
in its credit portfolio. The firm must also givéhe authorityaccess to
staffinvolved in assuming, managiaad reporting on credit risk.
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Part 4.3 Credit risk assessment

431

4.3.2

Introduction

This Partsets out atandardisedpproactfor credit riskassessment
and requiresa banking business firno establish andmplement
policies to identify, measure, evaluate, manage and control or
mitigatecreditrisk andto calculate it€redit riskcapital requirement
Guidance

1 Credit riskassessmentnder thisPartis different from thesvaluation(often
calledcredit assessment)ade by a firm as part of itseditapprovalprocess

2 Credit assessments par t anfernalchnemertial degisiosnaking
for approvingor refusingcredit it consists of the evahtion of a prospective
counterpartgs repayment abilityln contrastcredit riskassessment is done by
the firm (usingratingsand riskweightsset out in these rulest those solicited
from a nominatedECRA) as part ofcalculating itscredit risk capital
requirement

Policiesd credit risk assessment

A banking business firnrmustestablish andmplementappropriate
policiesto enable it to assess credit riskenthecredit is granted or
the risk isincurred andafterwards In particular,the policies must

enable the firm:

(a) to measurecredit risk(including the credit risk of oftbalance
sheetitems such as derivatives credit equivalent terms);

(b) to effectively use its internaredit riskassessment

(c) to rateand riskweight a counterparty usingatings and risk
weights(if any) solicited fromanominatedECRA;

(d) to monitor the condition of individual credits;

(e) to administer its credit portfolio, including keeping the credit
files current, getting upo-date financial information on
counterparties and the electronic storage of important
documents;
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(N to ensure that thealueof collateal andthe value othe other
CRM techniquesisedby thefirm areassessed regularly

(g) toassess whether IGRM techniquesre effectiveand

(h) to calculate itxcredit riskcapital requirement.

Guidance

A banking business firnmvolved in loan syndications or consortia should not rely
on other partiesd6 assessmentaryothfult he credit
assessment based on its aweditrisk management paly.

4.3.3 Categories of credits

(1) Unlessa banking business firrhas establishedomething more
detailed the firm mustclassify credis into 1 of the 5 categoriesn
table 4.3.3 Nothing inthe table preventa banking business firm
from classifying a credit undertagher riskcategorythan the table
requires

(2) Unless there is good reason not tosdpthe same&ate@ry must be
given to all credit exposures tioe sameounterparty.

Table 4.3.3 Categories of credit

column1l | column 2 column 3
item category description
1 performing In this category, there is no uncertainty ab

timely repayment of the outstanding
amountsThis category comprises credits
that are currently in regular payment statu
with prompt payments.
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column 1
item

column 2
category

column 3
description

2

special mention

This category comprises:

(@)

(b)
(c)

(d)

(€)

credits with deteriorating or
potentially deteriorating credit qualit
that may adversely affect the
counterpartyodos a
scheduled payments on time;

credits that are 30 to 90 days in
arrears;

credits showingveakness arising
from the custome
position;

credits affected by market
circumstances or any other industry
related concerns; and

credits that have been restructured
and are notlassifiedinto ahigher
risk category

substandard

This category comprises:

(@)

(b)

credits that show definite
deterioration in credit quality and
impaired repayment ability of the
counterparty; and

credits that are 91 to 180 days in
arrears.
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column 1l | column 2 column 3
item category description
4 doubtful This category comprises:

(a) credits that showignificantcredit
guality deterioration, worse than
those inthesubstandard category, tc
the extent that the prospect of full
recovery of all the outstanding
amounts is questionable and the
probability of a credit loss is high
(though the exact amount of loss
cannot be determined yet); and

(b) credits that are 181 to 270 days in
arrears.

5 loss This category comprises:

(@) credts that are assessed as
uncollectable;

(b) credits where the probability of
recovering the amount due is very
low; and

(c) credits that are more than 270 days
arrears.

4.3.4 Policiesd problem assets

A banking business firth <redit risk management policynust
facil it at eolledtioneof pastduemabligations and its
managenent ofproblem assethrough:

(a) monitoringof their credit quality
(b) early identificatiorand ongoing oversighand
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(c) review oftheirclassification, provisioning and wrHaffs.

4.3.5 Impaired credits

(1) Impaired creditmeansa credit that iscategorisedas substandard,
doubtful or lossFor the purpose of applying riskeighss, interest is
suspended on an impaired credit.

(2) A large exposurethat is animpaired credit must be manage
individually in terms of itvaluation categorisatioand provisioning.
Note For large exposurésseerule 5.3.1 For the provisioning of impaired
credit® seerule4.7.3
(3) The review of impairedredits and other problem assets may be done
individually, or by class, but must be done at least once a month.

4.3.6 Restructuring, refinancing and re-provisioning of credits

(1) A credit isa restructured creditif it has been reaged, extended,
deferred, renewedewritten or placed in a workout prograbinless
there is good reason to do sorestructuredcredit can never be
classified aperforming

(2) A restructurd credit may bereclassified toa more favourable
category, but onlyby 1 rating up from its categorybefore the
restructureThecredit may beeclassifiedl further category upfter
180 days of satisfactory performance under tévens of the new
contract

(3) The refinancing of @pecial mention or impaired creditust not be
used to reclassify the crediit a more favourable category.
Note A banking business firnrmust not restructure, refinance or reclassify
assets with a view to circumventing the requiegits on provisioning
see rulet.7.5
(4) The Regulatory may require a special mention credietmanaged
individually, and may set higherlevel of provisionfor the credit if
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4.3.7

(1)

(2)

3)

(4)

()

the authority is of the viewhat market circumstaces or any other
industryrelated concerns require such action.

Note For the provisioning of special mention creditseerule 4.7 3.

Using external credit rating agencies

A banking business firrmust nominate 1 or moEeCRAs for use in
determining theisk-weightsfort he f i r més exposures.
use only a solicitedredit riskrating determined byits nominated
ECRA

A rating is asolicited ratingif the ratingwasinitiated and paid for by
the issuer of the instrumerihe rated counterparty any otheentity
in the same corporate groupths issuer or rated counterparty.

The firm must use theatingsdetermined byts nominaéd ECRAs
consistently and in accordance witiese rules ands credit risk
management policy

Example

A firm that chooses to usatingsdetermined by aominatedECRA for exposures
belonging to aclass mustconsistentlyuse thoseratings for all the exposures
belonging to that classThe firm must not selectively pick betwedtCRAs or
ratingsin determiningisk-weights

Unsolicitedratingsmust not be used except with the written approval
of the Regulatory Authority or in accordance wétldirectionof the
authority. The authority may give a written direction setting out
conditions that must be satisfied before a fimayuseanunsolicited
rating.

The firm must ensure that the relevaating takes into account the
total amount othe exposurethatis, theprincipal and any interest
dus.
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4.3.8 Choosing between issuer and issue ratings

(1) If a banking business firnmvests in an instrument with an issue
specificrating therisk-weight to be applied tdhe instrument must
be based on thaating

(2) If the firm invests in an unrated instrument atine@ issuer of the
instrument is assignedratingthat results in a lowatsk-weight than
therisk-weight normally applied to an unrated position, the firm may
applythe lowerrisk-weight to theinstrumentout only ifthe claim for
theinstrumenthas the same priorigs, oris senior to, the claims to
which the issueratingrelatesIf theinstrument igunior to the claims
to which the issueratingrelatesthe firm mustapplytherisk-weight
normally applied to annrated position

(3) If the firminvests in an unrated instrument and the issuer of the
instrument is assignedatingthat results in a higheisk-weight than
therisk-weight normally applied to an unrated position, the firm must
apply the higherrisk-weight to theinstrumentif the claim forthat
instrumentas the same priority as, isjunior to, the claims to which
theissueratingrelates

4.3.9 Ratings within financial group

A banking business firrmust not usea credit riskratingfor 1 entity

in afinancialgroup to determine thesk-weight for an unrated entity

in the same group. If the rated entity has guaranteed the unrated
entityds exposure to the firm, t he
risk-weighting purposes if satisfies theriteria inDivision 4.5.C
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4.3.10 Using foreign currency and domestic currency ratings

If anissuer rating is assigned te@unterpartyanda banking business
firm appliesarisk-weight to an unrated position based on the rating
of an equivalent exposure to the saznanterparty

(@) the firm must use thatounterpart§ s d o-coeemdy rating
for any exposuredenominated in the currency of the
counterparty s p |residemce orfincorporation; and

(b) the firm must use thabunterparty s f @urrencygating for
any exposure denominated in a foreign currency

4.3.11  Using short-term ratings

(1) A shorttermcredit riskratingmust be usednlyfor shortterm claims
relating to banks and corporations (such as those arising from the
issuance of commercial papéefhe ratings taken to be issugpecific
andmust be used only tassignrisk-weights for claims arising from
a rated facility.

(2) If a shortterm ratedexposurds assigned aisk-weight of 50%, an
unrated shofterm exposureto the same counterpartgannot be
assigned aisk-weight lower than 100%.

(3) If a shortterm facility of an issuer is assignedisk-weight of 150%
based on tcledt riskratmg all iunrated slaims of the
issuer (hether longterm or shorterm) mustbe assigned aisk-
weight of 150%.
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Part 4.4 Risk-weighted assets approach

Division 4.4.A General

4.4.1
(1)

)

4.4.2

4.4.3

4.4.4
1)

(2)

Requirement to risk-weight

A banking business firrmust applyrisk-weights toits on-balance
sheet and off-balancesheet itera using the riskweighted assets
approach

Risk-weights are based on credit ratday fixed riskweights and are
broadly aligned with the likelihood of counterparty defadltfirm
may use the ratiregdetermined by nominatedECRA if allowed to
do so by these rules.

Relation to CRM techniques

If a claimor asseto which arisk-weight must be applietly abanking
businesdirm is secured bgligible financial collaterabr aguarantee
(or there is mortgagéndemnity insurance,or a credit derivative
instrument ometting agreemeptthe CRM techniques iRart 4.5
may be used to reduce the r areditsriskcapital requirement.

Risk-weight to be applied

A banking business firrmust apply the riskveight set out irthis
Partfor aclaim orasset

Firm must assess all credit exposures

A banking business firnmust assess all cred#kposure (rated or

unrated) to determine whether the rigkights applied to them are
appropriate. The determination must be based on eggbsuré s
inherent risk.

If there are reasonable grounds to believe that the inherent risk of an
exposuras significantlyhigher than that implied by the riskeight
assigned to it, the firm must consider the higher risk (and apply a
higher riskweight) in calculating theredit riskcapitalrequirement.
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4.4.5

4.4.6

(3) A banking business firmustnot rely only on a rating determined by

(1)

)

its nominatedECRAto assess the risks associated witlegmosure
The firm mustalso carry out its oweredit riskassessment of each
exposure

Commitments included in calculation

A banking business firmust take into account all commitmeirts
calculating itscredit riskcapital requirement, whether or not those
commitments contain material adverse change clauses or other
provisions that are intended to relieve the firm of its obligations under
particular conditions.

Authority can determine risk-weights and impose
requirements

Despite anything inthese rules the Regulatory Authority may
determine the riskveighted amount of a particular-twalancesheet
or off-balancesheet itenof a banking business firih the authority
considers that the fin has notisk-weighted theitem appropriately.
The determination must be in writing.

Theauthority may also imposspecific capital requirements limits
on significant risk exposurs, including those that the authority
considers have not been adequatedgpsferred or mitigated.

Division 4.4.B Risk-weighted assets approachd on-

4.4.7

(1)

(2)

balance-sheet items

Calculating total risk-weighted items

A banking business firth dotal risk-weighted omrbalancesheet
itemsis the sum of the rislweighted amounts of each of ite+
balancesheeitems

The riskweighted amount of an dmalancesheetitem is calculated
by multiplying itsexposure (after taking into account any applicable
CRM techniquepy theapplicablerisk-weightin table4.4.7A.
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3)

(4)

(5)

If column 3 of table4.4.7A states thattheriswei ght i s fbased
ECRA rating , the applicable rating for t
table4.4./8B, depending on the ratingplicited by thefirm from its

nominated ECRAInderrule4.3.7. If a claim or asséts -weiglst is

to be based on the ECRA rating and there is no such fabimgthe

firmds n o mjtmedirmendst dplyRh&sk-weight in the

last column of tabléd.4.7B.

For table4.4.7A, investment propertys land, a building or part of a
building (or any combination of land and buildiniggld to earn
rentals or for capital appreciation or both

Investment property does not includeoerty heldfor use in the

production or supply of goods or services, for administrative

purposes, ofor sale inthe ordinary course of businegsreal estate

asset owned by a banking business firm as a result of a counterparty
default 1is treat ewkeiges at @00% buconly i t e md ¢
for a period of 3 years starting from the date when the firm records

the asset on its books.

Table 4.4.7A Risk-weights for on-balance-sheet items

column 1 | column 2 column 3
item description of claim or asses risk-weight
%
1 cash
(&) notes, gold bullion 0

(b) cash items in the process of collection | 20

2 claims on sovereigns 0
(@) claims on Qatar including Qatar Centra
Bank 0
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column 1l | column 2 column 3
item description of claim or asses risk-weight
%
(b) claims on GCC sovereigns including
respective central banks 0
based on
(c) claims on other sovereigns ECRA rating
3 claims on public sector enterprises
(&) noncommerciapublic sector enterprises
in Qatar 0
(b) noncommercialpublic sector enterprises
in other GCC countriés relevant
domestic currency 0
(c) noncommerciapublic sector enterpriseg
in other GCC countriés nonrelevant based on
domestic currency ECRA rating
(d) other sovereign nenommerciapublic based on
sector enterprises ECRA rating
based on
(e) commercial public sector enterprises | ECRA rating
4 claimson multilateral development banks
(@) multilateral development banks eligible
for 0% risk weight 0
based on
(b) other multilateral development banks | ECRA rating
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column 1 | column 2 column 3
item description of claim or asses risk-weight
%
5 claims on banks (financial undertakings)
(&) claims on banks with an originaiaturity | based on
of more than 3 months ECRA rating
(b) claims on banks with an original maturi{ based on
of 3 months or less ECRA rating
6 claims on securities and investment entities
(a) claims on securities and investment
entities that arsubject to capital based on
requirements similar to banks ECRA rating
(b) claims on securities and investment
entities that are not subject to capital | based on
requirements similar to banks ECRA rating
based on
claims on corporates ECRA rating
claims on small and medium enterprises 100
based on
9 claims on securitisation exposures ECRA rating
10 claims secured against mortgages
(@) residential mortgages
(i) if the loanto-value ratio is 0% to
80% 35
(i)  if the loanto-valueratio is more
than 80% but less than 100% 75
page 70 Banking Business Prudential Rules 2014 VZ1




column 1l | column 2 column 3
item description of claim or asses risk-weight
%
(i) if the loanto-value ratio is 100%
or more 100
(b) commercial mortgages 100
11 delivery-versuspayment transactions
(@) 5to 15 days 100
(b) 16 to 30 days 625
(c) 31lto45days 937.5
(d) 46 or more days 1250
12 nondeliveryversuspayment transactions 100
13 investments in funds
based on
(a) rated funds ECRA rating
(b) unrated funds that are listed 100
(c) unrated funds that are unlisted 150
14 equity exposures
(&) equity exposures that are not deducted
from capital and are listed on a
recognised exchange 300
(b) equity exposures that are not deducted
from capital and are not listed on a
recognised exchange 400
15 investment property 400
vz1
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column 1l | column 2 column 3
item description of claim or asses risk-weight
%
16 all other items 100
Table 4.4.7B Risk-weights based onratingsd et er mi ned by fir mds
ECRA

item AA

description of | A BBB+ BB+ | B+

claim or asset | to A+to to to to below

AA | A- BBB- BB- | B- B- unrated

1 claims on

other

sovereigns 0 20 50 100 | 100 | 150 100
2 claims on

non

commercial

public sector

enterprisesn

other GCC

countrie®

nonrelevant

domestic

currency 0 20 50 100 | 100 | 150 | 100
3 claims on

other

sovereign

non

commercial

public sector

enterprises 20 |50 100 100 | 100 | 150 100
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item

description of
claim or asset

AA

to
AA

A+to

BBB+
to
BBB-

BB+
to
BB-

B+
to

below

unrated

claims on
commercial
public sector
enterprises

20

50

100

100

100

150

100

claims on
multilateral
development
banks not
eligible for
0% risk
weight

20

50

50

100

100

150

50

claims on
bankswith an
original
maturity of
more thar
months

20

50

50

100

100

150

50

claims on
bankswith an
original
maturity of3
monthsor less

20

20

20

50

50

150

20
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item AA
description of | A BBB+ BB+ | B+
claim or asset | to A+ to to to to below
AA | A- BBB- BB- | B- B- unrated

8 claims on
securities and
investment
entitiesthat
aresubject to
capitd
requirements
similar to
banks 20 |50 50 100 | 100 | 150 |50

9 claims on
securities and
investment
entitiesthat
are notsubject
to capital
requirements
similar to
banks 20 |50 100 100 | 150 | 150 | 100

10 claims on
corporate 20 |50 100 100 | 150 | 150 100

11 securitisation
exposures 50 | 100 100 150 | 150 | 250 150

12 investmentsn
rated funds 20 |50 100 100 | 150 | 150 n/a

4.4.8 Specialised lending

(1) A specialised lending exposure is Hskighted one rating less
favourable than the rating that would appigder table 4.4.7Ro the
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counterparty to the transaction (or to the party to whom that
counterparty has the right of recourse).

(2) Specialised lendings a lending transactionthat complies with the
following requirements:

(a) the purpose of the loan is to acquire an asset;

(b) themash fl ow gener at ed bekclusiee col | at
(or almost exclusive) source of repayment;

(cothe | oan represents a significant
capital structure;

(d) the credit risk idetermined primarily byhe variability of the
cash flow generated by the collater@ather than the
independent capacity of a broader commercial entejprise

Note Specialised lending is associated with the financing of projects where the
repayment depemsdon the performance of the underlying collateral.
There are 5 sublasses of specialised lending:

(@) project financé financing industrial projects based on the
projected cash flows of the project;

(b) object financé financing physical assets based on phejected
cash flows obtained primarily through the rental or lease of the
assets;

(c) commodities finana® financing the reserves, receivables or
inventories of exchangegaded commodities where the exposure is
paid back based on the sale of the commyo@éther than by the
borrower from independent funds);

(d) incomeproducing real estate finaritdinancing real estate that is
usually rented or leased out by the debtor to geneeatie flow to
repay the exposurend

(e) highvolatility commercial real estate finana@ financing
commercial real estate which demonstrates a much higher
volatility of loss rates compared to other forms of specialised
lending.
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4.4.9

Risk-weights for unsecured part of claim that is past due
for more than 90 days

(1) The riskweight forthe unsecuregart of a claim (other than a claim
secured by an eligible residential mortgage) that is past due for more
than 90 days is:

(&) 150% if the specific provisions are less than 20%he past due
claim;

(b) 100% if the specific provisions are 2086 more, but less than
50%, of the past due clainor

(c) 50% if the specific provisions at% or more bthe past due
claim.

(2) The riskweight for the unsecured part @ claim secured by an
eligible residential mortgage that is past due for more than 90gdays

(&) 100% if the specific provisions are less than 20% op#st due
claim; or

(b) 50% if the specific provisionare20% or more @ the past due
claim.

(3) Inthisrule:

eligible residential mortgagemeans a mortgage on a residential
property that is, or will be

(a) occupied by the counterparty for residential use; or
(b) rented out (on a necommercial basis) for residential use.

Division 4.4.C Risk-weighted assets approachd off-

balance-sheet items

4.4.10 Calculating total risk-weighted items

(1) A°. banki ng b udal nmsleveighted off-batadcesheet
items is the sum of the rislweighted amountsf its marketrelated
and nommarketrelated off-balancesheet items An off-balance
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sheet itemmust be converted to a credit equivalent amount before it
can be riskweighted.

(2) The riskweighted amount of an ofbalancesheetitemis calculated
as follows

1 first, convert thenotionalprincipalamount of thetemto its
onbalancesheet equivalent(edit equivalent amount
Note For the conversionof marketrelateditemsd seerules 4.4.11to
4.4.13 Fortheconversion ohon-marketrelateditemsd seerules
4.4.15t04.4.17
1 second,multiply theresultingcredit equivalent amourty
therisk-weight in Division 4.4.Bapplicable taheclaim or
asset

(3) A banking business firnmust includederivatives andall market
related offbalancesheet items (including onbalancesheet
unrealised gam on marketelated offbalancesheet itemg in
calculating itgisk-weighted crediexposurs.

(4) A marketrelateditem must be valued atts current market price.

4411 How to convert notional amountsd market-related items

(1) A banking business firrmustcalculatethe credit equivalent amount
of each of itamarketrelateditems Unless theitemis covered byan
eligible neting agreementhecredit equivalent amouwif a market
related offbalancesheetitem is the sum of the current credit
exposureandthe potential future crediéxposuregrom theitem.

(2) Current credit exposureis the absolutemarkto-market value (or
replacement copbf theitem.

(3) Potential future creditexposure( al so knaddan&te 60t he
amountcalculated by multiplying the notional principal amount of
theitem by the relevantredit conversion factan table4.4.11 The
notional principal amountof an itemis the reference amount used to
calculate payment streams between counterparties ttethe
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Table 4.4.11 Credit conversion factors for market-related off-balance-sheet items

column 3
column1l | column 2 crendvltr ion
item description of claim or asset ]?0 ersio

actor

%

1 interest rate contracts
(@) residual maturity 1 year or less 0
(b) residual maturity > 1 year to 5 years 0.5
(c) residual maturity > 5 years 15
2 foreign exchange and gold contracts
(a) residualmaturity 1 year or less 1
(b) residual maturity > 1 year to 5 years 5
(c) residual maturity > 5 years 7.5
3 equity contracts
(&) residual maturity 1 year or less 6
(b) residual maturity > 1 year to 5 years 8
(c) residual maturity 5 years 10
4 precious metal contracts (other than gold)
(@) residual maturity 1 year or less 7
(b) residual maturity > 1 year to 5 years 7
(c) residual maturity > 5 years 8
other commaodity contracts (other than precious
5 metals)
(@) residual maturity 1 year or less 10
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(5)

4.4.12

(1)

column 3
column1l | column 2 crendvltr ion
item description of claim or asset ]90 ersto

actor

%

(b) residual maturity > 1 year to 5 years 12
(c) residual maturity > 5 years 15
6 other marketrelated contracts
(@) residual maturity 1 year or less 10
(b) residual maturity > 1 year to 5 years 12
(c) residual maturity > 5 years 15
(4) A potential future crediexposuremust be based oan effective

rather thanan apparent notional principal amount. If the stated
notionalprincipalamount of aitemis leveraged or enhanced by the
structure of theéem, the firmmust use the effective notionaincipal
amountin calculatingthe potential future crediéxposure

No potential future credéxposures calculated foasinglecurrency
floating/floating interest rate swafhe creditexposurdrom such &
interest rate swamust bebasedn markto-market valus.

Credit conversion factors for items with terms subject to
reset

For an item thatis structured to settle outstandiegposurs after
specified payment datesn whichthe terms are reséthat is, the
markto-market value of thetem becomeszero on the specified
date$, theperiod up to the nexteset datenust be taken to be the
itemd s r e s i d.Farlanintar@dt natetemtofythat kindthat is
taken to havea residualmaturity of more tharl year, thecredit
conversion factoto be appkd must not be less thah5% even if
there are reset dates of a shorter maturity.
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(2)

4.4.13
(1)

(2)

®3)

For an item with 2 or moreexchanges of principal, theredit
conversion factomust be multiplied by the number of remaining
exchangesinder thatem.

Credit conversion factors for single-name swaps

Thecredit conversion facteffor aprotection buyer in ginglename
credit default swar singlenametotalrate-of-return swap are set
out in column3 of table4.4.13 The credit conversion factsrfor a
protection seller are set out in column 4twdt table.

The protection sellein a singlenamecredit default swapr single

name totakrateof-return swaps subject to theddon factorfor a

closedout singlenameswap only if theprotection buyebecomes
insolvent whilethe underlying asset is still solvent. The amtdmust
not be more thathe amount of unpaid premiums.

In this rule

qualifying reference obligationincludes obligations arising from
items relating to

(a) securities thaarerated investment grade by at led¥CRAs;
or

(b) securities thaareunrated (orated investment grade loyly 1
ECRA), but

() areapprovedby the Regulatory Authority, on application
by the banking business firmto be of comparable
investment qualityand

(i) areissued by an issuer that has its equity includednain
indexused ina recognised exchange.
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Table 4.4.13 Credit conversion factors for single-name swaps

column 1l | column 2 column 3 column 4
item type of swap protection buyer protection seller
% %
1 credit default swapvith 5 5
qualifying reference
obligation
2 credit default swagith | 10 10
nontqualifying reference
obligation
3 totalrateof-return swap | 5 5
with qualifying reference
obligation
4 totalrate-of-return swap | 10 10
with nonrqualifying
reference obligation
4.4.14  Policiesd foreign exchange rollovers

(1)

(2)

A banking business firnmust havepolicies for entering intoand
monitoring rolloverson foreign exchange transactioii$ie policies

mu st

be approved by the Regulatory Authority

The firm must notifythe Regulatory Authorityif it enters into a
rollover outside the approvegolicy. The authority may direct how
therolloveris to betreated for capitehdequacyurposes

r e s t rcapacity toteter intd sueblfovess,and must
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3)

(4)

4.4.15

(1)

)

The firm must not enter into a transaction at annudifket price,
unless the transaction is a historical rate rollover on a foreig
exchange transaction.

A historical rate rollover on a foreign exchange transaction may be
entered into at an ofharket price (instead of current market price).

How to convert contracted amountsd non-market-related
items

A banking business firrmustcalalatethe credit equivalent amount

of each of its nomarketrelateditems. Unlesstheitemis a default
fund guarantee in relation to clearing through a central counterparty,
the credit equivalent amourdf a nonrmarketrelated offbalance
sheetitem is calculated by multiplying the contracted amount of the
item by the relevantredit conversion factan table4.4.15

If the firmarranges a repchase oreverse repurchase asecurities
lending or borrowing transaction between a customer and a third
party and provides a guarantee to the customer that the third party will
perform its obligationghefirm must calculatehe credit riskcapital
requiremenas if it were the principal.

Table 4.4.15 Credit conversion factors for non-market-related off-balance-sheet

items

columnl1l | column 2 column 3

item kind of item credit
conversion
factor
%

1 direct credit substitutes 100

2 performanceelated contingencies 50

3 traderelated contingencies 20

4 lending of securiés,or lodgingsecurities as 100

collateral
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column1l | column 2 column 3
item kind of item credit
conversion
factor
%
5 assets sold withecourse 100
6 forward asset purchases 100
7 partly paid shares and securities 100
8 placements of forward deposits 100
9 note issuance and underwritifagilities 50
10 commitments with certain drawdown 100
11 commitmentswith uncertain drawdown@or 20
exampleundrawn formal standby facilities and
credit lines) with a original maturity of 1 year o
less
12 commitments with uncertain drawdowns with g 90
original maturity of more than 1 year
13 commitments that can be unconditionally 0
cancelled at any time without notice (for
example, undrawn overdraft and credit card
facilities for which any outstanding unused
balance is subject to review at leaste a yegr
(3) For item 4 oftable4.4.15 anexposurefrom lending securities, or
lodging securities as collateral, may be treated as a collateralised
transaction.
4416  Credit equivalent amount of undrawn commitments
In calculating thecredit equivalent amourdf a nonrmarketrelated
off-balancesheet item that is an undrawn(or partly drawn
vz1
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4.4.17

commitmenta banking business firmust use thendrawnamount
of thecommitment.

Irrevocable commitmentd off-balance-sheet facilities

For anirrevocable commitment to providan off-balancesheet
facility, the original maturity must kt@ken to be the periddom the
commencement of the commitmenttil the associated facility
expires.
Example

An irrevocable commitmentwith an original maturity of6 months with an
associated facilityhat has aine-month terms takento have an original maturity
of 15months.
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Part 4.5 Credit risk mitigation

Division 4.5.A General

451 Introduction

A banking business firns able toobtain capital relief by usingRM
techniquesCRM techniquesnust be viewed asomplementary to,
rather than a replacement for, thorowgédit riskassessment.

Note Underrule4.4.2 if a claim or assab which a riskweight must be applied
is secured byeligible financial collateralor guarantee (or there B
mortgage indemnity insurance,or a credit derivativeinstrumentor
netting agreemetthis Parton credit risk mitigationrmay be used to
reduce thesredit riskcapital requiremerdf the firm

45.2 Choice of CRM techniques
(1) CRM techniquesnclude:
(a) accepting collateral, standby letters of credit and guarantees;
(b) using credit derivatives or othderivative instruments;
(c) using netting agreements; and
(d) purchasing insurance.

Note Credit risk mitigation using collateral and guarantees is usually dealt with
at the time credit is granted. In contrast, credit derivatives and netting
agreements are oftenagsafter the credit is granted, or used to manage
the firmés overall portfolio risk.

Guidance

1 A banking business firmshould not rely excessively on collateral or
guarantees to mitigate credit riskhile collateral or guaranteenay provide
secondary mtection to the firm if the counterparty defaults, the primary
consideration for credit approval shoul d
ability.
2 A banking business firrthat provides mortgages at high lemavalue ratios
should consider the need forattative forms of protection against the risks
of such lending, including mortgage indemnity insurance, to protect itself
against the risk of a fall in the value of the property.
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(2)

453
(1)

)

®3)

(4)

In choosing a CRM technique, the firm must consider:

@ t he f i r mdé s andaxpendnee thgsng, thé technique;
(b) the costeffectiveness of the technique;

(c) the type and financial strength of the counterparties or issuers;
(d) the correlation of the technique with the underlying credits;

(e) the availability, liquidity and realisabilitgf the technique;

(H the extent to which documents in common use (for example, the
ISDA Master Agreement) can be adopted; and

(g) the degree of recognition of the technique by financial services
regulators.

Requirementsd CRM techniques

A banking business firth sreditrisk management poliayust set out
the conditionsainder whichCRM techniques may be uséde policy
must enable the firm tenanageCRM techniques and the risks
associated with their use.

The firm must analyse the protection given by CRM techniqoes t
ensure that any residual credit risk is identified, measured, evaluated,
managed and controlled or mitigated

If the firm accepts collateral, its policynust state the types of
collateral that it will accept, and the basis and procedures for valuing
collateral.

If the firmusesnettingagreementdt must have a netting policy that
sets out its approaciihe netting policy mugtrovide formonitoring
netting agreementsnd must enable the firm to monitor and report
netted transactions doth gross and net base
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454

45.5

(1)

(2)

3)

(1)

Obtaining capital relief

To obtain capital relief, th€RM technique andevery document
giving effect toit must be binding on afiarties and enforceable in all
therelevant jurisdictions.

Example

When acceptingligible financial collaterala banking business firrmust ensure
thatany necessary legptocedures have been followed, to ensbiagthe collateral
can be enforced.

Note Underrule 4.2.2 a fim 6 areditrisk management policghust establish
effective credit risk administration to monitordocuments legal
covenants, contractual requirements, and collateral and other CRM
techniques

A banking business firrmustreview the enforceabilityof a CRM

techniquehat it usesThe firm musthave a welfounded legal basis

for any conclusionaboutenforceability and mustcarry outfurther
reviews to ensurthatthe techniqueemainsenforceale.

Guidance

A banking business firrshould consider whether independent legal opistayuld

be sought orthe enforceability ofdocumentsThe dcumens should beready

before the firm enters into a contractual obligation or releases funds.

The effects of a BM technique must not be doukdeunted The

firm is not allowed to obtain capital relief if:

(&) the riskweight for the claimor asset is based on an issue
specific raing; and

(b) t he f i r moé £CRA daditakenthe techniqueinto
consideration in determining the rating.

Standard haircuts to be applied

A banking business firrmust use the standard haircuts (expressed in
percentages) set oirt tables 4.5.5A and4.5.8 in any calculation
relating to credirisk mitigation.The haircuts are applied after risk
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mitigation to calculate adjustezkposures and are intended to take
into account possible future price fluctuations.

(2) Intable4.5.%A:

otherissuersincludebanks, corporates, apdiblic sector enterprises
that are not treated as sovereigns.

sovereignincludes a multilateral development banknd a non
commercialpublic sector enterprisehat has azero per cent risk
weight.

Table 4.5.5A Haircuts for debt securities

column column 2 column 3 column 4 column 5
1 credit rating for | residual sovereigns other
item debt securities maturity % issuers
% %
1 AAA to AA- O1 yea05
and shortermy | > L Y€ a2 4
years

>5vyears |4

2 A+ to BBB-/ A-
2/A-3/P-3 01 yea
(longtermand
shortterm) and 3 6
unratedbank |>1 yea
securities that | years

areeligible > 5 years 6 12
financial
collateral
3 BB+ to BB- All 15
(long-term)
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column column 2 column 3 column 4 column 5
1 credit rating for | residual sovereigns other
item debt securities maturity % issuers
% %
4 securities O1 yedl1l
issued by the >lyear |3
State of Qatar years
ortheQatar
Central Bank | > 5 years 6
Table 4.5.5B  Haircuts for other instruments
column 1 | column 2 column 3
item description of instrument haircut
%
1 main index equities (including 15
convertible bonds) and gold
2 other equitiegincluding 25
convertible bonds) listed on a
recognised exchange
3 units in listed trustsundertakings | highest haircut
for collective investments in applicable to any
transferable securitie®CITS), security in which the
mutual funds and tracker funds | entity can invest
4 cash collaterallenominatedn the | O
same currency as the collateralise
exposure
vz1
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column 1 | column 2 column 3
item description of instrument haircut
%
5 aCRM techniquewith a currency | 8
mismatch

(3) Foritem 5 of tabld.5.3, if a guarantee is denominated in a currency
different from that in which the exposure is denominated (that is,
there is acurrency mismatch, the amount of the exposure that is
covered mushbe reduced using the following formula:

G3 (1- Hfx)
where:
G is the nominal amount of the guarantee.
Hfx is 8% or the haircut under whichever of subileor (4) applies.

Depending on the frequency of the revaluation of the guarahtee,
8% haircut (which is based on afh0sinessday holding period) must
be scaled up using tliellowing formula:

H =Hiq/N*®

10

where:
H is the scaledip haircut.
H1ois the standard haircut under taldl&.5A or 4.5.8.

N is the number of business days betwesraluationsfor secured
transactions.

(4) If the mismatched currencies are both pegged to the same reference
currency, or ifl of them is pegged to the othétfx is zero (and no
haircut applies).
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Division 4.5.B Collateral

4.5.6 Capital relief from collateral

(1) A banking business firns able to obtaircapital reliefoy accepting
collateral only if the collateral isligible financial collateral

(2) Collateral may be lodged by the counterpartytted firm holding a
credit exposure (or by a third party on behalf of the counterparty).

(3) Thefirm must enter ird awritten agreemenwith the party lodging

the collateralThe agreement must establiekfimé s di rect , expl
irrevocable and unconditional recourse to the collateral.
Guidance

In the case ofash collateratherecourse may be in the form atcontractual right
of setoff on credit balancesA commonlaw right of setoff is, on its own
insufficient to satisfy thisule.
(4) If collateral is lodged by a third party, the third party must guarantee
t he counterpartyodsmutindemmgfatheifrmn t o t he
if the counterparty fails to fulfil its obligation. The firm must ensure
that the guarantee does not fail for lack of consideration.

(5) The mechanism by whiatollateralis lodgedmust allow thdirm to
liquidate or take possession of the collateraltimaly way. Thefirm
must take all steps necessary to satisfy the legal requirements
applicable tats interest in the collateral.
Guidance

1 The firm should have clear and robust procedures for thguidation of
collateral to ensure thatthe legal condiibns for declaringdefault and
liquidating the collateral are observed.

2 The firm should consider whethen, the event of default, notide the party
thatlodgedthecollateralwould be needed bafethefirm could haveecourse
toit.

(6) There must not besagnificantpositive correlation between tivalue
of thecollateraland the credit quality of thgorrower

VZ1 Banking Business Prudential Rules 2014 page 91



4.5.7 Eligible financial collateral

(1) The following areeligible financial collateral if they satisfy the
criteria in subruld€2):
(a) gold bullion;
(b) cash;
Note For what is included in cash collatéfaseerule 4.5.8
(c) debtsecuritiesthatasssignedby t he f i rBOGRA nomi nat
a rating of

(i) for sovereign or noitommercialpublic sector enterprise
secuities that are eligible for zero per cent rgleight
at least BB;

(i) for shortterm debsecuritie® at least A3/P-3; or
(i) for anyother securitie® at least BBB;

(d) subject to subrul€), debt securitiethat have not been assigned
aratingby t he f i r BGRAIbnomi nat ed

(i) the securities are issued by a bé&nkor outsideghe QFGQ
as senior debt and are listed on a recognised exchange;

(i) all rated issues of the same seniordsued by thdank
have acredit rating of at least BBB(for long-term debt
instrumentyor A-3/P-3 (for shortterm debt instruments)
and

(i) the firm and the holder of the collateral have no
information suggesting thahe securitieshould have a
rating kelow BBB- or A-3/P-3,;

(e) equities (including convertible bondgphat are included in a
main index

(f) tracker funds mutual funds andundertakings for collective
investments in transferable securitiec(TS) if:

(i) a pricefor the units is publicly quoted dajlgrd
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(2)

3)

(4)

(i) thefunds orUCITS are limited to investing imstruments
listed in this subrule;

(g) equities (including convertible bonds) that are not included in a
main index but are listed on a recognised exchange, and funds
and UCITS described in paragraph (f) that include such equities.

For collateral to beligible financial collateralit must bdodgedfor

at least the life of the exposyeandmustbe markedo-market at least
once every 6 months. The release of calidteust be conditional on

the repayment of the exposure, but collateral may be reduced in
proportion to the amount of any reduction in the exposure.

Collateral in the form of securities isslby the counterpartgr a
person connected tohe counterpartyis not eligible financial
collateral

Insurance contracts, put optiorend forward sales contracts or
agreements are neligible financial collateral

45.8 Forms of cash collateral
Cash collatera] in relation to a credit exposure, means collateral in
theform of:
(a) notes and coins;
(b) certificates of deposit, bank bills and similar instruments issued
by the banking business firrolding the exposure; or
(c) cashfunded credHdinked notes issued bg banking business
firm against exposures in its banking bpifkhe notes satisfy
thecriterionfor credit derivatives imule 4.5.16(2)
45.9 Holding eligible financial collateral
(1) Eligible financial collateraimustbe held by:
(&) thebanking business firm
(b) a branchin or outside the QFQ)f thefirm;
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(c) an entity that is a member of the financial group of which the
firm is a member;

(d) anindependerdustodianor
(e) acentral counterparty

(2) The holder otash collateral in the form of a certificate of deposit or
bank bill issued by banking business firnmust keep possession of
the instrumentvhile the collateralised exposure exists

(3) If the collateralis held by an independemustodian or central
counteparty, thefirm must take reasonable steps to ensure that the
holdersegregates the collateral fraheh o | dogvmadssts.

(4) If collateralis held bya branch ofa banking business firmand the
branch isoutside the QF(Ctheagreement between the firm atick
party lodging the collateramust require the brancho act in
accordance witlthe agreement

45.10 Risk-weight for cash collateral

(1) A banking business firrmay apply aero per cent riskveight to @sh
collateralif the collateralis held bythe firmitself.

(2) Thefirm may apply a zero per cent rigkeight to cash collaterakeld
by anothermember of the fiancial group of which the firm is a
member if the agreement between the firm and the party lodging the
collateral requires thlolder of the collateraio act in accordance
with the agreement.

(3) If cash collateral ibeld bya bankundera norcustodial arrangement,
and the collateral i®odged withthe firm under an agreement that
establishes the firmbébs irrevocabl e .
collateral the exposure covered by the collateral (after any necessary
haircuts for currency risk) may be assigned the-wsight of the
bank.

(4) If cash collateral ideld byan independa custodian(other than a
central counterparty), the riskeight of theholder of the collateral
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4.5.11
1)

(2)

4.5.12
1)

(2)

must be used. Howevethe firm may apply a zero per cent risk
weight to notes and coireld by an independent custodian

Risk-weight for claims

Thesecuregartof a claimmust be riskweightedat whichever is the
higher of 20% or theisk-weightapplicable to theligible financial
collateral However, aisk-weight lower than 20% may be applied to
the secured pait rule 4.5.12applies

Note Under this rule20% risk-weight is the minimum that can be applied to
the secured part of the clai.risk-weight of less than 20% is alled
only for some transactiofisseerule 4.5.12

The ursecured pardf the claim must be weightexd the riskweight
applicable to the original counterparty.
Risk-weights less than 20%

A zero per centrisk-weight may be applied to a collateralised
transactiorif:

(a) there is no currency mismatamd
(b) any one of the following applies
() the collateral isn the form of sovereigeecurities;

(i) the collateral is in the form of cash collateral agposit
with the banking business firm; or

(ii) if the collateral is in the form afion-commercialpublic
sector enterprissecurities

(A) the securitiesare eligible for zero per cermisk-
weight and

(B) the market value of the collateral has been discounted
by 20%.

A zero per centisk-weight may be applied to awer the counter
derivative transaction ithere is no currency mismatch and the
transaction is fully collateralised by caamid markeeo-market daily
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3)

4.5.13

A 10%risk-weight may be applied to aver the canterderivative
transactionto the extent thathe transaabn is collateralised by
sovereign onon-commercialpublic sector enterprisgecurities that
are eligible for zero per cerisk-weight.

Valuing collateral

Collateral accepted by bankingousiness firmmustbe valued atits

net realisable value, taking into account prevailing market conditions.
That value must be monitored at appropriate intervals, and the
collateral must be regularly revalued.

Guidance

1 The net realisable value of somellateral may be readily available (for
example, collateral thas markedto-market regularly)Other collateral may
be more difficult to value anthay require knowledge and consideration of
prevailing market conditions.

2 The method and frequency of mtmring and revaluation depend on the nature
of the collateral For example, commercial property might be revalereery
year, whereas securities acceptesiallateral are usually markéd-market
daily. Residential property may not need to be revaleealy year but
information should be sought about general market conditions.

Division 4.5.C Guarantees

4.5.14
(1)

(2)

Capital relief from guarantees

Capital reliefis allowed from a guarantee if the guarantor is an
eligible guarantor and the guarantee satisfies the criteria in
subruleq2) to (4). Before acceptingguaranteea banking business
firm must consider the legal and financial ability of the guarantor to
fulfil the guarantee.

A guarantee mugiea direct claim on the guarantand must clearly
state theextent of the coveA letter of comfortis nota guarantee for
thepurposes of thiBivision.
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(3) A guarantee must be irrevocablé must notinclude a term or
condition:

(a) that allowsthe guarantor to cancilunilaterally, or
(b) that increasethe effective cost of covef the credt qudity of
the guaranteed exposuteteriorates

Note The irrevocability condition does not require that the guarantee and the
exposure be maturity matched. However, it does require thagtieed
maturity should not be reduced by the guarantafter the banking
business firmaccepts the guarantee

(4) A guarantee must be uncondition&él must notinclude a term or
condition (outside the direct control ahe firm) that allows the
guarantonot to indemnifithe firmin atimely wayif the counterpiy
defaults

(5) If a claim onacounterparty is secured by a guaranteeptreof the
claim that iscoveredby the guarantee may be weighegdhe risk-
weight applicableto the guarantorThe unsecured part of the claim
must be weighted at the riskeight applicable to the original
counterparty.

Note This rule applies to a guarantee that provioad coverage under which
the firm and the guarantor share losses on a pro rata basis.

4.5.15 Eligible guarantors
(1) Eligible guarantormeans:
(a) theState of Qataor any other sovereign

(b) an entitythat istreated as a sovereign in accordance with the
Basel Accord; or

(c) apublic sector enterprisar other entity that has
(i) ariskweigh of 20% orlower; and
(i) alower riskweight than the cauerpaty.

(2) A parententity, subsidiaryor affiliate of a counterparty maye an
eligible guarardr if it hasalower risk-weight than the&ounterparty
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Division 4.5.D Credit derivatives

45.16 Capital relief from credit derivatives

(1) Capital relief is allowedf a banking business firmsesan eligible
credit derivativeEach of he followingis aneligible credit derivative
if it satisfiessubrule(2):

(@) asinglename credidefaultswap;

(b) atotatrateof-return swagdor which the firm has recordeahy
deterioration in the value of the underlying exposimraddition
to recording the net payents received on the swap as net
income

(c) a caskunded creddinked note
(d) afirst and secondo-default ¢edit derivative basket product

(2) The credit derivativemust notinclude a term or condition that
terminate the credit protectiompr increassthef i r aogs dor the
protection, if the credit quality of the underlying exposure
deteriorates.

(3) If a claim on a counterparty is protected by a credit derivative, the
part of the claim that is protected may be weighted at the risk weight
applicable to théssuer of the credit derivative. The unprotected part
of the claim must be weighted at the rigkight applicable to the
original counterparty.

Division 4.5.E Netting agreements

45.17 Capital relief from netting agreements

(1) A banking business firns able to obtain capital relief from a netting
agreementvith a counterpartynly if the agreement is an eligible
netting agreement.

(2) A banking business firnthat has entered into a netting agreement
must consistently net all the transactions includetthénagreement.
The firm must not selectively pick which transactions to net.
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(3) The following kinds of transactions may be netted
(@) on-balancesheet loans and depositait onlyif:

(b)

()

() the firm is able to determine at all times the assets and
liabilities that aresubject to nettinginder theagreement;
and

(i) the deposits satisfy the criteria for eligible financial
collateral
securities financing transactigns

Note Securities financing transactions are not included as part of market
related transactions.

over the ounterderivative transactions
Guidance

A netting agrement may include the netting ofrer the countederivative
transactions:

1 across botlthebanking and trading books atbanking business fir(if
the netted transactions satisfy the criteriauie 4.5.23; and

1 across different marketlated products to the extent that they are
recognised as marketlated transactions.

45.18 Criteria for eligible netting agreements
(1) To be areligible netting agreementanetting agreement

(@)
(b)

must ban writing;

must create a single obligation covering all transactions and
collateral included in the agreement agiding the banking
business firnthe following rights

(i) theright taterminate and closeut, in atimely way; all the
transactiongncluded inthe netting agreement;

(i) the right tonetthe gains and losses dhosetransactions
(including the value of any collatejaso that the firm
eitherhasa claim toreceive or an obligation to paynly
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(2)

®3)

4.5.19
1)

(2)

4.5.20
(1)

the net sum of the clossut values ofthe individual
transactios;

Note For forwardcontracs, swaps, options and similar derivative
transactionsthis right will include the positive and negative
markto-market valies oftheindividual transactions.

(iif) the right toliquidate or sebff collateralif either party to

the agreement fails to meet its obligations because of

default, liquidation, bankruptcy or other similar

circumstances

(c) must not be subject to a walkawaguse; and

(d) must besupported by a writteand reasoned legal opinitimat
complies withrules4.5.20to 4.5.22

A banking business firrmust not recognise a netting agreemast

an eligible netting agreemeiitit becomes aware that a financial
services regulator othe counterparty is not aisfied thatthe
agreementi s enf orceabl e under t he
jurisdiction This rule appliesegardless of any legal opinion obtained
by the firm.

A netting agreement is not an eligible netting agreement if there is
doubt about its enforcedity.

Legal opinion must cover transaction

A banking business firnrmust ensure that a netted transaction is
covered by an appropriate legal opinion.

In calculatingthe net sum due to or froatounterpartythe firmmust
exclude netted transactions fonieh it has not obtained a satisfactory
legal opinion applicable in the relevant jurisdiction. An excluded
transaction must be reported on a gross basis.

Conclusion about enforceability

Forrule 4.518 (1) (d), the legal opinion must conclude thit the
event of default, liquidation, bankruptcy or other similar
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)

45.21

(1)

circumstances of a party tthe netting agreementthe banking

business firMm s ¢l ai ms and obl hegettsimo ns

calculated under the netting agreementn accordance with the

applicable law.

Guidance

The Regulatory Authority expects the legal opinion to deal with the issue of which

of the following laws applies to the netting:

1 the law of the jurisdictioin which the counterparty is incorporated or formed
(or, in the cas of anindividual, resides)

1 if an overseasbranch & the counterparty is involvédthe law of the
jurisdiction in which the brarrcis located

1 the law that governs the individushnsactions

1 the law that governs any contract or agreement necessary to give effect to the
netting

In particular,the legal opinion must conclude that, in the event of

insolvency or external administration @tounterpartya liquidator

or administratoof the counterparty will not be able to claim a gross

amount from théanking business firwhile only being liable to pay

a dividend in insolvency to the firm (as separate money flows).

Guidance

In some countries, there are provisions for the authoritiesappoint an
administrator to a troubled bank. Under statutory provisions applying in those
countries, the appointment of an administrator might not constitute a ground for
triggering a netting agreement. Such provisions do not prevent the recognition of
an affected netting agreement if the agreement can still take effect if the bank under
administration does not meet its obligations as they fall due.

Requirementsd legal opinion

Before a banking business firmses a legal opinion to support a
netting agrement, the firm

(&) mustensure that the opinion is not subject to assumptions or
qualifications that are unduly restrictive;
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(@)

(3)

(4)

4.5.22
1)

(2)

(b) mustreview the assumptionsaboutthe enforceability of the
agreement andust ensurethat they are specific, factual and
adequatelyxplained in the opinion; and

(c) must review and assesthe assumptions, qualifications and
omissions irthe opinion to determine whether they give rise to
any doubt about the enforceability of the agreement.

The firmmust have procedures to monitor legal depmentsandto
ensure that its netting agreements continue to be enforceable. The
firm must update the legal opinisrabout the agreemes, as
necessary, to ensure that the agreements continue to be eligible

The firm may rely on degal opinion obtained on a group balsis
armothermember of thdinancial groupof whichit is a membeif the
firm and theothermember have satisfied themselt#estthe opinion
coversanetting agreemeno which thefirm is acounterparty.

The firm must report a transaction on a gross basis if there is any
doubt about, or any subsequent legal development affects, the
enforceability of the agreement.

Note Under rule 4.5.18 (3), a netting agreement is not an eligible netting
agreement if there is doubt about its enforceability.

Relying on general legal opinions

A banking business firrmay rely on a general legal omn about

the enforceability of netting agreements in a particular jurisdiction if
the firm is satisfied that the type of netting agreement is covered by
the opinion.

The firm must satisfy itself that the netting agreemevith a
counterpay and the gemal legal opinion are applicable to each
transaction and product type undertaken with the counteypadyn

all jurisdictions where those transactions are originated.
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45.23 Netting of positions across books

A banking business firnmay net positions acrosts banking and
trading booksnly if:

(a) the netted transactiose markeeo-market daily and
(b) anycollateralused in the transactions satisfibe criteria for
eligible financial collateraih the banking book.
4.5.24 Monitoring and reporting of netting agreements

(1) If directedby the Regulatory Authorityg banking business firmust
demonstratehat itsnetting policyis consistently implementednd
that itsnetting agreementontinue to be enforceable

(2) The firm mustkeepadequate records to suppdd use ofnetting
agreementand to be able to report netted transactionsathgross
and net bass.

(3) The firm must monitor its netting agreements andst report and
manage:

(a) roll-off risks;

(b) exposures on a net basis; and

(c) termination risk;

for all thetransactionsncluded in a netting agreement

45.25  Collateral and guarantees in netting

(1) A banking business firnmay take collateral and guarantdato
accountin calculating the riskveight to be applied to the net sum
under a netting agreement.

(2) The firmmay assign a riskveight based on collaterat aguarantee
onlyif:

(a) the collateral or guarantee fhaeenacceptedor is otherwise
subject to a enforceable agreemermind
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(b) the collateral or guarantee @vailable for allthe individual
transactionshatmake up the net sum of exposureslculated

(3) The firm must ensure that provisions for applying collateral or
guarantees to netted exposures undeeting agreement comply
with the requirements faeligible financial collateraand guarantees

in these rules
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Part 4.6 Securitisation and re-
securitisation framework

Note These rules, the instructions for preparing returns and the returns
themselves do not (yet) have provisions on securitisatiod re
securitisation Those provisions are to be inserted in the second or third
phases of these rules.
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Part 4.7 Provisioning

4.7.1 Provisioning

Provisioning means setting aside an amount to cover expected loss
on special mention credits, impaired credits and other problem assets,
based on loatoss probability. Provisioning is made before profit is

earned.
4.7.2 Policiesd provisioning
Depending on the nature, scaled complexity oh banking business
f)mbs business, ands of heheicmédi provi

policy must set out:
(a) the areas of its business to which the paddipplies

(b) whetherthe firm usesdifferent approaches tihnoseareas and
the sighificant differencesn approach

(c) whois responsile for regularly monitoring its assgto identify
problem or potential problem assetad the factors it takes into
account in identifying them;

(d) the extent to which the value of any collateral, guarantee
insurance that the firm holds affects the needdiothelevel of,
provisiors,

(e) thebasison whichthe firm makes its provisions, including the
extent towhich ther levels areleft to managerial judgement or
to a committep

() the methodsgebt management systemsformulaeused toset
thelevelsof provisionsand the factorghat must beonsidered
in deciding whethetheprovisions are adequate

(g) the reports to enable he firmés governing booc
management to ensure that the firmaintains adequate
provisions
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4.7.3
(1)

)

®3)

(h) the procedureand responsibilitiefor arrears management and
the recovery oéxposures in arrears or exposuheg have hd
provisions made against them

(i) the procedures for writingff and writing back provisionsand

() the procedures for calculatinggnd making provisiongor
contingent and other liabilities (such as contingent liabilities
have crystallisedrom acceptances, endorsements, guarantees,
performance bonds, indemnities, irrevocable letters of credit and
the onfirmation of documentary credits)

Making provisions

A banking business firmmust ensure that the firm maintains
provisions that, taken together, are prudent, reasonable and adequate
to absorb credit losses, given the facts and circumstances. The losses
covered must include losses incurred, losses incurred but not yet
reported, ad losses estimated but not certain to arise, extending over
the life of the individual credits that make up its credit portfolio.

The firm mustalsoensure that provisions and writéfs are timely

and reflect realistic repayment and recovery expectatiakisyg into
account market and macroeconomic conditiofBe firm must
consider all the significant factors that affect the likelihood of
collecting on the transactions that make up its credit portfolio and the
estimated future credit losses on thosedaations.

The firmmust make provisiagthat in total meet the requirements in
table4.7.3

Table 4.7.3 Provisioning requirements

column1l | column 2 column 3
item category provisioning requirement
(% of the unsecured part of the credit)
1 performing 0
VZ1

Banking Business Prudential Rules 2014 page 107



column 1
item

column 2 column 3
category provisioning requirement
(% of the unsecured part of the credit)

special mention 5

substandard 20

doubtful 50

a|lbhiw N

loss 100

(4)
(5)

4.7.4

Provisions may be generalssessed collectivedgainst the whole of
a portfolio) or specificgssessedgainsindividual credits), or both.

The firm must take into account effalancesheet exposures in its
categorisatiomf creditsandin provisioning.

Note There are2 types of offbalancesheet exposures: those that can be
unilaterally cancelled by the firm and those that candotprovisioning
is necessary for the former.

Review of levels
The levels of provisionand writeoffs must be reviewed regularly to

ensure that they are consistent with identified and estimated losses.

Guidance

1 A review of -oaf ffsi rcnedns hwerlipp ei dent i fy

provisioning policy results in ovgurovisioningor undefprovisioning.

2 The Regulatory Authority regularly assestends and concentrations in risk
and risk buildup acrosdinancial entitiesin relation to problem assetk
making the assessment, the authofiikes into account any lmserved

concentration in the CRM techniques used by firms and the potential effect on
the efficacy of those techniques in reducing loss. The authority would consider

the adequacy of provisions fafirm (and the industry in genejah the light
of the asessment.

3 The Regulatory Authority might seek the opinion of external experts in
assessing the adequacy of a firmbs
assets and the appropriateness and robustness of the levels of its provisions.
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4.7.5

4.7.6
1)

(2)

4.7.7
(1)

(2)

No circumventing of requirements

A banking business firrmust not restructure, refinance or reclassify
assets with a view to circumventing the requirementgovisioring.

Authority can reclassify assets

The RegulatonAuthority may at any time requit@banking business
firm to demonstrat¢hat thef i r aiassHication ofits assetsand its
provisions are adequate for prudential purposes.

The Regulatory Authority may requitiee firmto reclassify its assets
or increasehe levels of its provisions if the authority caiders that
the asset classifications are inaccurate the provisions are
inadequatgfor prudential purposes

Example

If the Regulatory Authority considers that existing or anticipated deterioration in
asset qualitys of concern or if the provisions dwt fully reflectexpectedosses,

the authoritymayrequire the firm to adjust its classifications of individual assets,
increase its levels of provisioms capitaland, if necessary, impose other remedial
measures.

Information to governing body

A banking business firth ggoverning bodymust obtaintimely
information on the condition of thé i r asée including the
classification of assets, the lesef provisions and problem assets.

The informationmust include summary results of the latest ess
review, comparative trends in the overall quality of problem assets,
and measurements of existing or anticipated deterioration in asset
guality and losses expected.
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Part 4.8 Transactions with related parties

4.8.1
1)

(2)

4.8.2
1)

(2)

3)

4.8.3

Introduction

To guard against abuses in lendingeétated parties and to address
conflicts of interest, thiPartrequiredransactionsvith related parties
tobeatar més | engt h andsusewibigreadlimitst o appr o

Relatedparty transactions must be interpreted broadblated party
transations include onbalancesheet and ofbalancesheet credit
exposures, service contracts, asset purchases and sales, construction
contracts, lease agreements, derivative transactions, borrowing and
write-offs.

Concept of related parties

The concept of parties being relate@toanking business firm used

in these rulesn relation to parties over which the firexercises

control or parties thagxercisecontrol over the firm. The concept is
primarily used i n relation to t he
transactions .be at armbés | ength

In contrast, the concept of parties being connected to one another
(which is discussedith concentration riskn Chapter %is used in
these ruleso measureoncentration risk and large exposures.

It is of course possible for connected counterpattidse relateda
the banking business firhrolding the exposure concerned

Note For purposes of concentration risk, t h
counterparties (whether related or not) is taken to be a single risk.

Related parties
Related partiesof a banking busiss firm, includes:
@ any other member of the firmés cor

(b) any individual who is able to exercise significant influence over
the firm;
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(c) any affiliate of the firm; and
(d) any entity that the Regulatory Authority directs the firm to

include.
Guidance
Rel ated party is wider than a firmds corpor
Rel ated parties include tibsandbnajordtockng busi ne:

holders; members of its governingdy; its senior management and key employees.
Note Affiliate is defined in the glossary.

4.8.4 Role of governing bodyd related parties

(1) Abanking businessfirms g o v e rmust engurelthattigi r mo s
policiesrelating to relategbarty transactions are complied with and
that any exceptions are reported to thprapriate level of the senior
management, and, if necessary, to the governing body.

2 The governing body mu s t al so ensur
managementmonitors transactions with related partjesakes
appropriate steps to control or mitigate the risks from such
transations and writes off exposures to related partiesly in
accordance with thie i r puliies.

(3) The governing body must approve transactions with related parties,
and the writeoff of relatedparty exposuresf such transactions or
write-off exceedsspecified amounts or otherwise pssany special

risk.
4.8.5 Policiesd transactions with related parties
(1) A banking businessfirms pol i cy must establish:

(a) effective systems to identifynonitor and report individual and
total exposures to, and transactions with, related parties;

(b) procedures to prevent member of the governing body, a
me mber of t h eanagemenndr any stleenpgerson m
who stands tagyain abenefit from arelatedparty transaction
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from being part of the process of granting and managing the
transaction

(c) well-defined criteria for the writeff of exposures to related
parties;

(d) prudent and apppoiate limits to prevent or address conflicts of
interest; and

(e) procedures for tracking and reporting exceptions to, and
deviations from, limits or policies.

4.8.6 Transactions must be armbés | ength

A transaction with a related party must not be undertaken orster
more favourabléo the partythan a corresponding transaction with a
nonrelated party.

Guidance

Favourable érms could relate tanterest rate credit assessment, tenor, fees,

amortisation scheduland needor collateral. An exceptioffior beneficial erms

could be appropriate if it is part of an
example, more favourable loan rates to employees)

4.8.7 Limits on lending to related parties

A banking business firrmust notenter into a transactiadhat would
cause it toexceedthe limits set out in tabld.8.7 unless it has the
written approval of the Regulatory Authority to da so

Table 4.8.7 Limits on banking business firmsfexposure to related parties

column 1 column 2 column 3

item kind of exposure limit (% of total
assets)

1 exposures to a member of tip@verning body| 0.5

or senior management of the firm, or a perg
connected to either of them

2 the total of exposures under item 1 3
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column 1
item

column 2 column 3
kind of exposure limit (% of total
assets)

3

exposures to a significant shareholder of th 2
firm (other than exposures to a shareholde
that is a depositakeror Islamic financial
manager or an equivalent entity regulated i
way comparable to a deposaker or Islamic
financial manager in the QFC))

the total of exposures under item 3

exposures to a related party or a party
connected to the rekad party (other than
exposures to a deposiker or Islamic

financial manager or an equivalent entity th
is regulated in a way comparable to a depo
taker or Islamic financial manager in the

QFC)

the total of exposures under item 5 5

4.8.8
1)

(2)

Powers of Regulatory Authority

Despite anything in these rules, the Regulatory Authority may, in
writing, set specific limits o banking business firinexposures to
a related party or to related parties in total

The authority may direct such exposures to deslucted from
regulatory capital when assessing capital adequacy or direct that such
exposures be collateralised.
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Chapter 5 Concentration risk and large
exposures

Part 5.1 General

511 Introduction

This Chaptersets out the requirements fibanking business firbins
policies to identify, measure, evaluate, manage and control or
mitigate concentrations of riskThis Chapteralso sets limiton the
firmds e X pndivsdual easinterpadies andconnected
counterparties

Note Safeguarding against risk concentraids an essential part @banking
business firmd sreditrisk management polidy see rule#t.2.2and4.3.2

5.1.2 Concept of connected parties

(1) The concept of parties being connedtedne anotheis used in these
rules in relation to counterparties issuerswith which a banking
business firmhas exposureConnected counterparties are the basis
for the measurement of concentration risk and large exposures

(2) In contrast, the concept of parties being relatedhe banking
business firm(which is discusseavith credit riskin Chapter 4 is
primarily used in relation to theequirementt h at t he firmb
transactions .be at armdés | ength

(3) It is of course possible fax f irelated parties to be connected
counterpartiegsuchas wherthefirm has exposures then).

Note For purposes of concentration risk, t h
counterpartiegwhether related or noi3 taken to be a single risk
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5.1.3 Connected parties
(1) A party isconnectedo another party if they arenked by:
(a) cross guarantees;
(b) common ownership;
(c) common management;

(d) one havinghe ability to exercise control over the other, whether
direct or indirect;

(e) financial interdependendythat is,the financial soundness of
one may affect the financial soundnesshef other; or

() any combination ofhe factors mentioned iparagraphs (a) to
(e).
Guidance

1 Parties would be connectedtife samepersos significantly influence the
governing body of each of them.

2  Parties would be connecteddhe of them has an expwssuo the other that
was not incurred for the clear commercial advantage of both of them and is
not on armds | ength ter ms.

3 Parties would be connected if thase so closely linked that:

(@) the insolvency or default of 1 is likely to be associated wiité
insolvency or default of the other;

(b) it would be prudent when assessing the financial condition or
creditworthiness of 1 to consider that of the other; or

(c) thereis, or is likely to be, a close relationship between their financial
performance.

4  Parties would be connected if a banking businessHamexposures to them
and any loss to thim on any of the exposures to 1 of the parties is likely to
be associated with a loss to firten with respect to at least 1 exposure to each
of the others.
(2) A counterparty may beonnectedto another counterparty by other
|l inkages that, in the banking busi ne
counterparties as constituting a single.rslkconnected partgan be
an individual or other entity.
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Guidance

1 Two or moreindividualsor legal persons would constitute a single risk if they
are so connected that, if 1 of them were to experience financial problems, the
other or others would be likely to encounter repayment difficulties.

2 Connected counterpartistould be identified and the procedures to manage
the combined credit risk considered. A banking business firm may need to
monitor and report the gross exposure to connected counterparties against
combined limits in addition to monitoring the exposuredohecounterparty.

514 Role of governing bodyd concentration risk

(1) Abanking businessfirims governing body must ens
concentration risk management policy gives a comprehensive firm
wide view of the significant sources of concentration riskliiog
onbalancesheet exposures, dffalancesheet exposures and
exposures from contingent liabilities).

2 The governing body mu s t al so ensur
management monitors the limits set in this Chapter and that those
limits are not exceedeazh a solo or consolidated basis.
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Part 5.2 Concentration risk

521 Concentration risk

Concentration riskto a banking business firrarises if the firm is

exposed to 1 counterparty, or to 2 or more counterparties that are not

truly independent of each other, and the total of the exposures to the
counterparty or counterparties is | a
liquidity or solvency

Guidance

1 Significantsources of concentration risk include:

(@) concentration of exposures to a single counterpartyconnected
counterparties;

(b) concentration of exposures to counterparties in the same industry,
sector regionor country and

(c) concentration of exposures to counterparties whose financial
performancelepend®n the same activity or commaodity.

2 A concentration of exposures would also arise if a firm accepts collateral or
credit protection provided by a single provider.

5.2.2 Policiesd concentration risk sources and limits
(1) A banking business firms ¢ 0 n c reskpolicyantust setiimits
for acceptable concentratiwmks of ri:

tolerancerisk profile and capitalThelimits must be made known to,
and musbe understood by, all relevant staff.

(2) Thepolicy must ensure that

@ the firmds i nf or expdsures oreasng rssk e ms 1 d «
concentrations and large expossito single counterparties
connected counterparties aggregate those exposures and
facilitate their managemerand

(b) all significantsuchconcentrationgnd exposureare reviewed
regulalyand reported to t hoeserfiorr mds go
management
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5.2.3

Guidance

A banking business firth policiesshould beflexible to help the firm to identify
risk concentrations. To achieve this, the systems should be capable of analysing the
firméds credit portfolio by:

size of exposure

exposure to connectedunterparties

product

geography

industry orsector (for examplenanufacturing and industrjal
account performance

internalcredit riskassessment

funding

outstandings vets commitments

types and coverage of collateral.

= =4 -4 4 -8 -—a _—a _a -2

=

Relation to stress-testing

When carrying outstresstesting or review of stress scenarjoa
banking business firmmust take into accounsignificant risk
concentrations anthrge exposuresand the effects of changes in
market conditions and risk factors on them.
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Part 5.3 Large exposures

5.3.1 Large exposure

(1) Large exposuremeansa gross exposureto a counterpartyor
connectedounterpartiethatis 10%or moreo f t h eegulatory mé s
capital.

Note Regulatory capitals defined in rule8.2.7.
(2) Inthis rule:

gross &posureto acounterpagt or connecteccounterpartiess the
total of the following exposures

(a) on-balancesheet and ofbalance sheet exposures;
(b) debt securities issddy the firm
(c) equity exposures

(3) In calculatingthe grossexposureinclude:
(a) theoutstanding balances of all loans and advances;
(b) holdings of debbr equity securities;

(c) unused advisk off-balancesheet commitments, whether
revocable or irrevocable; and

(d) the credit equivalent amounts of all markelatedtransactions
(calculated in accdiance withrule 4.4.17, or Division 4.5.Eif
nettingapplies;

(4) However, in calculatinghe grossexposuredo not include

(&) claims,equity investmentand other exposures deducted fram
banking business firtn sapital;

(b) exposures to the extent that they are secured bycodigkeral,
if the criteria applicable to transactions collateralised by cash set
out inDivision 4.5.Bare satisfief

(c) exposures to the extethat they are guaranteed wy §ecured
against securities issued)hlye State of Qatathe Qatar Central

VZ1 Banking Business Prudential Rules 2014 page 119



Bank or amother stateor central bankhat hasa zero per cent
risk-weight;

(d) exposures arising in the course of settlement of maetated
contractsand

(e) exposures to the extent that they have been written off or
specifically providedor.
5.3.2 Policiesd large exposures
A banking business firlms | ar ge expomdudeag e policy nm

(@) exposure limitsc o mmensur at e risktoldrance he f i r m
risk profileand capitalfor:

(i) categories of counterparties (for example, sovereigns
other authorised firms andther financial entities
corporate and individual borrowers);

(i) connectedtounterparties

(i) particularindusties orsectors;

(iv) particularcountries; and

(v) asset classes (for exampbeoperty holdings)

(b) the circumstances in which the exposure limits may be
exceeded;

(c) the procedures for approving exceptions to, and deviations from,
exposure limits or policiesind

(d) the procedures for identifyingmeasuring managing and
reporting large exposures.
5.3.3 Limits on exposuresd general

(1) A banking business firrmust not become exposed without limit to a
singlecounterpartyThefirm must not give a general guarantee of the
obligations ofa counterparty.
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5.3.4

(2)

3)

(4)

(1)

(2)

3)

An individual large exposure to a counterparty @nnected

counter@rtiesmust not exceed 2b of the regulatorycapital of the

firm concernedThe firm must also ensure that the sum of its large

exposures to counterparti@s connectedcounterparties does not

exceed 800% of its regulatory capital.

Note This rule does noapply to a branchA branch is not required to hold
regulatory capitd see rule3.1.2(1)

A banking business firrmay apply to the Regulatory Authty for

approval for a proposed exposure in excess of the limits set out in this

Chapter An approval will be granted only in exceptional

circumstances and only after the firm satisfies the authority that the

proposed exposure does not expose the firextessive risk.

The Regulatory Authority may impose a higher capital ratio on the
firm to compensate for the additional risk associated with the
proposed exposure.

Limits on exposured Islamic financial managers

An Islamic financial manager must not have axposure to a
counterparty or to connected counterparties that exceedsadre
following percentages of its regulatory capital:

(@) 25% if financed by either itsegulatory capitalor Sh a + i
compliant sources of funding

(b) 40% if financed by the total of itegulatory capitahndS h a + i
compliant sources of funding.

The sum of anlslamic financial ma n a g e r-exempt hame
exposures must not exceed 800% of its regulatory capital for
exposures funded by itsegulatory capal and S h a fcaomliant
sources of funding

The Islamic financial managerust monitor and control its exposures
funded byS h a rcompliant sources of fundingn a daily basis to
ensurehatthey remain within the concentration risk limits.

o
QO

o
Q
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Guidance

1 This rule sets specific large exposure limits for assets financeitby + i 6 a
compliant sourcesThe Regulatory Authority uses these limits to provide
constraints on the amount of concentration risk to whictslamic financial
manager is exposed in pext of its holdings.

2 An Islamic financialmanager has a large exposure ifatcount or fund
hol dersd credit exposure to a single col
counterpartiesor issuers is | arge in relation to the
capital.If exposure to a counterparty or issuer is latijeholders risk a large
loss should the counterpaxy issuerdefault.

5.3.5 Obligation to measure

(1) A banking business firrmust measure, classify and make provision
for each large exposunedividually.

(2) The irm must immediately notify the Regulatory Authority if the
firm is concerned that risk concentrations or large exposures might
significantly affect its capital adequacy. The notice must describe the
firmés proposed measures to address
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Part 5.4 Powers of Regulatory Authority

54.1 Authority can create relationships

If the Regulatory Authority considers it necessary or desirable to do
so in the interest of effective supervisionadbanking business firm

the authory may directthe firm to treat a pay as connected to
anotherparty.

5.4.2 Authority can set different limits and ratios

(1) Despiteanything in these ruleghe Regulatory Authoritymay, in
writing, set specific limits o banking business finexposures to
particular counterparties, groups otioberparties, induses sectas,
regions,countries or asset classmsa cas#y-case basis

(2) If a banking business firtmas1 or morelarge exposures (excluding
exposurego sovereignsand central banks) of, in the Regulatory
A ut h o opinibnytheirm is exposed to a significant level of risk
concentration, thauthority may impose a higher capital ratio on the
firm.

(3) In considering whetheto increaset h e  fcapitain tato, the
Regulatory Authoritywill take into account:

(a) whetherthe increased capital ratieould be consisterwith the
f 1 r corcentratiomisk andlarge exposureolicies

(b) the number of exposuremnd thesize and naturef each and

(cothe natur e, scale and acaodthel exi ty
experience of itgoverning body and senior marmatent

(4) TheRegulatory Authoritynay also directhe firmto take measures
to reduce its level of risk concentration.

Note Under FSR, article 16, the Regulatory Authority may modify or waive
the application of a prudential requireméman authorised firnor firms.
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Chapter 6 Market risk

mar Kk

Part 6.1 General
6.1.1 Introduction
(@) This Chapter sets out the requiremer
market sk management policy to identify, measure, evaluate,
manage and control or mitigate market risk. This Chapter also sets
out how to calculate the firmods
(2) A banking business firrthat operates ia market incurs risk from
potential movements in market prices
Note A banking business firths b u sighh mos iscludenany trading
activities that give rise to market ridkso, this Chapterexcept, perhaps,
foreign exchange risklould not apply to such a firm
(3) Themarket riskcapital requirementfor a banking business firs
made up of capital charges for
(a) foreign exchange risk;
(b) written options risk;
(c) commodities risk;
(d) traded equity position rislgrd
(e) traded interest rate risk
Note The measuremesibf the riskamentioned in subrulé) are set out ifPart
6.2to Part 6.6
6.1.2 Requirementsd capital and management of market risk
(1) A banking business firrmust have capital to coverarketrisk from
positions in itdanking andrading book.
(2) The firm must also haveobustmarketrisk measurement arsk

management.
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6.1.3 Standard method to be used

(1) Unless the Regulatory Authority has approved the use of an internal
model bya banking business firnmarketrisk is, as a general rule,
measured usingthe standard methodThe standard method
comprises a range @pproacheshat a firm may use to calculate
capital charges from its trading activities.

Note For approval of the use of internal modelseerule 3.1.6

(2) Inthe standard methodapital requirements the sum of the qgtal
charges calculated m accordance witlithis Chapter for the risks
included in market risk

6.1.4 Need for trading book

(1) A banking business firth sading bookconsists of the positions held
by the firm (whether oitbalancesheet or ofbalancesheet) that must
be included in the book in accordance with these rules. Other
positions held by the firm must be included in its banking book.

Note A firm is required to haveoliciesto distinguish consistently between
tradingactivities anchankingactivitie® see rules.1.7(3)

(2) A banking business firrmust have #@rading bookf:
(a) it has positions that must be included in titaeling book or

(b) the total value of the positions debed in paragraph (2)as
exceeded® ofthet ot al o f -bal&neeshketandmdfs o n
balancesheet positions at any time in the previousrighths

(3) The firm must includgin the trading bookpositions and exposures
of the following kinds

(a) a position in a financial instrument, commodity or conalityo
derivative;

(b) a principal broking position in a financial instrument,
commodity or commodity derivative;

(c) a position taken to hedge an exposure in the trading book;
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(d) an exposure from a repurchase agreement, or securities or
commodities lending, that is $&d on a position in a security or
commodity included in the trading book;

(e) an exposure from a reverse repurchase agreement, or securities
and commodities borrowing, that is based on a position in a
security or commaodity included in the trading book;

(H an exmwsure from an unsettled transaction, a free delivery or an
over the countedlerivative;

(g) an exposure in the form of a fee, commission, interest, dividend
or margin on an exchangexded derivative directly related to a
position included in the trading book.

Guidance
Whenevera banking business firmcts as principal (even in the course of an
activity normally doastomerh bsidn easss 69 h r otkhien groe so

positions should be included in the trading book. This applies even if the nature of
the business means that the only risks being incurrédeblganking business firm
are counterparty risks (that is, no market risk capital reqents apply).

(4) The firm must also include in its trading book:

(a) totalrateof-return swaps (except those that have been
transacted to hedge a banking book credit exposure); and

(b) open short positions in credit derivatives.
(5) The firm must not include in itsading book:
(a) positions held for liquidity managemeat)d

(b) loans (unless they are used to hedge a position or transaction in
the trading book).
®6) The firmés positions and exposures

with therelevantaccounting standards. Thalue of a positionin an
i nvest ment is the investmentds quot e

Note For the firmbés choi ce OdaseedulelsGe o f accoun
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6.1.5 Role of governing bodyd market risk

A banking businessfirms governing body must ens
market risk management policy enables the firm to obtain a
comprehensive firawide view of its market risk and takes into

account the risk of a significadeterioration in market liquidity.

6.1.6 Policiesd market risk environment
(1) A banking business firms  maisk knartagement policynust
establish:

(a) effective systems fothe accuate and timelyidentification,
measurement, evaluation, management and control or
mitigation ofmarket risk,and reporting tahe firmd governing
bodyand senior management;

(b) prudent andappropriate market risk limitthat areconsistent
with the firmd ssk tolerancerisk profile and capital, and with

themanagement 6s ability to manage
(c) who is responsibldor identifying, measuring and reporting
market risk;

(d) procedures for tracking and reporting exceptions to, and
deviations from, limits or policiegnd

(e) proceduresor including positions anéxposuresn the trading
book.

(2) Thepolicymust ensure that al lidetifiedt he f i rr
and recordedh a timelyway and that their valuations are consistent
andprudent.The firm must use reliable market data thatdiaeen
verified by a functiorthat is independent of the furent that assumed
or incurredthe risk
Guidance

In the absence of market prices, the firm may use indiasttgpted models to value
transactions.
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6.1.7 Policiesd trading book

(1) A banking business firrthat is required to have a trading book must
have clearly defined policies for keeping the booka:date and the
positions and exposures accurate.

(2 The policies must be approvied by the
firm must be able to demonstrate corapte with thenif directedby
the Regulatory Authority.

(3) A banking business firrthat is required to have a trading book must
also have adequapmlicies

(@) to monitor compliance with the policies and distinguish
consistently betweetrading activities andbanking activities;
and

(b) to monitor the size of itsading book

6.1.8 No switching of instruments between books

(1) A banking business firrmust not switch an instrument between its
trading book and banking book, unless the Regulatory Authority has,
in writing, allowed the firm to do sorhe authority may approve a
switch subject to 1 or more conditions.

(2) The firm must not benefit from any lower regulatory capital
requirement resulting from a switch approved by the authority.
Guidance

The authority wil grant appoval only in extrardinary cases. The authority will
require the firm to publicly disclose the switch.

6.1.9 Relation to stress-testing

When carrying outstresstesting or review of stress scenarjos
banking business firmmust take into account market riskpesures.
Guidance

In developing its strestesting scenarios, the firm should consider the standards for
stresstesting recommended in the paper published in July 2004 by the Basel
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Commi ttee on Banking Supervisionon 6Principl
of interest rate risk?od.

6.1.10  Capital requirement, assets and liabilities

(1) In calculating its capital requiremera banking business firrmust
take into account unexpected lostes may arisérom market risk.

(2) In determining the value of an asset oriliajg the firm must also
make appropriate adjustments for uncertainties arising from market
risk.

6.1.11 Revaluing positions

(1) A positionthatis markedto-market must be revaluetaily.

(2) A banking business firmmust consider making adjustmentsr
positions thattannot be prudently valued (such as those that have
become concentrated, less liquid or stale).
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Part 6.2 Foreign exchange risk

6.2.1 Relation to market risk

(1) In measuringts market riska banking business firmust include
therisk of holding or takingpositions inforeign currencies and gold
(foreign exchangerisk). Foreign exchange risk may arise frahe
f I r tnadirg in the foreign exchangearketand other markets; it
may also arise fromontrading activitieghataredenominated in a
foreign currency
Guidance

1 If abanking business firim exposed to interest raisk on positions in foreign
currencies and gold, the firm must include the relevant interest rate positions
in the calculation of interest rate rélsee rule5.6.2(4)

2 Gold is dealt with as a foreign exchange position (rather than as a commodity
position) becausthe volatility of its prices is similar to that of a currency.

(2) If foreign currency is to be received or delivered under a forward
contract, the firm must report any interest rate exposure from the other
leg of the contract in accordance whart 6.6(traded interest rate
risk).

(3) If gold is to be received or delivered under a forward contract, the
firm must report any foreigourrencyor interest ratexposure from
the other leg of the contract in accordance whik Partor Part 6.6
respectively.

6.2.2 What to include in foreign exchange risk

(1) In calculatingthe capital chargior foreign exchange riska banking
bushess firmmustincludein its exposure to eadioreigncurrency

(a) the net spot position (that esses minusliabilitiesdenominated
in the currencyincluding accrued interest and other aect
income and accrued expenses
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)

3)

(b) the net forward position (that iamounts to be receivedinus
amounts to be paid under forwdoideign exchange transactions
denominated ithe currency;

Examples of amounts to be received or paid

1 payments undezurrency futures

9 the principal on currencswaps not included in the spot position
1 interestfrom futures,swapsand other interest rate transactions

(c) irrevocableguarantees (and similar instruments) that are certain
to be called and likely to be irrecoverable; and

(d) if allowed by the Regulatory Ahority, any other profit or loss
to the firm in thecurreng.

The firm may alsoincludein its currency exposurany net future
income or expensdbat arenot yet accrued but already fully hedged.
If the firm includes such income or expensest must do so
consistently and mustot select only expected future floviisat
reduce its position.

If the firmhas deliberately taken a positionpartly or totally protect
itself against the adverse effectaothange imn exchange rate on its
capitaladequacyatio, it may exclude the position froits currency
exposuransdar as it relateso that hedgejf:

(a) the position is of a structurahdnontrading nature;

(b) the structur al position does no
capital adequacy ratio;

(c) theposition cannot béradedfor speculative or profitnaking
purposes; and

(d) the exclusion of the position islone consistently, with the
treatment of the hedge remaining the same for the life of the
assets or other items.
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(4) A structural positionincludes:

(5)

6.2.3
1)

)

6.2.4
(1)

(a) aposition arising from an instrumetitat satisfies the criteria
for inclusion as capitainderChapter 3

(b) a position in relation taa net investrent in a seHsustaining
subsidiary, the accounting consequence of which is to reduce or
eliminate what would otherwise be a movement in the foreign
currency translation reservand

(c) aninvestment inan overseas subsidiary other entity in the
same corp@te group ashe banking business firthat under
these rulesjs deductedfrom t h e fcapitainfors capital
adequacy purposes.

A banking business firrmust also include angurrencyexposures
arising fromequity,commodityand interespositions.

Foreign exchange risk on consolidated basis

If a banking business firis assessing its foreign exchange risk on a
consolidated basiand it istechnically impractical foa marginal
operation to include the currency positions nfaverseavranch or
subsidiary of the firmthe internal limit in each currency applied to
the operationmay be used as a proxy for the positiopgrginal
operation in relation to a firm, is aroperationof the firm that
accounts for less than 5% of thefadns t ot gpositonsr r en c

The absolute values of the limitaust be added to the net open
position in each currency, but only the actual positionsare
adequately monitoredgainsthoseinternal limits.

Capital charged foreign exchange risk

For abanking business fin that does not write optionget open
position in a foreign currencys the sum of:

@ the firmbds cur r e néyforeghe puoenay,r e s
and
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(b) the value of the options and their associated underlying assets
measured usintpe simplified approach iBivision 6.3.B

(2) For a banking business firthhat writes optionspet open position in
a foreign currencyis the sum of:

@ the firmbés curr e neyforeghe puoenay,r es und e
and

(b) either:

() thenetdeltdb ased equi valent of the fi
foreign currency options (with separately calculated
capital charges for gamma risk and vega risk under
Division 6.3.Q; or

(i) the value of the options and their associated underlying
assets under the dejpdus method irDivision 6.3.C

(3) A banking business firrmust calculate iteverall foreigncurrency
net open positiorby:

(a) calculating the nedpenposition in each foreign currency;

(b) converting the nominal amount (or net present value) of each
such net position into Qatariyals at the current spot market
exchange rate;

(c) adding all short net positions and adding all long net positions
calculated under paragraphs (a) and (b); and

(d) selecing the greater of thabsolute values of th2 sums in
paragraph (c).

(4) Thefirm mustthencalculate itsnet positionin gold by:

(a) valuing all gold positions using théS dollarcurrent spot price
(regardless of maturity);

(b) offsetting long and short positiepand

(c) converting theabsolutevalue ofthe resulting net position into
Qataririyals.
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(5) To convert the net position in gold into Qatayals, the firm must
state the position (spot plus forward) & standard unit of
measuremenand then convert the neosition at the current spot
market exchange rate.

(6) The capital charge for foreign exchange riskadbanking business
firm is the sum of:

@ 8% of the f i r rdrencynetapengositionfnor ei gn
each of the foreign currencies it holds; and

(b) 8% of itsnet position in gold.

6.2.5 Forward positions

A banking business firmmust value forward currency and gold
positionsat the current spot market exchange rates

6.2.6 Treatment of paired currencies

A banking business firnmust report positions i currency pair
separatelas if each were a currency on its own
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Part 6.3 Written options risk

Division 6.3.A General

6.3.1 Relation to market risk

In measuringts market riska banking business firmmust include
the risk of holding or taking positions options contractgoptions
risk).

6.3.2 Measuring options risk
(1) A banking business firnthat does not write optionsiust usethe
simplified approach
(2) A banking business firthat writes options masise the deltplus
method

Note If all the written option positions are hedged by perfectly matched long
positions in exactly the same options, no capital chargephionsrisk is
required.

Division 6.3.B Simplified approach

6.3.3 Using simplified approach

A banking business firnthat does not write optiammustcalculate
capital chargem accordance with

(@) rule 6.3.4for a position thatis6|l ong cash and | ong
6short <caslposdiondr | ong call 6

(b) rule6.3.5for apaitionthatisad | ong put Oposition 61 ong ¢

Guidance

In the simplifiedapproachthe positiorin the option and the associatecderlying
assetash or forwarjlis not subject to thetandard methodnstead eachposition
is carvedout and subject ta separately calculated capital chafgespecific risk
andgeneral risk.

Note As a general rulghe standard method is used to measure markek risk
seerule6.1.3
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6.3.4

(1)

(2)

3)

(4)

Capital charges6 61 ong cash and | ong putd

and | ong call o

For a position that is o6l ong cash

c a lthedapital charge ithemarket valuef the underlying security
multiplied by the sum athe specific and general ristapitalcharges
for the underlyingminusthe amount the option is-themoney (if
any) bounded at zero.

Guidance

1 Incases (such as foreign exchatrgesactionswhere it is unclear which side
is the underlying security, the underlying should be taken to be the asset that
would be received if the option were exercised. In addition, the nominal value
should be used for itenifsthe market value of the underlyimgstrument could
be zero guch as irtaps, floors and swaptions).

2 Someoptiors haveno specific risk(such as thos@aving an interest rate,
currency or commoditgs the underlyingecurity; otheroptions on interest
raterelated instruments and optioos equities and stock indices, however,
would havespecific risk

In the simplifiedapproachthe capital charges:
(@) 8%for optionson currency; and
(b) 15% for options on commaodities.

For options with a residual maturity of less tham@nths,a banking
business firmmust use the forward pricenétead othe spot priceif
it is able to do so

For gptions with a residual maturity of more th@months the firm
must compareghe strike pricevith the forwardprice (instead othe
current price)lf the firm is unable to do thi®t, must take the wthe-
money amount to be zero.
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6.3.5

(1)

(@)

Capital chargesdo 61 ong putdéd or o6l ong call 6
For a position t ha,thedamtal chhrgensghe put 6

lesser of:

(a) the market value of the underlying security muledliby the
sum of the specific and general riskapital charges for the
underlying; and

(b) the market value of the option

For subrule(1)(b), the book valuef the optionmay be used instead

of the market value the positionis notincluded in the trading book

(for examplepptions orparticularforeign extvange or commaodities
positions)

Division 6.3.C Delta-plus method

6.3.6

(1)

(2)

®3)

Using delta-plus method

A banking bumess firm that writes optionsiust calculate specific
risk capital charges separately by multiplying the detjaivalent
value of each option by the risweight applicable undePart 6.5
(tradedequity position risk) anéart 6.6(tradedinterest rate risk)

In calculatinggeneral riskcapital chargethe firm mustenterdelta
weighted positions witha debt security or interest ratas the
underlyinginto the interestate time bandm table6.6.8A by using a
two-legged approactunderthis approachthere isl entry at the time
the underlying contract takes effect and a se@mtiyat the time the
underlying contract matures.

For an option witha debt securitys the underlyinghe firm must
apply a specific riskcapital charge to the dekaeighted position
based on t heandinasardancévgtPart @& i n g
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6.3.7 Relation to standard method

(1) A banking business firnthat writes optionsmust include clta
weighted option positions measuringts market risk

(2) The firm must report sucnoption as a position equal to the sum of
the market values of the underlying multiplied by the sum of the
absolute values of the deltas. Because delta does notalbvisks
associated with option positions, the firm must calculate gamma and
vegain calculatingtheregulatorycapital charge.

Note Gammais the rate of change of deltdth respect to a change in the price
of the underlyingVegais thesensitivity of the value of an option to a
change irthevolatility of the underlying

(3) The firm must calculatedlta, amma and vegasing the pricing
model used bgirecognised exchanger a proprietary options pricing
model approved, in writing, by tiRegulatory Authority.

6.3.8 Capital chargesd options

(1) The capital charge fanoption with equities as the underlying must
be based on the delteeighted positionsicluded inthe measument
of specific and general riskn accordance witRart 6.5tradedequity
position risk.

(2) A banking business firrthat writes optionsnust calculate the capital
charge for options on foreign exclygn and gold positionsn
accordance wittPart 6.2(foreign exchange risk}or delta risk, the
net deltabased equivalent of the foreign currency ajold options
must beincluded inthe measurement of the exposure for the
respective currency (or gold) position.

(3) The capital charge faan option on commodities must be based on
the charge calculatagsing thesimplified approacln rule 6.4.6
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6.3.9

(1)

)

3)

Gamma capital charges

A banking business firm that writes optiansist calculate theapital
charge for gamma riskg@mma capital charge for each option
positionseparately

To calculate gamma capital charge, calculate the gamma impact of
each option in accordance with the following formula

Gammampact= % 3 gamma VU ?
where

VU is:
(a) for aninterest rate opdin:

(i) if the option hasa bond as the underlying) the market
value of the underlying multiplied ybthe risk factor
applicable undecolumng3 of table6.6.8A; or

(i) if the option hasan interest rateas the underlying the
market value of the underlying multiplieg theassumed
changes in yield in columof table6.6.8A;

(b) for options on equities arstockindice® the market value of
the underlying multiplied by 8%;

(c) for optiors on foreign exchange and goldhe market value of
the underlying multiplied by 8%ar

(d) for an option on commoditigs the market value of the
underlyingmultiplied by15%

In calculating the gamma impaétr an option mentioned in the
definition of VU, thefirm must treat as the same underlying

(a) for interest rate® each time band inolumn2 of table6.6.8A
(with each posibn allocatedto separate maturity ladders

(b) for equities and stock indic&seachrecognised exchange
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(c) for foreign currencies and gd@deach currency pair and gold;
and

(d) for commoditie® each individual commodityof a kind
describedn rule 6.4.2(3)(a)or (b).

(4) Each option on the same underlyohgscribed in subrusg2) and (3)
will have a gamma impact that is positive or negafirefirm must
addtheindividual gamma impacts, resulting in a net gamma impact
for each underlying that is either positive or negative.

(5) To calculaet h e ftotak gandng capital chargexclude gama
impacts that are positiv&hetotal gamma capital charges the sum
of the absolute valisof thenetnegativegamma impacts.

6.3.10  Vega capital charges
(1) A banking business firm that writes optiansist calculate theapital
charge forvega risk yega capital chargefor each option position
separately

(2) To calculate vegaapital charg, thefirm must multiply the vega for
each optiormentioned in the definition of VU in rule.3.9(2)by a
25% proportional shift in the optidi current volatility. The results
must then be summed across each underlying.

(3) Thetotal vegacapital chargeis the sum of the absolute vaa the
vegacapital chargeacross each underlying
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Part 6.4 Commodities risk

6.4.1

6.4.2

(1)

(@)

3)

(1)
(2)

3)

Relation to market risk

In measuringts market riska banking business firrmust include
the risk of holding or taking positions in commoditieand
commodities optiongcommodities risk

Commoditesmeans physical or energy prodaithat may be traded
Commoditiesncludeprecious metals (other than goldgse metals
agricultural products, minerals, oil, gas and electricity.

Guidance

1 If a banking business firis exposed tdoreign exchange dnterest rate risk
from funding commodities positions, tHe@m must include therelevant
positions in themeasurementf interest rateor foreign exchange rigk see
rules6.2.2(5)and6.6.2(4) respectively

2 Gold is dealt with as a foreign exchange position (rather than as a commodity
position) because the volatility of its prices is similar to that of a currency.

If a commodityis to be received or delivered under a forward

contract, the firm must repaaihyforeigncurrency equityor interest

rate exposure from the other leg of the contract in accordance with

Part 6.2 Part 6.50r Part 6.6 respectively.

Measuring commodities risk

A banking business firrmust use the simplifiedpproachiio measure
commodities risk.

To calculate open positionsingthis approachthe firm may report
short andong positions ireach commodity on a net bagfsitions
are reported on a net basis by offsetting them against eachirother
accordance witsubrule(3).

Positions in the same commagdihay be offsetPositions in different
commodities must not be offset unless:

(a) the positionsare deliverable against each other; or
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6.4.3

6.4.4
1)

)

(3)

6.4.5

(b) the positionsre close substitutes for each other and a minimum
correlation between price mements of 0.9 can be clearly
established oveat least the precedingpar.

A banking business firrmust not use the correlatidrased offsetting
mentioned in paragraph (b) unless the Regulatory Authorityithas
writing, allowed the firm to use.it

Measuring net positions

A banking business firrmustfirst stateeach commodity position
(spot plus forward) in terms ¢iie standard unit of measuorentfor
the commoditysuch as barrels, kilas gramg. Thefirm must then
convert thenet position in each comodity into Qataririyals at the
current spot market exchange rates

What to include in commodities risk

In calculatingthe capital chargéor commodites risk,a banking
business firmmust include commaty derivatives and ofbalance
sheet positionghat are affected by changes in commodity prices
(such axommodity futureendcommodity swaps

Options on commaoditief®r which theoptions risk is measured using
the deltaplus methodmust alsobe included (with their underlying
assets) Options for vhich the optionsrisk is measuredising the
simplified approachmustbe excluded.

The firm must convert commodity derivatives into notional
commodities positions and assign them to matuniteter rules.4.5

Assigning notional positions to maturities

Futures and forward contracts relatingtparticular commoditgnust
be included in the measuremerdf commodities riskas notional
amounts in termsf the standard unaf measurement multiplied by
the spot price of the commodity
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6.4.6 Capital chargesd simplified approach

(1) The capital charge for commodities riskagbanking business firma
the sum of:

(@) 15% of thef i r onéral net position, lag or short, in each
commodity; and
(b) 3% ofthefirmé s g r o s is eaphac@mmbdityo n

(2) Gross positionof a firm in a commodityis thesum of the absolute
values of all short positions anall long positionsof the firm,
regardless ofnaturity.

(3) The firm must use the current spot price to calculate its gross position
in commodity derivatives.
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Part 6.5 Traded equity position risk

6.5.1
1)

(2)

6.5.2
1)

(2)
3)

Relation to market risk

In measuring its market risls, banking business firnmust include
the risk of holding or taking positions in equitiegequity positon
risk).

Note For the treatment of options with equities as the undedyisge
rule 6.3.8(1) Under that rulethis Parton traded equityosition risk
appliesto the optionput the capital charge must be based on the-delta
weighted positionincludedin the measurement of specifind general
risks.

If equities are to be received or delivered under a forward contract,

the firm must report anforeign currency ointerest rate exposure

from the other leg of the contract in accordance VAgdrt 6.2or

Part 6.6 respectively.

Guidance

If a banking business firis exposed to interest rate risk on equity positions, the
firm must include the relevant interest rate positions in theutztlon of interest
rate risld see rule5.6.2(4)

Measuring equity position risk

The measurement adquity positionrisk in the trading book applies
to short andlong positions in all instruments that exhibit market
behaviour similar to equities.

Examples of instruments with equity-like behaviour

1 commonshareswhether voting or nowoting)

9 convertible securities and commitments to buy or sell equity securities

1 convertible bonds that trade like equities

A banking business firmmay reportshort andlong positions in
instruments relating to the same issuer on a net basis.

The firmmust calculate the long or short position in the equity market
on a markeby-market basisThat is, the firm must make a separate
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6.5.3

6.5.4

(1)

(2)

(1)

(2)

capital calculation foreach exchange in which it holds eips
(whether or not a recognised exchange)

What to include in equity position risk

In calculatingthe capital chargéor equity positionrisk, a banking
business firmmust include equity derivatives and -tilancesheet
positions that are affected byastges in equity prices (such as futures
and swaps on individual equities and stock indices).

To calculate the charges fequitypositionrisk for equity derivatives
and other offbalancesheet positionghe firmmust convert positions
into notional equy positions, such that:

(a) equity derivatives and otfalancesheet positiongelating to
individual equities are reported at current market prices;

(b) equity derivatives and offalancesheet positiongelating to
stock indices are reported as the rA@dknarket value of the
notional underlying equity portfolio; and

(c) equity swaps are treated as 2 notional positions.

Charges for specific and general risks

The capital charge foequity positionrisk consists of Xeparately
calculated charges:

(a) a charge for the specific risk of holding a long or short position
in an individual equity; and

(b) a charge for the general risk of holding a long or short position
in the market as a whole.

The capital charge for specific rig« 8% of the gross positiorof a
banking business firim equities listed on a recognised exchange and
12% of the gross position of the firm in other equiti@soss position

of a firm in an equity markeis thesum of the absolute valuegall
shortequity positions and albng equity positionsof the firm
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3)

(4)

6.5.5
1)

)

6.5.6
1)

(2)

3)

The capital charge for general risk is 8% of the net positfoa
banking business firmNet position of a firm in an equity markeis

the difference between long equity positions and short equity
positionsof the firm

Equity positionis the net of short and long exposures to an individual
company.lt is measured on the gross position acithescompany
(rather than individual transactigns

Offsetting positions

If a banking business firrtakes a position in depository receipts
against an opposite position in the underlying eqiwtyether or not
listed inthe samecountry where the receipts were issjied may
offset the positios only if any costs on conversion are taken into
accountn full .

The firmmayoffset matched positions in @hentical equity or stock
index in each market, resulting in a single loaig or shorfposition
to which the specific and general rislapital chargesare to be
applied For this purpose, a future im aquity may be offset against
an opposite physical position in the same equity.

Charges for index contracts

For an index contract on an index tratbanking business firm
considers diversified, tHegm must apply a general risk capital charge
of 8%, and a specific ristapitalcharge of 2%, to the net long or short
position in the contract.

For any other index contrachefirm must applya general risk capital
charge of 8%, and a specific riskpitalcharge of 4%to the net long
or short position irthe contract

If required to do so by the Regulatory Authority, the firm must
demonstrate why the firm considers an index a diversified index
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Guidance

A banking business firm should test diversificatmgainst the following criteria
used by the European Banking Authority:

1  The index must have a minimum number of equities. There must be an
absolute threshold below which the index cannot be considered
sufficiently diversified to ignore the specific risk cplately.

1 None of the equities must significantly influence the volatility of the
index. Equities must not represent more than a certain percentage of the
total index value.

I The index must have equities diversified from a geographical
perspective.

1  The irdex must represent equities that are diversified from an economic
perspective. Di fferent &éindustriesdé mu.

6.5.7 Using arbitrage

(1) If a banking business firmsesa futuresrelated arbitrage strategy
under whichthe firm takes an opptte position in exactly the same
index at different dates or in different maikehe firm
(@) mayapply the 2% specific risk capital charge in ré16.6(1)to

only 1 positiornt and
(b) mayexempt the opposite position from any capital charge for
specific and general risks

(2) The firm may also apply the 2% specific risk capital charge if:

(a) the firmhas opposite positi@in contracts at the same datein
similar indicesand

(b) theRegulatory Authoritynasnotified the firm in writingthat the
2 indices have sufficient common emponents toallow
offsetting
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3)

(4)

(5)

(6)

(7)

If the firm engages inraarbitrage strategynderwhich a futures
contract on a broadlpased index matches a basket of shares, the
firm:

(@) may decompose the index position into notional positions in
each of the constituestocks; and

(b) may include the notional positions and the disaggregated
physical bas&t in the country portfolio, netting the physical
positions against the index equivalent positions in each stock.

Thefirm may apply thel% capital charge isubrule(5) to aposition
that is part of the arbitrage stratemyly if:

(&) a minimum correlatioof 0.9 between the basket of shares and
the index can be clearly established oaeleast the preceding
year, and the firm has satisfied the Regulatory Authdhigt the
method the firm has chosen is accurate

(b) the composition of the basket shares represents at least 90%
of the index
Note To determine whether a basket of shares represents at least 90%
the indexX seerule6.5.8
If the values of the physical and futures positions are matt¢hed,
capital charge is 4% (that 8% of the gross ae of the positions on
each sidg

The firm must treat any excess value of the shares comprising the
basket over the value of the futures contract, or excess value of the
futures contract over the value of the basket, as an open long or short
position and must use the approach for index contracts in
rule 6.5.6(1)or (2), as appropriate

If an arbitrage does neatisfythe conditions in subrul@), the firm
must treat the index pdiin using the approadior index contracts
in rule 6.5.6(1)or (2), asappropriate.
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6.5.8 When basket of shares is 90% of index

(1) To determine whether a basket of shares represents at least 80% of
index, the relative weight of each stock in the bagkefst be
compared to the weight ahat stock in the index to calculate a
percentage slippage froits weightin the index

(2) Stocks thatre includedn the index but are not held in the basket
have a slippage equal to their percentage weight in the index.

(3) The sum bthe slippages acrosdl stoclks in the index represents the
total slippage from the indeXhe absolute values of the percentage
slippagesnustbe summed.

(4) Deducting the total slippage from 100 gives the percentage coverage
of the index to be comparedttee required minimum of 90%.
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Part 6.6 Traded interest rate risk

Division 6.6.A General

6.6.1

6.6.2
1)

)
®3)

(4)

Relation to market risk

In measuring its market riskg, banking business firrmust include

the risk of holding or taking positions in debt securities and other
interestraterelated instrumentshat are heldn the trading book
(interest rate risk.

Note For an Islamic financial manager, a referencanterest rate is taken to
bea reference to profit radeseerule 1.3.4(2)

What to include in interest rate risk

The measurement of interest rate risk in the trading boolkeaptol
all fixed-rate and floatingate debt securities amther interestate
related instruments that exhibit market behaviour similardibt
securities.
Examples
1 nonconvertible preference shares
1 convertible bonds that trade like debt securities.
A debtsecurity that is the subject of a repurchase or securities lending
agreemenis taken to b@wnedby the lender of the security
In calculating the capital charge fowterest raterisk, a banking
business firmmust include interest rate exposureassiag from
forward foreign exchange transactions and forward sales and
purchases afommoditiesandequities.
Note For forward contracts, see

1 rule6.2.1(2)(foreigncurrencie}

1 rule6.4.1(3)( commoditie}

1 rule6.5.1(2)(equities.

The firm mustalsoincludeanyinterest rate exposwsarising from
foreign exchange, equity and commodgisitions
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6.6.3

Capital charged interest rate risk

The capital charge fomnterest rate riskconsists of 2separately
calculated charges:

(a) a charge for the specific risk bbldinga long or short position
in an individualinstrument and

(b) a charge fothe general risk of holding a long or short position
in the market as a whale

Notel The capital charge for general risk is for the risk of loss arising
from changes in market interest rates

Note 2 To determine theapital charge for derivativdsseerule 6.6.12

Division 6.6.B Specific risk

6.6.4

(1)

Calculating specific risk capital charge

The capital chargdor specific riskarising froman onrbalancesheet
or off-balancesheet interestate position held i banking bsiness
fiimds tradi ng ebloyonkltiplyng thecnzatket valueaof
thedebtsecurityby theapplicable chargset outin column5 oftable

6.6.4for the category and residual maturity of the instrument.

(2) The firm may offset matched long and short positions (including

positions in derivatives)n identical instruments with exactly the
same issuer, coupon, currency and maturity
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Table 6.6.4 Specific risk capital charges

column 1 column 2 column 3 column 4 column 5
item category external credit | residual specific risk
rating maturity capital
charge
%
1 government AAA to AA- 0.00
A+ to BBB- 6 months or | 0.25
less
more than 6 | 1.00
months and
up to and
including 24
months
more than 24 | 1.60
months
BB+ to B- or 8.00
unrated
Below B- 12.00
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column 1 column 2 column 3 column 4 column 5

item category external credit | residual specific risk
rating maturity capital
charge
%
2 qualifying 6 months or | 0.25
less

morethan 6 | 1.00
months and
up to and
including 24
months

more thare4 | 1.60

months
3 other BB+ to BB- or 8.00
unrated
Below BB- 12.00

(3) Incolumn2 of table6.6.4

government as acategory includes all forms of government paper
such adonds, treasury bills and other shtatm instruments.
Note Financial instruments issued by the State of Qatar (whether denominated

in Qataririyals or not), or by othemember states of tHeCC, are risk
weighted at zero perent.
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qualifying, as acategoryincludes:
(a) securitiesissued bypublic sector enterprisesnd multilateral

(b)
()

(d)

development banks;
instrumens rated investment gradwey at leas? ECRAS;

instrumens rated investment gradey 1 ECRA and 1 other
creditratingagencythat is not an ECRAand

unrated instrumestbut only if:

(i) the banking business firhmas no reason to suspect that the
particular instrument would have a rating less than
investment grad# it were rated and

(i) the issuer of the instrument is rated investment grade and
is regulaedin its home jurisdiction in a wagomparable
to depostitakers n the QFC.

Guidance

In deciding whetheanissuer igegulatedn a comparablevay, the firm must
look, in particularatt h e h o me jrigskrbasedccapitat réqoirendests
andconsolidatedsupervision

other, as acategoryincludes:

(@)

(b)
(©)

instruments issued or fully guaranteed bythe central
government or central bar a state that is a member thie
OECD,

instrumentsfully collateralised by instrumentgescribed in
paragraph (a)and
instruments issued or fully guaranteed byhe central

government or central bank of a state that is not a member of the
OECD, but only if.

() the instrumentbave a residal maturity ofl year or less;

(i) the instruments ardenominated irthe local currencyof
the issuerand
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(4)

6.6.5
1)

(@)

®3)

(i) the banking business figns  h oih sich mgresments
are funded by liabilities in the same currency.

In column3 of table6.6.4 externalcreditrating means dong-term
rating issued byan ECRA for the purpose of riskveighting claims
on rated counterparties and exposures.

Instruments that have no specific risk capital charge

Interest rateswaps,crosscurrency swaps, forward rate agreements,

forward foreign exbange transactions, interest rate futures and

futures on an interest rate index are exempt from charges for specific

risk. However a specific rislcapital chargenust be calculateid the

underlying is a debt security or an index representing a basttebbf

securities

Futures and forward contracts are exempt from specificcapital

chargeif:

(@) the banking business firfas a right to substitute cash
settlement for physical delivery under the contract; and

(b) the price on settlement is calculated wigfierence to a general
market price indicator.

A contract that is exempt under subr(2¢must not be offset against
specific securities (includingpose securities that make up the market
index).

Division 6.6.C General risk

6.6.6
(1)

(2)

Measuring general risk

General risk is measured usitigg maturitymethod In that method
positions are allocatetd a maturity laddebeforethe capital charge
is calculated

Thefirm mustaddthe absolute valsof the individual net positions
within each time bandvhether long or sharThe sum of the absolute
val ues i grossposstionf i r mo s

VZ1

Banking Business Prudential Rules 2014 page 155



6.6.7
1)

(2)

3)

6.6.8

Maturity method

In the maturity method, long or short positions in debt secu(dies

in other souces of interest rate exposures such dasivative

instrumentyareallocatedo the time bands itable6.6.8A (and then

to the zones in tabl6.6.8) based on theesidual maturity of the
instrument and the interest rate of coupon payments.

A banking business firrmust allocate

(a) positions infixed-rate instruments according to theesidual
term to maturityand

(b) positions infloating-rate instruments according to the residual
term to the net re-pricing date.

The firmmay offset

(@) long and short positions (whether actual or notional) in identical
instruments with exactly the same issuer, coupon, currency and
maturity, and

(b) matched swaps, forward contracfatures and forward rate
agreements thaatisfy the criteria in rul6.6.13

Steps in calculating general risk capital charge

Thesteps tacalcdate the general riskapitalchargeare

Step 1

Weight the positions in each time band by the riskctor
corresponding tthose positiong table6.6.8A.

Table 6.6.8A Time Bands and risk factors

column 1 column 2 column 3 column 4
item time band risk factor assumed
% changes in yield
%
1 1 month or less 0.00 1.00
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column 1 column 2 column 3 column 4
item time band risk factor assumed
% changes in yield
%

2 more than 1 and upto 3 | 0.20 1.00
months

3 more than 3and upto 6 | 0.40 1.00
months

4 more than 6 and up to 12| 0.70 1.00
months

5 more than 1andupto 2 | 1.25 0.90
years

6 more than 2 andupto 3 | 1.75 0.80
years

7 more than 3and upto 4 | 2.25 0.75
years

8 more than 4 andupto 5 | 2.75 0.75
years

9 more than 5and upto 7 | 3.25 0.70
years

10 more than 7 and up to 10| 3.75 0.65
years

11 more than 1@&nd up to 15| 4.50 0.60
years

12 more than 15 years and u 5.25 0.60
to 20 years
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column 1
item

column 2 column 3 column 4

time band risk factor assumed

% changes in yield
%

13

more than 20 years 6.00 0.60

Step 2

Offset the weightetbng and short positionsithin each time band
Example

If the sum of the weighted long positions in a time bar@R&00 million and the
sum of the weighted short positions in the ban@R80 million, you offset the
positions to come up with a matchedsition of QR90 million and unmizhed
position of QR10million.

Step 3
For each time bah apply a 10% capital charg€gvertical
disallowance¢ on thematched position calculated in step 2

Example

Continuing on from the example in step pply the 10% on theQR90 million
matchedoositionto come up with R9 million vertical disallowancéor thetime
band

Step 4

For the unmatched positions calculabedtep 2,carry out 2 further
rounds of offsettingusing thezones(made up of time bandsih
table6.6.8 and apply theppropriatecapital chargeas follows:

(a) first beween the remaining unmatchpdsitions within each of
3 zones andubject to a charg@xpressed as a percentags)
follows:

() matched weighted positions within zone 1 x 40%
(i) matched weighted positions within zone 2 x 30%
(i) matched weighted positions within zone 3 x 30%
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(b) subsequently betwaethe remaining unmatchegositions
across the three differembnes (in the order set doglow) and
subjectto a capital charge as follows:

() matched weighted positions between zones 1 and 2 x 40%

(i) matched weighted positions between zones 2 and 3 X
40%

(i) matched weighted positions between zones 1 and 3 x
100%.

Theabsolute value of theet amout remaining is th@et position

Table 6.6.8B  Zones for coupons

column 1 column 2 column 3
item zone time bands

1 zone 1 07 1 month
17 3months
37 6 months
61 12 months

2 zone 2 17 2 years
271 3 years
31 4 years

3 zone 3 471 5 years

51 7 years

77 10 years

107 15 years

157 20 years

more than 20 years
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6.6.9
1)

)

®3)

6.6.10
(1)

Step 5

Calculate the horizontal allowance by additige chargesfrom
paragraphs (a) and (b) of step 4.

Step6

Calculate theyeneral riskcapital chargeasthe sum of

(a) the net positiorcalculatedrom steps 1o 4;

(b) theverticaldisallowancdrom step 3

(c) the torizontal disallowancéom stes4 and 5 and

(d) the net charge for positions in options, where appropriate,
calculated in accordance wilart 6.3

Positions in currencies

A banking business firnmust use separate maturity ladders for
positions in each currency, with capital charges calculated separately
for each currency and then summed. Positions in different currencies
are not to be offset.

If the firmb positionin a currencys less than 5% of thvalue othe
firmds bankjtmgcurkemcy itakea o Haa tesdual
currency andthe firm may use a single maturity ladderdtiresidual
currencieginstead of having to use separate maturity ladders for each
currency). The firm musgnter into each appropriate time band, the
net long or short positiofor residual currencies

The firmmustapply, with no further offsetghe risk factor in column
3 of table6.6.8A to the position in each time band for residual
currencies

Futures and forward contracts

A banking business firrmust treat futures and forward contragts
bank or corporate del{including forward rate agreemes)tas a
combination of a long and a short position in the underlying debt
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(@)

(3)

6.6.11
1)

(2)

®3)

security Futures and forwardontractsnot on bank or corporate debt
mustbetreatd as acombination of a long and a short position in a
notional government security.

The maturityof a futures contracor aforward rate agreemerig the
period until delivery or exercise of the contract, plus the life of the
underlying(or notional underlyinginstrument.The firm must report
the long and short positions at the market value of tigkerllying(or
notional underlyingysecurity or portfolio of securities.

If a range of instruments may be delivered to falfibntractthe firm
may choose thaleliverable securityo be allocated tathe maturity
ladder The firm must, howevertake account of any conversion
factor specified by the exchangevhere the instrumentmust be
delivered

Swaps

A banking business firrmust treata swap a2 notional positions in
government securities with maturities. Both legs of the swap must be
reportal at their market values.

For swaps that pay or receive a fixed or floating interest ratastgai
some other reference pri¢or example,a stock indek the firm
must

(a) enter the interest rate component into the appriapraturity
categoryand

(b) includeanyequity component in thmeasurement of equity risk

Eachleg of a crosscurrency swap must be reported in the unat

ladder for the currencgoncernedThe capitathargefor any foreign

exchange riskarising from the swaps must bealculated in
accordance with rules.2.2t0 6.2.6
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6.6.12 Derivatives

(1) Inthe measurement of interest rate reskanking business firmust
includeinterest rate derivatives droff-balancesheet instruments in
the trading book if those instrumentsaet® changes in interest rates.

(2) The firm must convert derivatives into positions in the relevant
underlyingto enable the firm to calculatpecific and general risk
capital charges. To determine the capital chargke value of the
positions must be the market value tbé underlying or notional
underlying.

(3) Positions inderivativesaresubject tocharges fogeneral risk in the
sameway as cash positionslowever, matched positions are exempt
from the charges if the positions satisfy the criteria in 6uel3or
6.6.14

(4) Positions inderivativesmust be allocated ta maturity ladeér and
treatedn accordance witkhis rule andhe maturity method

6.6.13 Criteria for matching derivative positions

(1) A banking business firrnay offset a matched position in derivatives
if the positions relate to the same underlying instruments, have the
same nominal value aratedenominated in the same currency.

(2) For futures, the positions in the underlying (or notional underlying)
instruments must be for identical products and must matiihén
7 days of each other.

(3) For swaps, forward rate agreements and forward contracts:

(a) the reference rate (for floatirrgte positions) must be identical
and the coupons must differ by no more than 15 basis points;
and
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(b) the next inteestfixing date (or, br fixed-coupon positions or
forward contracts, the residual maturity) must comply with the
following requirements:

() if either instrument has an interdsting date or residual
maturity up to and including month in the future, the
dates or residual maities must be the same for both
instruments;

(i) if either instrument has an interdsting date or residual
maturity more thari month, but no more thahyeatr, in
the future, the dates or residual maturities must be within
7 days of each other;

(iif) if either instrument has an interdsting date or residual
maturity more thanl year in the future, the dates or
residual maturities must be within 30 days of each other.

Note 1 For paragraph (a), the separate legs of different swaps may
be 6mat edite tthese samelronditions.

Note 2 For paragraphd), spot or cash positions in the same currency
may be offset subject to these same conditions.

(4) A banking business firm that writes optiomsgy offset the delta
equivalent values of options (includinget deltaequivalent value of
legs arising out of the treatment of caps and floors in accordance with
rule6.3.9.

(5) However, for offsetting betwees matched position in a futures or
forward contract and its underlyingile 6.6.14applies.
6.6.14 Criteria for offsetting derivative positions

(1) A banking business firm may offset long and short positions (whether
actual or notional) in identical instruments with exactly the same
issuer, coupon, currency and maturity; and
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(2)

3)

(4)

A banking business firrmay offseta matched position in a futee
or forward contract and its corresponding underlying.he net
positionmustbe reported.

The firmmay offset positions in a futwser forwardcontractwith a
range of deliverable instruments and the corresponding underlying
only if:

(a) there is a readily identifiable underlying securand

(b) the price othatsecurityand the price of the futuser forward
contract move in close alignment.

The firm must treateachleg of a crosscurrency swapor forward
foreign exchangéransactionas a notional position in the relevant
instrumentandmustincludethe positionin the calculation for each
currency.
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Chapter 7 Operational risk

7.1.1 Introduction

(1) ThisChaptesetsat t he requirements for a ba
operational risk management policy itentify, measure, evaluate,
manage and control or mitigat@erational risk.

(2) Operational risk is the risk resulting from inadequate or failed
internal processes, people and systems, or from external eltents.
includes legal risk but excludes strategic and reputational risk.

7.1.2 Role of governing bodyd operational risk

A banking businessfirims gover ni ng thatthdfyi rmmuésst ens
operational risk managememblicy addresses, on a firmide basis,
all themajor aspects of operationalriskn t he f i.rmés busi ne

7.1.3 Policiesd business continuity

(1) A banking business firth sperationarisk mangement policymust
include effective and comprehensive procedurediaster ecovery
and business continuity.

(2) The firmmust have #@usiness continuity plaior possiblescenarios
of severe business disruptiorhe plan musprovide forthe firmto
coninue to operate as a going concern, andmiaimise losses
(especially those from disturbances to payment and settlement
systems)in those scenarios.
Note CTRL, rule4.1.4 (3) (c) requirean authorised firnto include, in its risk
management strategy, contingency planning, business continuity and

crisis managementCTRL, rule 2.2.8 requiresa firm to review its
business continuity procedures at least once evemdighs.

7.1.4 Policiesd information infrastructure

(1) A banking business firrmustestablishand implementppropriate
information technology policiesfor the accurate and timely
identification, measurement, evaluation, management and control or
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mitigation of operationalisk. In particular the policies musénable
the firm to maintain an adequate andsound information
infrastructure

(@) thatmees t h e cufrentramd rejected requirements (under
normal circumstances andtimesof stress)

(b) thatensurs that thedatg andthe system itselfremain secure
andavailabe; and

(c) thatsupports integrated and comprehensive risk management.

(2) Thef i rméds i nformation i nfrcampileructur e
and analyseperational risk datandmustfacilitate reportingo the
firm& governing bog and senior management arlde Regulatory
Authority.

(3) The firm must have appropriate reportingrocedureso keep the
Regulatory Authority informed of developments affecting
operational riskatthe firm.

7.1.5 Policiesd outsourcing

(1) A banking business firrmust establishppropriate policies to assess,
manage and monitor outsourced activities. The managerhthuse
activitiesmust include

(a) carrying outdue diligence for selecting service providers;
(b) structuring outsourcing arrangemgnt

(c) managing andreportng the risks associated withan
outsourcing;

(d) ensuring effective contraveranoutsourcingand
(e) contingency planning.

(2) The autsourcing policiesnustrequire thdirm to have comprehensive
contracts andervice level agreementBhe contracts and agreements
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must clearly state thallocation of responsibilities betweaervice
provides and thefirm.

Note This rule sets out details of whatanbk i ng business firmds o
policy must include in addition to the minimum required under CTRL,
rule5.1.2.

7.1.6 Powers of Regulatory Authority

Despite anything in these rulésthe Regulatory Authoritidentifies

points of exposureor vulnerability to operational isk that are

common to 2 or morkanking business firm#& mayimposespecific

capital requirementsr limits on eachaffectedfirm.

Examples

I outsourcing ofimportant operations by manyanking business firmto a
singleprovider

1  severdisruption to providers of payent and settlemeservices

7.1.7 Basic indicator approach

(1) A banking business firnmust use the basic indicator approach to
operational riskOperational risk capital requiremens the amount
of capital that the firm must have to cover its operational risk.

(2) The firmé soperational risk capital requiremeig calculated in
accordance wit the following formula:

Gl3 a
n

where:

Gl i s t h e avefageraimak gross incomdas defined in
subrule(3) or (4)) for those yeargout of the previous §earg for
which the firmds annual gr oss i Nncome

Uis 15% or a higher percentagetby the Regulatory Authority

n is the number of yearsut of theprevious 3 years for whicthe
f i r gro8ssincome imore than zero
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Guidance

Because of the definitions @l andn, figures for any year in which the annual
gross income of a firm is netijze or zero must be excluded from both the numerator
and denominator when calculating the average.

(3) For a depositaker or investment dealegross income for a year,
meansnet interest income plus net norierest incomdor the year
It mustbe gross of

(&) any provisionsificludingprovisions for unpaid interest);
(b) operating expensgand

(c) losses from the sale of securitesm t he o6 Hel d to Matu
O0Avail abl e f omrtheBaalingliopokc at egor i es

(4) ForanIslamicfinancial managegrossincome for a yearmeanghe
following income for the year

(@) net income from financing activities, which is gross of any
provisions, operating expenses and depreciatigarah assets;

(b)) net income from investment activit
shae of profit frommusharakalandmudarabah and

(c) fee income, which includes commissions and agency fees;

| ess the firmbdbs s h adAHegandotheriactoud me at t r
holders.

(5) For a depositaker, investment dealer or Islamic financial manager,
gross incomeexcludes:

(a) realised profits;

(b) extraordinary or irregular items of income;

(c) income derived from insurance;

(d) any collection from previously writteoff loans; and

(e) income obtained from the disposal of real estate and other assets
during the year.
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Chapter 8 Interest rate risk in the banking

8.1.1

8.1.2

(1)

(2)

3)

(1)
)

book

Introduction

This Chaptersets outhe requirements fa banking business firins
policies to identify, measure, evaluate, manage and control or
mitigateinterest rate risk in the banking book

This Chapteralso dea with stresstest ng t he f i r mds
IRRBB and the relationship between IRRBB and the internal capital
adequacy assessment procéBRBB is a major source of risk for
firms that conduct banking activities; this is particularly so if the

f i r m&isg bdolaassets is 15% or more of its total assets.

Interest rate risk in thi€hapterrefers to interest rate risk in the
banking book. Interest rate risk in the trading book is part of market
risk in Chapter 6

Note For an Islamic financial manager, a referencinterest rate is taken to
be a reference to profit réteseerule 1.3.4(2)

Interest rate risk in the banking book

Interest rate risk in the banking boolor IRRBB is therisk to
earnings or capital arising from movement of interest rates

IRRBB arises from changingte relationships among yield curves
that affect bank activities basis risk, from changing rate
relationships across the spectrum of maturitresd curve rish, and
from interestraterelated options embedded in bank produgpdién
risk).

Examples of sources of IRRBB

1 risks from underwriting on a firmommitment basis

1 risks related to the mismatchtbiere-pricing of assets and liabilitieand off
balancesheet shoftermand longterm positions
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8.1.3

8.1.4

(1)

(2)

(3)

1 risks arising from hedging exposureatointerestrate with exposure taather
ratethatre-prices under different conditions

91 risks related to uncertaintiés the occurrencetiming, pricing or valueof
transactions

91  risk that counterpartieswill redeemfixed-rate products when market rates
change.

Requirementd interest rate risk in the banking book

A banking business firnmust holdsufficient capitalto effectively
control ormitigate itsSIRRBB. The Regulatory Authority may impose
a capital requirement based on the 6ri®CAAP if the authority is of
thevi ew t hat t he faeantismguSicieotogdver |
exposurdo IRRBB.

Role of governing bodyd interest rate risk in the banking
book

requi

A banking businessfirms governing body must ens

IRRBB management policy enables thi@m to obtain a
comprehensive firawide view of its IBBRR taking into account the
nature, scale and complexity of its banking book activities

Thegoverning body must monitor:
(a) the nature and level of IRRBB assumed by the firm;
(b) t he fir mds pomfilecand | | | RRBB

(c) any changes imarket conditions that magffectt h e f i
current or prospectiveisk profile.

rmobés

Thegoverning body must ensure that tF

establishe and implements an IRRBB management policy that
adequately identis, measures, monitors, reporsd controls or
mitigates IRRBB.

Guidance

1 The governing body ofhe banking business firrmay delegatets role in
relation to RRBB (but not its ultimate responsibilityp a ommitteeof the
governing body.
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2 A bankingbusiness firnthatconductdanking activities or complex principal
dealing activities shouldreatea committeeto design and implemefRRBB
management his committee may be the same as that described in guitlance

8.1.5 Policiesd management of interest rate risk in the banking
book
A banking business firth SIRRBB managementpolicy must
establish

(a) effective systems for the accurate and timiglgntification,
measurement, evaluation, management and control or
mitigation of IRRBB, andr epor t i ng twerninghe f i r md
body and senior management;

(b) regular review, and independenternal or externalalidation,
of any model used by thérh to managdRRBB (including
review ofsignificantassumptions);

(c) prudent and appropriate limiisat are consistent withefi r mé s
risk tolerancerisk profile and cpital, and

(d) procedures for trackg and reporting exceptions t@nd
deviations from, limits or policies
Guidance

1 The Regulatory Authority expectsbanking business firrto set quantitative
and qualitative targetfer IRRBB.

2 Forrule8.1.5(b) internal independent validation should be done by a function
that is independent of the function that assumedauried the risk.

3 Afirmés | RRBB man a prevideforthe fgllawing: cy shoul d

(@) the use othe output of the risk measurement under the policy to report
the level of that risk to the senior management and governing body of
the firm;

(b) the measurememd be capable of measuring the risk using the earnings
approach;

(c) the measuremetd be clearly defined and consistent with the nature and
compl exity of t heaadesheat;t ure of the fir]

(d) balancing cash flows as part of naging IRRBB;
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(e) approval by the governing body, or a committee of the governing body,
of any major hedgingr riskmanagement initiatives.

4  The measurement of IRRBB should include all sources of the risk. The
measurement should evaluate the effectraie changes on earnings or
economic value meaningfully and accurately.

5 Depending on the size and complexity of its banking book, the firm may also
need to measure IRRBB using the economic value approach.

6 Effective risk measurement:
(@) shouldflag excessive exposures;

(b) shouldevaluate all significant interest rate risk arising from the full
range ofa banking business filns asset s, lbadlandei | i ti es a
sheet positions, across both trading and banking books;

(c) shouldensure that an iagrated view of IRRBB across products and
business lines is available to managemamtt

(d) should ensure accurate and timely data on all aspects of current
positions.

8.1.6 Assumptions and adjustments

(1) A banking business firrmust not use an assumption orustiment
relating to the firmdbs exposure to
adjustment has beapproved by its governing body, or a relevant
committee ofts governing body

(2) The Regul atory Authority may require
approvalbefore usingan assumption or adjustment.

(3) If required to do so by thauthority, the firm mustdemonstratéow
the firm used an assumption or adjustm@mhether or not the
authority required thassumption or adjustmetat be approved

8.1.7 Floating-rate exposures

A banking business firnmust set grudentlimit on the extent to
which floatingrate exposures are funded by fixede sources (and
vice versa) In floatingrate lending, the firnrmustset a prudent limit
to the extent to which it runs any bsasisk thatwould arise if lending

and fundingwverenot based on identical market interest rates.
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8.1.8 New products and activities

A banking business firrmust identify theeffectof IRRBB beforeit
introduces anew product or activity.The firm must consider
managing theeffect through hedging(using swaps or other
derivatives.

8.1.9 Stress-testing and interest rate risk in the banking book

(1) A banking business firmust carry oustresstesing of its exposurs
to IRRBB at intervals appropriate for the nature, scale and complexity
of the firmds busi nAkfsnswithladncd or it s
sheet positions i@ or more currencigaust measure its ris&posure
in eachcurrencyin which 5% or more of its bankingdok assets or
banking book liabilitiess denominated

(2) Thestresstesing:

(a) mustdetermine the rpricing gap between tifei s as$ets and
liabilities, before and after theffectof derivative instruments is
taken into consideration; and

(b) mustdetermine tk sensitivity of thé i r matirderest income
to a200-basispoint change in interest rat@s relation tothe
firmds f orbedklzakrce sheeth ki n g

(3) For subrulg2)(b), the Regulatory Authority may, in writing, specify
anothempercentage anumber ofbasis points.
Guidance
The risk of changes in the capital vadua# instruments resulting from changes in
interest ratess takento be market risk

(4) Thefirm must include appropriate scenariosits stresstesing to
measure the firmdés vulnerability to
movements.

(5) The firm musteportto the Regulatory Authorityn the form that the
authority directsthe resultof its stresstesing.
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(6) In determiningthe effectof a rate change on its net interest income,
the firmmustnot assume that the rate will become negative
Guidance

1 A bankingbusiness firmshould measure its vulnerability to loss in stressed
market conditions, including market conditions in whidignificant
assumptions are no longer met, and consider the results of that measurement
when establishing and reviewing its IRRBB ragement policy. Stress
scenarios for this exercise should include:

(@) historical scenarios such as the Asian crisis in the late 1990s;

(b) changes in the general level of interest rates (for exaropsénges in
yields of 100 basis points or moreliryear);

(c) changes in the relationships betwesgnificant market rates (basis
risk), such as:

1 arapidincrease in term deposit rates, savings deposit rates and
benchmark rates like LIBOR (but with no change in the prime
rate); and

1 adrop in the prime ratéut with no change in term deposit
rates, savings deposit rates and benchmark rates);

(d) changes in interest rates in separate time bands to different relative
levels (that is, yield curve rigkr changes in how interest rates vary over
time);

(e) changes in the liquidity of financial markets;

(H changes in the volatility of market rates; and

(g) changes in business assumptions andrpaters such as the correlation
between 2 currencies.

2 In developing its strestesting scenarios, the firm shoukbnsider the
standards for stregesting recommended in the paper published in July 2004
by the Basel Committee on Banking Supervisi@riaciples for management
and supervision of interest rate iGsk

8.1.10 Duty to notify authority of decline in value

A banking business firmmust immediately notify thd&Regulatory
Authority if any stresstesing under thisChaptersuggests that, as a
result of the change in interest rates describedle8.1.9(2)(b) the
economic value of the firm would decline by more than 20%
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8.1.11 Relation to internal capital adequacy assessment

A banking business firmmust be able todemonstrateto the
Regulatory Aithority that its ICAAP adequately captures IRRBB
Guidance

A banking business firlhns approach t o e\JRRBRaspaitofg and
its ICAAP shouldincludethe following:

(@) the internal defirtion of, andthe bounday betweenpanking bookand
tradingbook

(b) adefinition of economic valushowing that it is consistent witie
method used to value assets and liabilities;

(c) the size and form of the differemtterest rate changds be used for
stresstesing;

(d) whether adynamic @ static approaclis used to decide the effeot
interest ratehangess used

(e) how to treapipeline transactions (including any related hedging);
(H how to aggregatmulti-currency interest ratexposures;

(g) whetheror not nortinterestbearingassets and liabilitiegapital and
reservesre included in the evaluatipn

(h)  how to treaturrent and savings accounts (that is, the maturity attached
to exposures without a contractual maturity);

(i) how to treaffixed-rate assets diabilities, if customers have a right to
repay onwithdraw early;

() the extent to which sensitivities to smalhangescan be scaled up
linearly without significantloss of accuracycpvering both convexity
generally and the nonlinearity of pa§f associated witlexplicit option
products);

(k) the degree of granularity employed (for example, offsets within a time
band or zong

() whether all future cash flows or only principal balances are included.
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Chapter 9 Liquidity risk

9.1.1
(1)

(2)
(3)
(4)

9.1.2

9.1.3

(1)

Introduction

This Chapter sets out the regaments for a banking business firm
(a) to establish and implement policies to manage liquidity &sk
(b) to maintain an adequate level of liquidity.

This Chapteralso requires the firm to have sufficient resources and
funding to withstand severe liquidity stress.

Liquidity risk is the risk that a firmmay not be able to meet its
financialobligations as they fall due.

More than any other prudential risk, liquigiisk isrelated to group
riskin thata banking business firthat is a member of a grogpuld
be calledon to make goodn commitments anduarantees in favour
of the other membexd its group

Liquidity risk tolerance

Liquidity risk tolerancerefers to both the absolute risk a firm is open

to take and the actual limitsatt he f i rm pur sues. The
risk tolerance must be appropriate for its business and its role in the
financial system and must be expressed in a way that cldatbs

that it is a trad®ff between risks and profits.

Guidance

Thetermsé r i sk t ol er an c aré usedninterchangéablkto degcibe t i t e 6
both the absolute risks a firm is open to take (which some may call risk appetite)

and the actual limitsvithin its risk appetite that a firm pursueshjch some call

risk tolerance). For examplepanking business firrmay have set, as the absolute

liquidity risk it is willing to take a limit of 20% (risk tolerancebut at the same

time preferto keepto an actual levebf 10% (risk appetite).

Requirementsd managing liquidity and withstanding
liquidity stress

A banking business firrmustmanage liquidity riskandmustadopt
a prudent liquidity risk management policy that allows identify,
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measure, evaluate, manage and control or mititfeerisk. The
policy must beappropriate for the nature, scale and complexity of the
firmds business.and for i1ts risk proc

(2) The firm mustat all times maintain sufficient liquidity to mees it
obligations as they fall due. It must alsaintain a portfolio of high
quality liquid assets sufficient in size to enablefthra to withstand
any reasonably foreseealtitguidity stress

(3) The firm must maintain a robust fundistrategyto ensure thaits
activities are and will continue to bdunded from stable sources. It
must prepare eontingency funding plato meetiquidity shortfalls
Guidance

A banking businessfirmmb i qui di ty management should take
liquidity needs undr periods of liquidity streséncluding those involving the loss

or impairment ofunding sources, whether secured or unsequesdvell as normal

conditions The source of liquidity stress could be specific to the,fimarketwide

or a combination olboth.

9.14 Notification about liquidity concerns
(1) A banking business firnmust ensure that its governing body and
senior management are informed immediately of new and emerging
liquidity concerns.
Examples of concerns
1 increasing funding costspncentrationgnd requirements
1 thelack of aternative sources déinding
1  significantor persistent breaches of limiis control liquidity risk exposures
l

any significant decline inthé i r mé s  huméncumbregdigh-quality
liquid assets

1 changes in external marketnditions that could signal future difficulties.

(2) The firm must notify the Regulatory Authoritgf any significant
concernghatthe firm may haveabout its current or future liquidity
In particular the firm must immediately notify the authority tifie
firm experences a severe liquidity stress.
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(3) The notice must describe any remedial action taken, or planned, to
addresghe concernsor liquidity stress.

9.1.5 Role of governing bodyd liquidity risk

(1) Abanking businessfirms g o v e rmustengurelthatthgfimo s
liquidity risk management policy enables the fitm obtain a
comprehensive firawide view of liquidity risk andis consistent
with the firm@ risk profile and systemic importance.

(2) The governing body musisoensure that:

(@ t he fsaniormamagemerand other relevargtaff have the
necessary experience to manage liquidity aisédto effectively
implement the liquidity risk management policy

(b) stresstests, funding strategies, contingency funding plans and
holdings of highquality liquid assets areeffective and
appropriate for the firm; and

(co the firmbébs senior management:

() develops a liquidity risk management policy in accordance
with the fisktoldacel i qui dity ri
(i) monitost he f i r mdés | stgthegdverhing and r e |
bodyregularly,
(i) determines, and set out int h e fliguidity6risk
management policy, the structure, responsibilities and
controls for managing liquidity risk and for overseeing the
liquidity positions of all legal entities, branches and
subsidiaries in the jurisdictions in which the firm is active;

(iv) monitors trends and market developments that could
present significant, unprecedented and complex
challenges for managing liquidity risk so that appropriate
and timely changes to the liquidity risk managame
policy can be made
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(3) The governing body mustgularly review reports on thé i r moé s
liquidity and, where necessary, information on new or emerging
liquidity risks.

(4) The governing body must approve
(@ t h e iquiditynrésls management policy;

(b) itsliquidity risk tolerance;
(c) itsfunding strategyand
(d) its contingencyfundingplan

9.1.6 Policiesd liquidity risk environment
(1) A banking business firth Bquidity risk managemeryolicy:
(a) mustestablishandmustprovide forthe regularreview of the
firmds i quidity r quantitativé arlder anc e

qualitative limits to control liquidity risk exposuee and
vulnerabilities;

(b) must establishprocedures, systems, processes, conizold
approacheso identify, measure, evaluate, manage and control
or mitigateits liquidity risk andto ensurethe integrity of its
liquidity risk management

(c) must set out the organisational structure, and must define the
responsibilities and roles, for managing liquidity risk;

(d must descri be t he-tofdayr(amnd) sherappr oac h
appropriate, intraday) liquidity management;

(e) mug specifythecriteriaandresponsibilityfor reporting and the
scope, manner and frequency of reportitgy the governing
bodyor a committee of the governing body;

(H mustestablish procedures for tracking and reporting exceptions
to, and deviations fronlimits or policies

() mustinclude the f i r md s f un @ndreagntingericy at egy
funding plan;and
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(h) must establish effective information systems to enabilee
identification,measuremenmonitoring and control of liquidity
risk exposures and funding needs

(2) The policymust enhle thefirm to carry out stresgests usingarious
scenariodased orappropriate assumptions.

B The policy must t a klguidityrriskqproféec count t
(including onbalancesheet and ofbalancesheet risks) and
tolerancan the context of the markets and macroeconomic conditions
in whichthe firmoperats.

(4) The firm must havepecific policies on
(a) the composition and maturity of assets and liabilities;
(b) the diversity and stability of funding sourcesid

(c) the approach tamanaging liquidity in different currencies,
across borders, and across business lines and legal entities

9.1.7 Funding strategy

(1) A banking business firrmustestablish, andnustregularly review,
strategies for the ongoing measurement and monitoring of funding
requirementsThe firm must identify the main factors that affect its
ability to raise funds anchustmonitor those factors closely to ensure
thatits estimates oits fund-raising capacity remain valid.

(2) Thef i r mo s stfategy dhushtake intaccounthow other risks
affectt he f i r mdés .oThe furaihg strategyqustibe i t vy
supported by robust assumptions in |
management policy and business objectives.

(3) The strategy mushclude:
(a) an analysis of funding requirements undariousscenarios;

(b) the maintenance of eeserveof unencumberedigh-quality
liquid assetghat can be used, without impediment, to obtain
funding in times ofiquidity stress;
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(c) theregular review of, andliversification in the sourcesand
tenor of funding

(d) regular efforts to establish and maintain relationships with
liability holdersand fundng sourcesand

(e) theregular assessment of thel r cagdasity to sell assetad
raise funds quickly

(4) In preparing itsstrategy, the firm must be aware that sources of
funding such as guarantees and other commitments that may be
readily available to the firm in normal conditions may not be available
in times of stress, even if the guarantee orrmdment is described
as irevocable.

(5) The firm mustinform the Regulatory Authority of angignificant
changes to the firmés funding strate

9.1.8 Contingency funding plan

(1) A banking business firnmust have awritten contingency funding
plan that sets out the strategies for addressirguidity shortfall in
anemergency. The plan must set out available funding sources and
the amount of fundhatthe firm estimates can lodtainedrom those
sources

(2) The contingency funding plan muse flexible enouglto enable the
firm to respond quikly in varioussituations. It must addregke
issues ovewrariousperiods {ncluding intraday and must establish
clear lines of responsibility and communication.

(3) The firm must review and update its plewery yearor more often
as changing business or market circumstances reqiarejhe
governing bodydés approval

9.1.9 Stress-testing and liquidity risk tolerance

(1) A banking business firrmustcarry out stresgestingusingvarious
shortterm and long-term firm-specific and marketwide liquidity
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stress scenarios,0 ensur e that t heithihitsr mG6s exp
liquidity risk tolerance. The tests must be carried out at intervals
appropriate for the nature, scale an
and for its riskprofile.

(2) The firm mustuse conservative and regulargviewed assumptions
in stressgtesting and must use the scenarios individually and in
combination

(3) The firm must report to the Regulatory Authoritythe form that the
authority directs, the results its stresgesting.The firm must use
the resultsto adjust its positions to review its liquidity risk
managemenpolicy, and to develop effective contingency funding
plans.

9.1.10 Relation to internal capital adequacy assessment

A banking business firmmust be able to demonstrate to the

Regulatory Authority that its ICAAP adequately captures liquidity

risk. This is so even if scapmal ef fect
is indirect (forexamplehy r educi ng t hessetssaat ue of t
thetimethey are realised

9.1.11 Firms that conduct foreign currency business
(1) This rule applies ta banking business firifi
(a) thefirmd foreign currency business significant; or
(b) the firmhas significant exposure inparticularcurrency

(2) A f ibusiméss imaforeign currencyissignificant and t he firm
exposure in a currency is significantf 5% or more of the gross
value of its balancsheet assets, balarskeet liabilities or off
balancesheet financial activities is denominated in the currency.

(3) A banking business firmo which this rule applies musindertake
separate analysis of ipolicies (and monitor its liquidity needs) for
each significant currency
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(4) The firm must carry outegularstresstestingto determine thextent
of mismatches irachsignificantcurrency andif appropriateto set
limits on its cash flow mismatches for eaithcurrencyand forall
those currencieis total.

(5) The firm musimonitoritsliquidity needs in each significant currency
andmust be able to demonstrate to BRegulatory Authoritythat it
cantransfer liquidity froml currency to another across jurisdictions
and legal entities.

9.1.12 Management of encumbered assets

(1) A banking business firnmust set a prudent limit for encumbered
assetandmustkeepwithin that limit.
Guidance

The limit for encumbered asseis intendedto mitigate the risksarising from
excessive levels of encumbrance in terms of

(a) theeffecton thefirmd sost of fundingand
(b) the implications for the sustainability ib$ long-term liquidity position.

(2) Thefirm must keep adequate recotdenable it to disclose the level
of its encumbered assetsthe Regulatory Authority

9.1.13 Consequences of breaches and changes

(1) If a liquidity risk limit is breacheda banking business firrmust
review the exposure and reduce it to a level that is within the limit.

(2) The firm mustmakeappropriate adjustmento the management of
its liquidity risk in the light of the firnds changing risk profile
funding stréegy, and developments in the matk and
macroeconomic conditions in whighoperats.

9.1.14 Liquidity coverage ratio

Note These rules, the instructions for preparing returns and the returns
themselves do not (yet) have provisions on how to calclitptedity
coverage ratioThose provisions are to be inserted in the second or third
phases of these rules.
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9.1.15 Net stable funding ratio

Note These rules, the instructions for preparing returns and the returns
themselves do not (yet) have provisions on how to calcukttestable
funding ratio Those provisions are to be inserted in the second or third
phases of these rules.

page 184 Banking Business Prudential Rules 2014 VZ1



Chapter 10 Group risk

Part 10.1 General
10.1.1 Introduction

(1) This Chapter sets out the requirementsaftwanking business firtns
management ofcorporate group risk and the measurement of
financialgroup capital requirement and resources.

(2) Group membership can be a source of both strength and weakness to
a banking business firnThe purpose of group risk requirements is to
ensure that the firm takes into cacint the risks related to its
membership of a corporate groapd maintains adequate capital
resources so as to exceediisincial groupcapital requirement

10.1.2 Corporate group and financial group

(1) A banking business firth sorporate goup is made up of

(&) the firm;

(b) any parent entity of the firm

(c) any subsidiary (direct or indirect) of the firand

(d) any subsidiary (direct or indirect) afparent entity of the firm.
(2) A banki ng bfinancial graasis nfaderuprod. s

(&) the firm;

(b) any subsidiary (direct dndirect) of the firm, if the subsidiary
belongs to a sector of the financial industry; and

(c) any entity that the Regulatory Authority directs the firm to
include.
Note The instructions for preparing returns divide the financial industry into

the following sectors: banking, nelife insurance, life insurance,
financial services, equity investments and-eguity investments.
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3)

10.1.3
1)

(2)

3)

A banking business firm may apply to the Regulatory Authority for
approval to exclude an entity from its financial group. The authority
will grant such an approval only after the firm satisfies the authority
that inclusion of the entity would be misleading or inappropriate for
the purposes of supervision.

Guidance

The Regulatory Authority would consider a range of factors when requiring a
banking business firm to treat another entity as part of its financial group. These
factors would include regulatory risk factors, including direct and indirect
participation, influence or contractual obligations, interconnectedness, intra
group exposuregsntra-group services, regulatory status and legal framework.

Requirementsd group risk

A banking business firrmusteffectively manageisks arising from
its membership in a corporate group.

A banking business firrthat is a member of @orporategroupmust
establish and maintain systems and contmlsonitor

(a) the effect on théirm of its membership ithegroup

(b) the effect on the firm ofhe activities of other members thie
group;

(c) compliance withgroupsupervisiorand reportingequirements;
and

(d) funding within thegroup

Guidance

A banking business firnmay take into account its position withits corporate
group It would be reasonable for a smiin within a largergroupto place some
reliance on its parent to ensure thiagre areappropria¢ systems and contrals
manage group risk

The firmmustalsohave systems to enable itdalculateits financial
groupcapital requiremerdnd resources. Theysems must includa
means of analysinggalistic scenarios arttle effects on thénancial
grou eapital requiremerdgndresources# those scenarios occurred.
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10.1.4  Role of governing bodyd group risk

A banking businessfirms governing body must ens
group risk management policy addresses, on a gnode basis, all

risksarising rom t he firmbés relationship wi
its group.
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Part 10.2 Group capital requirement and
resources

10.2.1  Application of Part 10.2
(1) ThisPartdoes not apply ta banking business firiif

(a) thefirm is already subjedb groupprudential supervision by the
Regulatory Authoritypecaus@nother membeof its groupis an
authorised firmor

(b) theRegulatory Authorityhas confirmed in writing, in response
to an application from thigm, thatthe authorityis satisfied that
the groupis the subject of consolidatgrudential supervision
by anappropriate regulator

(2) A banking business firmthat hasreceival confirmation must
immediatelyinform the authorityin writing if any circumstanceon
which the confirmation was based chasige

10.2.2  Financial group capital requirement and resources

(1) A banking business firnmust ensure at all times that fieancial
group capital resourcesexceed its financial group -capital
requirement

(2) In calculatingits financialgroup capitatesourcesthe firm must not
include capital esources or adjusted capital resources (as the case
may be) of subsidiaries or participations of that group to the extent
that those capital resources or adjusted capital resoexcegd the
capital requirementfor that subsidiary or participatioand are not
freely transferable within the group.

Guidance

1 Capital resources or adjusted capital resounaagd not be ffeely transérable
if they are subject to ambligation to maintain minimum capital requirements
to meet domestic solvency requirementgporomply with debt covenants.

2 If a banking business firfmreachesule 10.2.2(1) the Regulatory Authority
would take into account the circumstas of the case, including any remedial
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10.2.3

(1)

(2)

steps taken by another regulator or the firmdétidingwhat enforcement
actionto take.

Solo limits to apply to group

Unless the Regulatory Authority directs otherwispradential limit

in these rules that ajpps toa banking business firmlsoapplies to
the firmd Bnancialgroup.

In this rule a capital requirement (such dke base capital
requirementn rule 3.2.4or the riskbased capital requirement in rule
3.2.5 is not a prudential limit.

Examples

1

The restriction in rulé.3.3(2)thata banking business fins i ndi vi dual
exposure to a counteafty or connectedounterparties i not exceed 25%

of its regulatory capital applies to
largeexposure to a coustparty or connectecbunterparties must not exceed

25% of its group capital resources.

In a similar way, the other restriction in rle8.3(2)that the firm must ensure
that the sum of its large exposures to counterpartiesrorectd counterparties
does not exceed 800% of its regulatory capital appdi¢se firm6é groupso
that the sum of its group largexgosuresto counterparés or connected
counterpares mustnot exceed 800% of igroupcapital resources.
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Chapter 11 Islamic financial managers

Part 11.1 Unrestricted PSIA managers

1111 Introduction

(1) This Chapterdescribes the nature ofrestricted?SIAs and sets out
the responsibilities of Islamic financial managers in relation to
policies, warnings, provisions, reserves, terms of business and
financial and other periodic statements.

(2) Because an Islamic financial manager is an Islamic financial
institution, it must comply withithe Islamic Finance Rules 2005
Note Interestb e ar i ng deposits ar e not permitted

financial institutions typically raise funds throud?SIAs and other
S h a fcompliant sources of funding.

11.1.2 PSIAs

(1) A profit-sharing investment account(or PSIA) is an account,
portfolio or fund that satisfies the following conditions:

@ it is managed by an authorised fi
and is held out as such;

(b) under a mamgement agreement with the firthe investment
account holdefor IAH) concerned and the firm agree to share
any profit in a specified ratio and theH agrees to bear any loss
not caused by t,mscofducorio@achofiegl! i gen
contract.

(2) A PSIA may be restricted or unrestrictéa unrestricted PSIAis a
PSIA for which thelAH authorises the PSIA manager to invest the
IAHG6s funds in a way that the manager
any restriction as to where, how or for what purpose the funds may
be invested (provided thatthen v e st me nt-compiiante S hari 6a

Note 1 For the Riles relating to restricted PSlAseelNMA.
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Note 2 For guidance on the treatment of PSIAs as restricted or unresirisesd
paragraphs 12 and 13 of AAOIFI &6s Statert
Accounting br Islamic Banks and Financial Institutions. See also
Appendix D of Financial Accounting Standard FAS 5.

Note3 In an umestricted PSIA, the manager can mix tAélsé f unds wi th its
own funds or with other funds that the manager has the right to use.

(3) Inthis Part:

ownerof a PSIA includes a PSIA manager that owns the PSIA that it
manages.

Note The PSIA manager is generally the owner of the PSIAabotvner can
outsource the management of the PSIA to another person.

11.1.3 Policiesd PSIAs
Anunrestricted PSlAna n a goelicigs must include the following:

(@) how to ensure that PSIAs are managed in accordance with their
IAHs 6 i nstructions;

(b) how to ensure that the funds of the PSIA are invested in
accordance with the terms of business;

(c) the priority of the investment dhe PSIAowner 6s funds ar
those ofthelAHs;

(d) how the interests ahelAHs are safeguarded
(e) the basis for allocating expenses and profits or losdddis;

() how provisions and reserves against equity and agsietbe
applied;

(g) towhom these provisions and reserwesuldrevert in the event
of a writeoff or recovery;

(h) how liquidity mismatch will be monitored;
(i) howthevalue of h e PaSdetsvill Ise monitored;

() bhow any losses incurred as a result of negligamesgonduct or
breach of contract on the part of the manager will be dealt with
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11.1.4  PSIA managersoOresponsibilities

(1) An unrestricted P& managermust warn a prospectivlAH in
writing that

(@) the IAH bears the risk of loss to the extent of t#dHd s
investmentand

(b) thelAH would not be abléo recover that loss from the manager,
except inthe case of negligence, misconduct or breach of
contract on the part of the manager.

(2) In accordance with AAOIFI FAS 11paunrestricted P& manager
mustmaintain adequate provisions and reserves against equity and
assets.

11.1.5 Terms of business

An unrestricted PSIAmanagermust ensure that the following
information is included in the terms of busingsgen to & IAH:

(@) how and by whom the funds of tiv&H will be managed and
invested

(b) t he PSI Ab6s i nv e sdetails oftits polioyjjoect i ves
diversification;

(c) the basis for allocating praoitand losselsetween thewnerand
thelAH;

(d) asummary of the policies foaluingtheP S | Asseds;

(e) asummary othepdicies fortransferringunds to and from any
profit equalisation reserve or investment risk reserve;

() particulars of the management of the PSIA

(g) particulars of the managemaeaftany other person to whom the
ownerhasoutsourced, owill outsource the management of the
PSIA, including:

) the personds name;
(i) the personds regulatory status;
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11.1.6

(h)
()
()
(k)
()
(m)

(i) details of the arrangement;

details of anyarrangement foearly withdrawal, redemption or
other exit and any costs ta BAH as a result;

confirmation ofthdAH6 s I nvest ment objectives

how the IAH®& investment will be segregated from the
manager 0s funds and from any
creditors;

whether funds fronthe PSIA will be mixed with the funds of
another PSIA;

any apficable charges and the basiswhich such charges will
be calculated;

any fees that the manager adeductfrom the profits of the
PSIA.

Financial statementsd specific disclosures

(1) An unrestricted PSIA managemust ensure that its financial
statements contain the following disclosures

(@)

(b)
()
(d)

the role and autdumerisotyybardoih t he
overseeing thenanaged business

the methodused in the calculation of trrakatbase;
if zakathas been paid, the amouhathas been paid;

if zakathas not been paid, information to allow #H or
prospectivdAH to computets liability to zakat

(2) Thefinancial statementiust alsccontain the following disclosures
in relation to eacl?SIA managed by themanager

(@)

(b)
()

an analysis oits income accordintp types of investments and
their financing;

the basis foallocatingprofits betweerthe ownerandlAHS;
the equity othelAHs at the end of the reporting period;
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(d) the bass for determiningany profit equalisationeserve or
investmentisk reserve;

(e) the dhangeghathave occurred imny ofthosereserves during
the reporting period;

() to whom any remaining balances of amfythose reserves
attributable in the event of liquidation.

(3) Any deductions byhe PSIA manageifrom its share of income, and
any expenses borne by theanageron behalf ofthe IAHSs, as a
contribution to the income dAHs must also be disclosed the
managed s f i nanci alcondribution ssigeificants i f

11.1.7 Periodic statements

(1) Anunresticted PSIA managenust give a IAH a periodic statement
about the PSIA at intervatggreedwith thelAH. Theagreed interval
mustnot be longer tha® months

(2) The managemust ensure thahe periodic statement contains the
following information as at the end of the period covered by the
statement

(@) the number, descriptioand value of investments held by the
PSIA;

(b) the amount of cash held by the PSIA;

(c) details of applicable chargéscluding any deductions of fees
that the manager is allowed to deduanirthe profits of the
PSIA) and the basis on which the charges are calculated;

(d) the total of any dividends and other benefits received by the
manager for the PSIA;

(e) the total amount, and particulacd all investments transferred
into or out d the PSIA;

() deails of the performance of the A Hidvestment;
(g) the allocation of profit between tlgvnerand thelAH;
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(h) anychanges to the investment strategies tuatld affect the
IAH & investment
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Part 11.2

Other Islamic financial managers

11.2.1 Other sources of funding and financing

Notel

Note 2

These rules, the instructions for preparing returns and the returns
themselves do not (yet) have provisions on other Skaompliart

sources of funding managed by Islamic financial managersn the
financing and hol ding of -campliean¢e st ment s
transactions Those provisionsnay be mserted in the second or third

phases of these rules included in a separate set ofllIBs on Islamic

finance.

For examples of othelS h a «tampliant sources of funding and

r

financing and hol ding i noorapliantme nt s ma d

transactionsee rulel.3.4
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Part 11.3 Displaced commercial risk,
equity investment risk and rate of
return risk

Note These rules, the instructions for preparing returns and the returns
themselves do not (yet) have provisions on how to deal with the various
risks that could arise in relation to sources of Sha@ompliant funds or
financing and holding of Shd&d compliant investmentsThose
provisions may be inserted in the second or third phases of these rules or
included in a separate set afilBs on Islamic finance.
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Chapter 12 Collateral and customer
mandates for investment
dealers

Part 12.1 Collateral

12.1.1  Application to investment dealers

(1) This Part applies to an investment dealer that receives or holds
relevant investments of a customer to secure ¢the st omer 06s
obligationsto thedealerin the course of, or in connectiontky the
dealebs i nvestment business, if

@ the customerds entire Ithogeal and
investments lmbeen transferred to tdealer or

(b) the dealer has a right to use thosevestments as if the
customer 6s entireredtinthenthadlzeend benef i
transferred to thdealer

and, in either case, thdealeris obliged to return equivalent
investmentstd he cust omer when the cust ome
dealerare satisfied.

(2) If aninvestment dealeeceives or holds @elevant hvestmentinder
an arrangement describedsuabrule(1)(b) but has not yet exercised
its right to use the investment, tiartdoes not apply in relation to
the investment until after thaealerhas exercised its right to uge

(3) Relevant investmeistareinvestments of the following kinds (in each
case, within the meaning given in FSR, Schedule 3, Pam@dYjghts
in such investments:

(@) shares;
(b) debt instruments;
(c) warrants;
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(d) securities receipts;

(e) units in collective investmesichemes
() options;

(g) futures;

(h) contracts for differences.

(4) This Partdoes not apply in relation to an investment in which the
dealebs i nterest i's a bare dameurity i
security interestif it gives the dealer the right to realisethe
investmentonly onthe cusomer 6s def ault but no r
other circumstances.

(5) If under subrulg2) or (4) this Partdoes not apply in relation to an
investment, thedealer concernedmust treat the investment as a
custody investment undéMA .

12.1.2  Adequate records to be kept

(1) Aninvestmentlealermug keep adequate records to enable it to meet
any future obligations to custonsen relation to the investments,
including any return of equivalent relevant investments to cussomer

(2) However, if the investments are received under an arrangement
describedn rule 12.1.1(1)(b) subrule(1) applies only if thedealer

has exercised itsrightto usethemdasife cust omer 6s ent i r
beneficial interest in them had been transferred tol¢ader

12.1.3 Periodic statements to customer

(1) An investment dear must prepare, and send &ach customer,
periodic statements listing the investments and their marketsvalue

(2) Each statement must be prepared as at a datefibeing daté that
is not more than:

(a) 6 months after the last statement; or
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(b) if another interval between statements is agreed with the
customed the agreed interval after the last statement.
(3) Eachstatement must be sent to the custowigtin 1 month after the
reporting date.

(4) Thedealemust send each statement directly to the customer and not
to another person, unless it has written instructions from the customer
requiring or allowing it to send ¢éhstatement to the other person.
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Part 12.2 Customer mandates

12.2.1  Application to investment dealers

(1) This Part applies to an investment dealer that receives or holds a
customer mandate in the course of, or in connectionwithe deal er 6 s
investment business

(2) Inthis Pat:

mandate of an investment dealer, means a written authority from the

deal er 6s cust omer under which the
liabilities of the customer in the course of, or in connection with, the

deal erds i nvestment business.

Examples of authority

91 authority for direct debit of a bank account

9 authority to charge a credit card.

12.2.2 Systems and controls

(1) If an investmentealerholds 1 or more mandates, it must establish
appropriate systems and controls in relation to its use of the mandates
to preventhe misuse of the authority given by the mandates.

(2) The systems and controls must include the following:

(a) an upto-date list of thelealed mandates and all the conditions
and restrictions on the use of each mandate;

(b) arecord of every transaction enteretbiusing a mandate;

(c) appropriate controls to ensure that each transaction is within the
scope of the authority given by the relevant mandate;

(d) details of the procedures and authorities for giving and receiving
instructions under the mandates;
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(e) taking all resonable steps to ensure that any employee who is,
or is likely to be, required to give or receive instructions under a
mandate is fully aware of its terms, including:

() the procedures and authorities referred to in paraghph
and

(i) all the conditions ancestrictions (if any) on its use.
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Chapter 13

13.1.1

13.1.2

(1)

(2)
3)

(4)
(5)

13.1.3

(1)

(2)

Transitional
Definitions for Chapter 13

modification means a declaration by the Regulatory Authority under

FSR, article 16 (1) (a).

PIIB means thénvestment and Banking Business Rules Z885n

force immediately beforg January 2015

waivermeans a declaration by the Regulatory Authority under FSR,

article 16 (1) (b).

Authorised firms to remain authorised

An entity that wasn authorised firm immediately befoteJanuary
2015continues to be an authorised firmaiccordance with this rule.

An authorised firm in PIIB category 1 is taken to be a dejiakér.
An authorised firm in PI1IB category 2 is taken to lmeirvestment

dealer.

An authorised firm in PIIB category 5 is taken to belslamic

financial manager.

Any condition att ac h eththt wasin effdcte
immediately beforel January 2015continues to have effect

according to its terms

Modifications and waivers

A modification of a provision of PIIB that was in effect immediately
beforel January 2016ontinues to have effect, according to its terms,
as a modification of the provision of these rules corresponding as

nearly as possible to the provision of PIIB.

A waiver of a provision of PIIB (other than a waiver in relation to an
authorisé firm that is a branch, the effect of which was that the firm
was not required tbold capital) that was in effect immediately before

1 January 2018ontinues to have effect, according to its terms, as a
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waiver of the provision of these rules correspogdas nearly as
possible to the provision of PIIB.

Guidance

A waiver the effect of which was that an authorised firm was not requireaoldo

capital lapse on 1 January2015 if the firm is a branch, because there is no
requirement under these rules forrarih tohold capital.

13.1.4 Powers of Regulatory Authority not diminished

Nothing in this Chapterprevents the Regulatory Authority from
withdrawing a firmdéds authorisation
modification
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Recognised exchanges

(see r glossary)

item name location
1 Abu Dhabi Securities Exchange |Abu Dhabi, United Arab
Emirates
2 Amman Stock Exchange Amman, Jordan
3 Athens Exchange Athens, Greece
4 Australian Securities Exchange [Sydney, Australia
5 Bahrain Bourse Manama, Bahrain
6 Baltic Exchange Derivative TradingLondon, United Kingdom
Ltd.
7 Bats Trading Limited London, United Kingdom
8 Bayerische Borse Munich, Germany
9 Bermuda Stock Exchange Hamilton, Bermuda
10 Bloomberg Sef LLC Wilmington, Delaware,
USA
11 Bluenext SA Paris, France
12 BM&FBOVESPA Sao Paulo, Brazil
13 Bolsade Comerciode Buenos AiregBuenos Aires, Argentina
14 Bolsade Comerciode Santiago Santiago, Chile
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item name location

15 BolsadeValoresde Colombia Bogota, Colombia

16 Bolsade ValoresdeLima Lima, Peru

17 Bolsa Mexicanale Valores Mexico City, Mexico

18 Bolsasy Mercados Espanoles Barcelona, Bilbao, Madric
\Valencia, Spain

19 Bombay Stock Exchanded. Mumbai India

20 Borsa ItalianeBpA Milan, Italy

21 Borse Berlin Berlin, Germany

22 Borse Stuttgart Stuttgart, Germany

23 Boursede Casablanca Casablanca, Morocco

24 Boursede Luxembourg Luxemhourg, Luxemiourg

25 Bratislava Stock Exchange Bratislava, Slovak
Republic

26 Bucharest Stock Exchange Bucharest, Rumania

27 Budapest Stock Exchandgiéd. Budapest, Hungary

28 Bulgarian Stock ExchangeSofia [Sofia, Bulgaria

29 Bursa Malaysia Kuala Lumpur, Malaysia

30 Chicago Board Options ExchangegChicago, USA

31 Chi-X Europe Limited London, United Kingdom
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item

name

location

32 ChinaFinancial Futures ExchangePudong New Area, Chinag

33 Cleartade Exchange Ptetd. Singapore, Singapore

34 CME Group Chicago, USA

35 Colombo Stock Exchange Colombo, Sri Lanka

36 Creditex Brokerage ILP London, United Kingdom

37 Cyprus StockExchange Nicosia, Cyprus

38 Dalian Commodity Futures Dalian, China

39 Deutsche Borse AG Frankfurt, Germany

40 Dubai Intenational Financial Dubai, United Arab
Exchange Ltd. Emirates

41 Dubai Mercantile Exchange Dubai, United Arab

Emirates

42 Endex European Energy DerivativiAmsterdam, Netherlands
Exchange N.V.

43 Eurex Deutschland Frankfurt, Germany

44 EuromtsLtd. London, United Kingdom

45 European Energy Exchange AG |Leipzig, Germany

46 Frankfurter Wertpapierbérse Frankfurt, Germany

47 Galaxy SAS Paris, France

48 Green Exchange LLC New York, USA
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item name location

49 Gretai Securities Market Taipei, Taiwan

50 Hanseatische Wertpapierborse |Hamburg, Germany
Hamburg (Bérse Hamburg)

51 Ho Chi Minh Stock Exchange Ho Chi Minh, Vietham

52 Hong Kong Exchangemnd ClearinglHong Kong, Hong Kong

53 Ice Endex Derivatives B.V. Amsterdam, Netherlaisd
54 Ice Futures Canada, Inc. \Winnipeg, Canada

55 Ice Futures Europe London, United Kingdom
56 Ice Futures U.S., Inc. New York, USA

57 ImarexASA Oslo, Norway

58 Indonesia Stock Exchange Jakarta, Indonesia

59 Intercontinental Exchange Atlanta, USA

60 International Securities Exchange [New York, USA

61 Irish Stock Exchange Dublin, Ireland

62 Japan Exchange Group Inc. Tokyo, Japan

63 Johannesburg Stock Exchange |Sandown, Republiof
South Africa

64 Kazakhstan Stock Exchange Almaty, Kazakhstan

65 Korea Exchange Seoul, Korea
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item

name

location

66 Kuwait Stock Exchange Kuwait City, Kuwait

67 Liquidnet Europe Limited London, United Kingdom
68 Ljubljana Stock Exchange Ljubljana, Slovenia

69 London Stock Exchange London, United Kingdom
70 Malta Stock Exchange Valletta, Malta

71 Marketaxess Europe Limited New York, USA

72 MEFF Madrid, Spain

73 Moscow Exchange Moscow, Russia

74 MuscatSecurities Market Ruwi, Sulanate 6Oman
75 Nasdag OMX New York, USA

76 Nasdag OMX Europe London, United Kingdom
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item name location

77 NASDAQ OMX Exchanges

- NASDAQ OMX Armenia Yerevan, Armenia

- NASDAQ OMX Copenhagen  |Copenhagen, Denmark
- NASDAQ OMX Helsinki Helsinki, Finland

- NASDAQ OMX Iceland Reykjavik, Iceland

- NASDAQ OMX Oslo ASA Lysaker, Norway
(NASDAQ Commodities Europe)

- NASDAQ OMX Riga Riga, Latvia

- NASDAQ OMX Stockholm Stockholm Sweden

- NASDAQ OMX Tallin Tallinn, Estonia

- NASDAQ OMX Vilnius Vilnius, Lithuania

78 Nationa Stock Exchangeof India  |[Mumbai, India

Ltd.
79 Nied ersachsische Bérse Zu Hannover, Germany
Hannover
80 NY SE Euronext
- Euronext Amsterdam Amsterdam, Netherlands
- EuronextBrussels BrusselsBelgium
- Euronext Lisbon Lisbon, Portugal
- Euronext Paris Paris, FFance
- Euronext Liffe London, United Kingdom
81 NYMEX New York, USA
82 NYSE LIFFE, LLC New York, USA
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item name location

83 NZX LIMITED Wellington, New Zealand

84 OMIP Lisbon, Portugal

85 Oslo Bors Oslo, Norway

86 Philippine Stock Exchange Pasig City, Philippines

87 POWERNEXT Paris, France

88 Prague Stock Exchange Prague, Czech Republic

89 Qatar Exchange Doha, Qatar

90 Rheinisch-Wedféische Borse Dusseldorf, Germany
Dus<ldorf

91 Saudi Stock Exchang@adawul)  [Riyadh, Saudi Arabia

92 Shanghai Futures Exchange Shanghai, China

93 Shanghai Stock Exchange Shanghai, China

94 Shenhen Sock Exchange Shenzhen, China

95 SingaporeExchange Singapore, Singapore

96 SL-X Trading Europe Limited London,United Kingdom

97 Smartpool Trading Limited London, United Kingdom

98 Stock Exchange of Mauritius PortLouis, Mauritius

99 Stock Exchange of Thailand Bangkok, Thailand
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item name location

100 [Taiwan Futures Exchange Taipei, Taiwan

101 |Taiwan Stock Exchange Taipei, Taiwan

102 Tel-Aviv Stock Exchange Tel-Aviv, Israel

103 The Egyptian Exchange Cairo, Egypt

104  [TMX Group Inc. Toronto, Canada

105 [TOMB.V. Amsterdam, Netherland
106 Tradegate Exchange GMBH Berlin, Germany

107 Tradeweb Européktd. London, UnitedKingdom
108 Tradeweb (TW) SEF LLC New York, USA

100 Turquoise Global Holdings LimitegLondon, United Kingdom
110 |UBS Securities Limited London, United Kingdom
111  |VegaChi Limited London, United Kingdom
112  |Warsaw Stock Exchange \Warsaw Poland

113  |Wiener Borse AG Vienna, Austria

114  |[Zhenghou Commodity Exchange [Zengzhou, China
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Glossary

(seerl.1.3

AAOIFI means the Accounting and Auditing Organisation for
Islamic Financial Institutions.

absolute valueof a numbermeansthe value of the number
irrespective of sign.

accounting standardsnclude accounting rules, principles, practices
and conventions.

addtional tier 1 capitalhas the meaning givdyy rule 3.2.10

affiliate, of a party means angntity of which the partyholds 10%
or more, but less than a majority, of the voting power.

approved websitemeansa websitethat is approved undethe
Interpretation and Application Rules 2Q0%le3.1.2

authorisationmeans an authorisation granted under FSR, Part 5.
authorised firm(or firm) means a person that has an authorisation.
banking business firmhas the meaning givday rule 1.3.1

base capital requiremerttas the meaning givday rule 3.2.4

Basel Accord is thecollective name foBasel |, Basel Il and Basel
[Il, which are a set of reform measuresied by the Basel Committee
on Banking Supervisioto improve the regulation, supervision, risk
management andapital adequacy of financial institutigngs
amendedrom time to time.

Basel Core Principles for Effective Banking Supervisiomeans the
Principles issued under that naméy the Basel Committee on
Banking Supervision, as amended from time to time.

branch meansthe local office in the QFC of a legal person
incorporated outside the QFC.
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business dayneans a day that is not a Friday, a Saturday, or a public
or bank holiday in Qatar.

capital adequacy ratitnas the meaning given byle 3.2.6
capital conservation buffehas the meaning given by n8e3.1(2)

capital reliefis the reductionin the credit risk capital requirement
for an exposuregobtained from the use of a CRM technique.

cash collaterahas the meaning givdsy rule 4.5.8
CET 1 capitalmeans common equity tier 1 capital

common equity tier 1 capitajor CET 1 capita) has the meaning
givenbyrule 3.2.8

COND meanghe Conduct of Business Rules 2007
connectedin relation to a partyhas the meaning givdsy rule 5.1.3
corporate grouphas the meaning giveay rule 10.1.2(1)

countercyclical capital buffer has the meaning given by rule
3.3.1(3)

counterpartymeansany person with or for whom a banking business
firm carries, on or intends to carry on, banking business or associated
business.

credit riskhas the meaning given by rulel.2

credit risk capital requiremenmeansthe amount of capital that a
firm must have to cover its credit risk.

CRM techniquemeans a credit risk mitigation technique unéart
4.5,

CTRL means th&overnance and Controlled Functions Rules 2012
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customermeans gerson to whom a banking business firm provides
(or intends or wishes to provide, or has provided) a seovipeoduct
and includes:

(@) in relation to adeposit taker or Islamic financial manageax
businesscustomer of the firmwithin the meaninggiven in
COND); and

(b) in relation to an investment dealea business customer
retail customer of the firm (within theneanings given in
COND).

dealing in investmentsaneans the reguled activity described in
FSR, hedule 3, Part 2, paragraph 4.

deposittaker has the meaning given by rule3.2

deposit taking means the regulated activity described FSR
Schedule3, Part2, paragraph.

ECRA means externaredit rating agency

eligible financial collateralhas the meaning giveby rule 4.5.7.
eligible guarantorhas thaneaning given by rulé.5.15
eligible netting agreemertias the meaning given by rule5.18

entity means anykind of entity, and includes, for example, any
person.

exercise contralan entity éntity A) exercises control over another

(entity B) if:

(a) entity A holds 10% or more of the shares of entity B, or is
entitled to exercise or control the exercise of 10%hore of the
voting power in entity B;

(b) entity A holds 10% or more of the shares in a parent entity of
entity B or is entitled to exercise or control the exercise of 10%
or more of the voting power in a parent entity of entity B; or
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(c) entity A is able to exeiise significant influence over the
management of entity B or a parent entity of entity B because of
e nt i $shareloldling or voting power, or by contractual or
other arrangements.

exposuremeansthe maximum loss that a banking business firm
might sufferas a result of the default or failure ofcaunterparty
connectedounterpartiesissuer orconnectedssuers

external credit rating agencyor ECRA) means
(&) Mo o d pnestors Servige

(b) Fitch Ratings

(c) StandarcandPooi6 ;s

(d) a rating agency that isffiliated with one of theagencies
mentionedn paragraph (a)to (c);and

(e) Islamic International Rating Agency, B.S.C.
financial group has the meaning givéay rule 10.1.2(2)
FSR means the Financial Services Regulations
GCCmeans Gulf Cooperation Council.

governing bodyof an entity means its board of directors, committee
of management or other governing body (whatever it is called).

home jurisdiction for an entity, means the jurisdictiomherethe
et ityds authorisation or |licence was

IAH means investment acauuholder of an unrestricted PSIA.
ICAAP means internal capital adequacy assessment process

IFRS means the International Financial Reporting Standards, as
amended and in force from time to time.

impairedcredithas the meaning given by r#le3.5(1)
INMA means thénvestment Management and Advisory Rules 2014
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internal capital adequacy assessment procéssICAAP) has the
meaning giva by rule 3.1.5

investment dealehas the meaning given by rule3.3
investment gradeneans a rating of at least BB8&r equivalent.

Islamic financial institution means an authorised firmwhose
aut horisation i ncludes a condition
business must be conducted in accorod

Islamic financial managemenineans:

(@ managi ngcondplaat rsou@es of funding (other than
restricted PSIAs)and

(o) financing and hol di ng i nnrvest ment
compliant transactions.
Islamic financial managerhasthe meaning given by rule 3.4

jurisdiction means any kind of legal jurisdiction, and includes, for
example:

(a) the State of @tar;

(b) a foreign country (whether or not an independent sovereign
jurisdiction), or a state, province or other territory of such a
foreign country; and

(c) the QFC or a similar jurisdiction.
large exposurénhas thaneaninggiven by rule5.3.1(1)

legal persormeans an entity (other than an individual) on which the
legal system of a jurisdiction confers rights and imposes duties, and
includes, for exampleany entity that can own, deal with or dispose
of property.

minimum capital requirementhas the meaning given by rule
3.2.3(2)
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month means calendanonthd that is, the period beginning at the
start of any day of one of the 12 named months of the year and ending:

(a) at the end of the day before the corresponding day of the next
named month; or

(b) if there is no corresponding d&at the end of the last day of
next named month.

OECD means Organisation for Economic Cooperation and
Development.

operating entitymeansan entity set up to conduct business with
customers with the intention of earning profits in its own right.

parent entity for a legal persond), means any of the following:
(&) alegal person that holds a majority of the voting power in A,

(b) alegal person that is a member of A (whether direct or indirect,
or though legal or beneficial entittement) and alone, or together
with 1 or more legal persons ine same corporate group, holds
a majority of the voting power in A,

(c) a parent entity of any legal person that is a parent entity of A.
Note Legal persorandcorporategroup are defined in this glossary.
personmeans:

(@) an individual(including an individual occupying an office or
position from time to time); or

(b) alegal person.

potential future credit exposurehas the meaning given by
rule4.4.11(3)

problemasses$ has the meaning given by rulel.3(3).

providing credit facilitiesmeans the regulated activity described in
FSR Schedule 3Part2, paragraph 6.
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profit-sharing investment accounfor PSIA) has the meaning given
by rule11.1.2(1)

prudential risk is the collective term focredit risk, market risk,
operational risk, IRRBB and liquidity risk.

PSIA meangrofit-sharinginvestment account.
QFC means Qatar Financial Centre.

QFC Authority means the Qatar Financial Centre Authority
established under article 3, Law No. 7 of 2005 of the State of Qatar.

recognised exchangmeans amexchange set out in Schedule 1 or in
a notice published by the Regulatory Authority on an approved
website.

regulated activitymeans an activity that is a regulated activity under
FSR

Regulatory Authoritymeans the Qatar Financial Centre Regulatory
Authority.

regulatory capitalhas the meaning given by n8e?.7.

related party of a banking business firrhas the meaning given by
rule4.8.3

restricted PSlAhas the meaning given by rulé.1.2(2)
risk-based capital requiremertas the meaning givéay rule 3.2.5

Rules means rules made by the Regulatory Authority under FSR,
article 15(1), and includes:

(@) any standard, principle or code of practice made by the
authority; and

(b) any other instrument made or in force under any Rules.

subsidiary a legal persond) is asubsidiaryof another legal person
(B) if B is a parent entity of A
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terms of businesgof a banking business firfior a customerineans
a statemenor statementg writing of the terms on which the firm
will conductbusinesswvith or forthe customer

tier 2 capitalhas the meaning given by nge2.12
total risk-weighted assetisas the meaning given by rne2.1(2)
unrestrictedPSIA has the meaning given by rulé.1.2(2)

US GAAPmeans the United States Generally Accepted Accounting
Principles as amended and in forfrem time to time.

writing means any form of writing, and includes, for example, any
way of representing or reproducing words, numbers, symbols or
anything else in legible form (for example, by printing or
photocopying).
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