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Circular No.:  1/2023

Date: 22/05/2023

To: All Banks

Subject: Large Exposures Regulation

Introduction

The Central Bank seeks to promote the effective and
efficient development and functioning of the banking
system. To this end, the Central Bank is issuing this
regulation setting large exposure limits for Banks.

The regulation is aimed at banks’ management of risk
concentrations, and in particular the risk that the
default of a single counterparty or Group Of
Connected Counterparties would endanger the
solvency of the Bank.

Scope

This regulation applies to all Banks, including
branches of foreign banks, operating in the UAE.

The requirements apply at every tier within a banking
group, meaning at solo and consolidated level, and all
levels of sub-consolidation.

Objective

This regulation is seeking to manage concentrations
and limit the maximum possible loss a Bank could
incur due to the failure of a single counterparty or
Group Of Connected Counterparties.
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Article (1): Definitions

11

1.2

1.3

1.4

1.5

1.6

1.7

1.8

1.9

1.10

1.11

Bank: Any juridical person licensed in
accordance with the provisions of the Central
Bank Law, to primarily carry on the activity of
taking deposits, and any other Licensed
Financial Activities.

Branch Capital: shall mean the fully paid-up
capital at branch level as defined in the
Minimum Capital for Banks Regulation.

Central Bank: The Central Bank of the
United Arab Emirates.

Central Bank Law: Decretal Federal Law No.
(14) of 2018 regarding the Central Bank &
Organization of Financial Institutions and
Activities as amended.

ECAI: Credit

Institution.

External Assessment

Intraday: funds which can be accessed during
the business day, usually to enable financial
institutions to make payments in real time.

Group Of Connected Counterparties: a
group of connected counterparties as defined
in Article 4 of this regulation.

Qualifying Central Counterparty: A
qualifying central counterparty as defined in
the Capital Adequacy Standards.

Related Parties: the Group and its Controlling
Shareholders, members of the board and senior
management (and their Relatives) and persons
with control, joint control or significant
influence over the Bank (and their Relatives).

Relatives: The individual’s parents, siblings
and children.

Sovereign: for the purpose of this regulation,
sovereign refers to the UAE Federal
Government and any other foreign sovereign
with a long term credit rating of at least AA-
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(or its equivalent) issued by an ECAI
recognized by the Central Bank.

1.12  The Unknown Client: where the counterparty
of an exposure is unknown to the Bank, for
example because a structure does not disclose
exposures below a certain threshold, the
exposure should be assigned to “the unknown
client’, to which the large exposure limit
applies. For the avoidance of doubt, the
exposure to the unknown client is the
aggregate of all exposures across all such
transactions, regardless of whether they are
related in any way.

Article (2): Definition of a Large Exposure

2.1 The sum of all exposure values of a Bank to a
counterparty or to a Group Of Connected
Counterparties is considered a large exposure
if it is equal to or exceeds 10% of the Bank’s

Tier 1 capital.

2.2 The exposure value must be calculated in
accordance with the provisions of this
regulation.

Article (3): Large Exposure Limits

3.1 The sum of all the exposure values of a Bank
to a single counterparty or to a Group Of
Connected Counterparties must not be higher
than 25% of the Bank’s Tier 1 capital at all
times.

3.2 For a global systemically important Bank’s
exposures to another global systemically
important bank, the large exposure limit is
15%. When a bank is identified by the
Financial Stability Board as a global
systemically important bank, Banks must
apply the 15% limit within 12 months of
publication of the list by the Financial Stability
Board.

3.3 For exposures to the UAE local governments
and their public sector entities, the large
exposure limits as set out in Article 12 of this
regulation apply.
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3.4

3.5

3.6

3.7

Additional restrictions apply to exposures to
Related Parties as set out in Article 18 of this
regulation.

Breaches of the limits described in Article 3.1
to 3.4 must be communicated immediately to
the Central Bank and must be rapidly rectified.

For any breaches of the limits described in
Article 3.1 to 3.4, the Tier 1 capital will be
reduced by the amount by which the limit is
breached.

The Central Bank may in exceptional cases, if
it deems the risk to be low, waive the
application of Article 3.6 for exposures to a
particular counterparty or Group of Connected
Counterparties, and determine a risk-weight to
be applied to the amount by which the limit is
breached instead.

Article (4): Connected Counterparties

41

4.2

4.3

Two or more counterparties shall be
considered a Group Of Connected
Counterparties if at least one of the following
criteria is satisfied:

4.1.1 Control relationship: one of the
counterparties, directly or indirectly,
has control over the other(s).

4.1.2 Economic interdependence: if one

of the counterparties were to
experience financial problems, in
particular funding or repayment
difficulties, the other(s), as a result,
would also be likely to encounter
funding or repayment difficulties.

Banks must assess the relationship amongst
counterparties against the criteria listed in
Avrticle 4.1 and take into account at least the
criteria listed below in Article 4.3 and 4.4.

The following criteria must be considered to
assess the control relationship between
counterparties:
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4.4

43.1

4.3.2

4.3.3

4.3.4

4.3.5

If one counterparty owns more than
50% of the voting rights of the other
counterparty, Banks must consider
the control relationship established;

Voting agreements whereby a
majority of voting rights in one
counterparty are controlled by
another counterparty pursuant to an
agreement with other shareholders;

Significant  influence on the
appointment or dismissal of an
entity’s board or senior
management, such as the right to
appoint or remove a majority of
members in those bodies, or the fact
that a majority of members have
been appointed solely as a result of
exercising an individual entity’s
voting rights;

Significant influence on senior
management, such as where a
counterparty has the power, through
a contract or otherwise, to exercise a
controlling influence over the
management or policies of another
counterparty, for example through
consent rights over key decisions.

Control relationships as established
by the applicable accounting
standards.

The following criteria must be considered to
assess the economic interdependence between
counterparties:

441

442

Where at least half of one
counterparty’s annual gross receipts
or gross expenditures is derived
from transactions with the other
counterparty. For example, the
owner of a real estate portfolio
rented out for the most part to a
single tenant;

Where one counterparty has
guaranteed an exposure of the other

counterparty, or is liable by other
8
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4.5

443

444

445

4.4.6

4.4.7

Where a control

means, and the exposure is SO
significant that the guarantor is
likely to default if a claim occurs;

Where a significant part of one
counterparty’s output is sold to
another counterparty, and that
counterparty cannot easily be
replaced by other customers;

When the expected source of funds
to repay the loans of both
counterparties is the same and
neither counterparty has another
independent source of income from
which the loan may be serviced and
fully repaid;

Where it is likely that the financial
problems of one counterparty would
cause difficulties for another
counterparty in terms of full and
timely repayment of liabilities;

Where the insolvency or default of
one counterparty is likely to be
associated with the insolvency or
default of another counterparty;

When two or more counterparties
rely on the same source for the
majority of their funding and, in the
event of the common provider’s
default, an alternative provider
cannot be found and funding
problems of one counterparty are
likely to spread to another
counterparty due to one-way or two-
way dependence on the same main
funding source.

relationship has been

established based on the criteria set out in
Avrticle 4.3 above, a Bank may still approach
the Central Bank to demonstrate and seek
agreement that such control does not result in
the entities concerned constituting a Group Of
Connected Counterparties, for example due to

specific

circumstances and  corporate

governance safeguards.
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4.6

4.7

4.8

Where economic interdependence has been
established based on the criteria in Article 4.4
above, a Bank may still approach the Central
Bank to demonstrate and seek agreement that a
counterparty, while economically closely
related to another counterparty, may still
overcome financial difficulties, including the
other counterparty’s default.

Banks may apply proportionality and apply a
risk-based approach when assessing economic
interdependence. However, Banks must
identify the Group Of  Connected
Counterparties on the basis of economic
interdependence in all cases where the sum of
all exposures to one individual counterparty
exceeds 5% of Tier 1 capital.

The Central Bank may at its own discretion
determine that certain exposures must be
considered a Group Of Connected
Counterparties.

Article (5): Reporting Requirements

Banks must report the following to the Central Bank in
the manner established by the Central Bank:

5.1

5.2

5.3

5.4

All exposures measured in accordance with the
provisions of this regulation, taking into
account the effects of credit risk mitigation,
equal to or above 10% of the Bank’s Tier 1
capital;

All exposures measured in accordance with the
provisions of this regulation without the effects
of credit risk mitigation taken into account
equal to or above 10% of the Banks’ Tier 1
capital;

All the exempted exposures with values equal
to or above 10% of the Bank’s Tier 1 capital,

The largest 20 exposures to counterparties
measured in accordance with Article 6 of this
regulation and included in the scope of
application, irrespective of the values of these
exposures to the Bank’s Tier 1 capital;
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5.5

5.6

All exposures subject to additional restrictions
as set out in Article 18 of this regulation,
regardless of their size; and

Exposures by sector, country, and currency.

Article (6): Measurement of Exposures

6.1

6.2

6.3

6.4

6.5

6.6

As a general principle, the exposure values that
must be considered to identify large exposures
are the exposures defined under the risk-based
capital framework, including both on- and off-
balance sheet exposures, both in the banking
and the trading book, and including
instruments with counterparty credit risk.

Exposure amounts that are deducted from Tier
1 capital must not be added to the exposures to
that counterparty for the purpose of the large
exposure framework. This exclusion does not
apply to 1,250% risk-weighted exposures.

As a general principle, the exposure value is
the accounting value of the exposure, i.e.
reduced by the specific provisions and value
adjustments.

For instruments that give rise to counterparty
credit risk, but are not securities financing
transactions, the exposure value must be the
exposure at default in accordance with the
standardized approach for counterparty credit
risk.

The exposure value for securities financing
transactions must be calculated using the
comprehensive  approach with  standard
supervisory haircuts for credit risk mitigation
as set out in the capital adequacy regulation.

The exposure amount for off-balance sheet
exposures is calculated by converting the off-
balance sheet items into credit exposure
equivalents through the use of credit
conversion factors as set out in the
standardized approach for credit risk. For the
purpose of the large exposures framework, the
minimum credit conversion factor applied for
off-balance sheet items is 10%.
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Article (7): Credit Risk Mitigation Techniques

7.1

7.2

7.3

7.4

7.5

7.6

Only the following credit risk mitigation
techniques are considered eligible for the
purposes of the large exposure framework:

711 Unfunded credit protection meeting
the minimum requirements and
eligibility criteria for the recognition
of unfunded credit protection under
the standardized approach; and

7.1.2 Financial collateral qualifying as
eligible financial collateral under the

standardized approach.

Other forms of collateral that are only eligible
under the internal-ratings based approach are
not eligible to reduce exposure values for the
purposes of the large exposure framework.

A Bank must recognize eligible credit risk
mitigation techniques in the calculation of an
exposure whenever it has used this technique
to calculate the risk-based capital
requirements, provided the technique also
meets the conditions for recognition under the
large exposures framework.

Hedges with maturity mismatches are
recognized in accordance with the risk-based
capital framework.

In case of a maturity mismatch in respect of
credit risk mitigants that are recognised in the
risk-based capital requirements, the adjustment
of the credit protection to calculate the large

exposure is determined using the same
approach as in the risk-based capital
requirements.

Where legally enforceable netting
arrangements are in place for loans and
deposits, the exposure values for large
exposures purposes may be calculated

according to the same calculation the Bank
uses for capital requirements purposes.
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Article (8): Credit risk mitigation techniques that

oAl Al Glaily) halde Cinddd Cildls o(8) 3alall

reduce the original exposure

8.1

8.2

A Bank must reduce the value of the exposure
to the original counterparty by the amount of
the eligible credit risk mitigation technique
recognised for risk-based capital requirements
purposes.

The recognised amount mentioned in Article
8.1is:

8.2.1 The value of the protected portion in
the case of wunfunded credit
protection;

8.2.2 The value of the portion of claim
collateralised by the market value of
the recognised financial collateral
when the Bank uses the simple
approach for risk-based capital
requirements purposes;

8.2.3 The value of the collateral as
recognised in the calculation of the
counterparty credit risk exposure
value for any instruments with
counterparty credit risk, such as
over-the-counter derivatives;

8.24 The value of collateral adjusted after
applying the required haircuts, in the
case of financial collateral when the
Bank applies the comprehensive
approach. The haircuts used to
reduce the collateral amount are the
supervisory haircuts under the
comprehensive approach —
internally modelled haircuts must
not be used.

Article (9): Recognition of Exposures to Credit Risk
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Mitigation Providers

9.1

Whenever a Bank recognises a reduction of the
exposure to the original counterparty due to an
eligible credit risk mitigation technique, it
must also recognise an exposure to the credit
risk mitigation providers. The amount assigned
to the CRM provider is the amount by which
the exposure to the original counterparty is
reduced.
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Article (10): Calculation of Exposure Value for

By 580 el il i) dad Glws :(10)

dalall

Trading Book Positions

10.1

10.2

10.3

10.4

10.5

10.6

A Bank must add any exposures to a single
counterparty arising in the trading book to any
other exposures to that counterparty in the
banking book to calculate its total exposure to
that counterparty.

Trading book positions not corresponding to
concentration risk associated with the default
of a single counterparty are out of the scope of
the large exposure framework. As such,
concentrations in commodities or currencies
are not subject to the large exposures limit.
Banks must nevertheless appropriately
evaluate and manage concentrations in
exposures to commodities and currencies.

The exposure value of straight debt
instruments and equities is defined as the
accounting value of the exposure.

Instruments such as swaps, futures, forwards
and credit derivatives must be converted into
positions following the risk-based capital
requirements.  Such instruments  are
decomposed into their individual legs; and
only the legs representing exposures in scope
of the large exposures framework must be
considered. This implies that legs that do not
entail any risk due to the default of the
counterparty are not considered.

In the case of credit derivatives that represent
sold protection, the exposure to the referenced
name must be the amount due in case the
respective referenced name triggers the
instrument, minus the absolute value of the
credit protection. In the case of credit-linked
notes, the protection seller needs to consider
positions both in the bond of the note issuer
and in the underlying referenced by the note.
For positions hedged by credit derivatives, see
Avrticles 11.3 to 11.6 of this regulation.

The exposure value for options is the change in

option price that would result from a default of
the underlying instrument.
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10.7

10.8

Hence, the exposure value of a long call option
is its market value.

The exposure value of a short put option is
equal to its strike price minus its market value.

The exposure value of a short call option
equals a negative exposure equal to the market
value.

The exposure value of a long put option equals
a negative exposure equal to the strike price of
the option reduced by its market value.

The resulting positions are aggregated with
those from other exposures. After this
aggregation, negative net exposures are set to
zero.

Exposure values of a Bank’s investments in
transactions, such as index positions,
securitisations, hedge funds or investment
funds, must be calculated in accordance with
the same rules as for similar instruments in the
banking book. This implies that the amounts
invested in such a structure may be assigned to
the structure itself, defined as a counterparty
distinct from the counterparties corresponding
to the underlying assets or to the unknown
client, following the rules described in Articles
15.1 to 15.6 of this regulation.

Covered bonds held in the trading book are
subject to the general treatment for covered
bonds described in Article 14 of this
regulation.

Article (11): Offsetting Long and Short Positions in
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the Trading Book

111

11.2

Banks may offset long and short positions in
the same issue and consider only the net
position in that issue for the purpose of
calculating a Bank’s exposure to that particular
counterparty.

Two issues are defined as the same if the
issuer, coupon, currency and maturity are all
identical.

Positions in different issues from the same
counterparty may be offset only when the long
position is senior to the short position, or if the
positions are of the same seniority.
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11.3

114

115

11.6

11.7

11.8

11.9

For positions hedged by credit derivatives, the
hedge may be recognised provided the
underlying of the hedge and the position
hedged fulfil the requirements of Article 11.2,
i.e. that the long position is senior or of
equivalent seniority to the short position.

To determine the relative seniority of
positions, securities may be allocated into
broad buckets of degrees of seniority, such as
for example “equity”, “subordinated debt”, and
“senior debt”.

Offsetting of long and short positions in
different issues relating to the same
counterparty is not allowed in case the Bank
chooses not to allocate securities to seniority
buckets as described in Article 11.4.

For positions hedged by credit derivatives, the
provisions of Article 9.1 of this regulation
apply and a new exposure to the credit
protection provider must be recognised.

In case the credit protection takes the form of a
credit default swap, and either the provider of
the credit default swap or the referenced entity
is not a financial entity, the amount to be
assigned to the credit protection provider is the
counterparty credit risk exposure value as
calculated under the standardized approach for
counterparty credit risk.

Financial entities, for this purpose, includes
regulated financial institutions, including non-
bank financial institutions and foreign
financial institutions, as well as unregulated
financial institutions whose main business
includes the management of financial assets,
lending, factoring, leasing, provision of credit

enhancements, securitisation, investments,
financial custody, central counterparty
services, proprietary trading and other
financial services activities identified by

supervisors.

Netting across the banking and trading books
is not permitted.
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11.10

When the result of offsetting is a net short
position with a single counterparty, this net
exposure need not be considered as an
exposure for the purposes of the large exposure
framework.

Article (12): Sovereign Exposures and Public Sector

CasiSa S e ila dualiall dagi )y sSilaxie 10-11
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Entities

12.1

12.2

12.3

124

12.5

Banks’ exposures to the UAE Federal
Government, the Central Bank of the UAE,
and exposures to other foreign sovereigns rated
at least AA- and their central banks are
exempted from the large exposure limit.

A Banks’ aggregate exposure to the Emirates
Governments, meaning the exposure to all of
the Emirates Governments combined and
inclusive of exposures to their non-commercial
public sector entities, is subject to an aggregate
limit of 150% of Tier 1 capital. Exposures
directly to the Emirates Governments are not
restricted at individual level, but exposures to
their non-commercial entities are restricted at
individual level to 25% of Tier 1 capital.

Exposures to the commercial entities of UAE
Federal and Emirates Governments are subject
to an individual limit of 25% and an aggregate
limit of 100% of Tier 1 capital.

A commercial public sector entity that is self-
sustainable, meaning, at a minimum, that it is
profitable and can service its debt from its own
resources without a need for any implicit or
explicit government support, can be
considered as a counterparty separate from its
government parent subject to Central Bank
approval. This public sector entity, and the
Group Of Connected Counterparties it belongs
to, is then subject to the general large exposure
limit, but not to the aggregate limits described
in Article 12.2 and 12.3.

Exposures or parts thereof guaranteed by, or
secured by instruments issued by, the
counterparties listed in Article 12.1 are
exempted from the large exposure limit to the
extent that the eligibility criteria for the
recognition of credit risk mitigation are met.
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12.6

12.7

12.8

12.9

12.10

12.11

Where two or more entities that are outside the
scope of the exemption described in Article
12.1 are controlled by or economically
dependent on an entity that falls within the
scope of Article 12.1, but are otherwise not
connected, those entities need not be deemed
to constitute a Group Of Connected
Counterparties.

While the exposures described in Article 12.1
are exempted from the large exposure limit,
these exposures must nevertheless be reported
if these exposures meet the criteria for
definition as a large exposure.

Where an exposure to an exempted entity is
hedged by a credit derivative, an exposure to
the provider of the credit protection must
nevertheless be recognised in accordance with
Articles 9.1 and 11.7 of this regulation.

Non-commercial public sector entities of the
UAE Federal Government are subject to the
general large exposure limit as set out in
Article 3.1 of this regulation, with the
exception of those ‘treated as sovereign’ under
the credit risk standards.

The Central Bank may, on an exceptional,
temporary and case-by-case basis, increase the
aggregate limit set out in Article 12.2. Such an
exception will detail the new maximum
permissible limits, and the risk-weight add-on
applicable to the amounts by which the normal
limits as set out in Article 12.2 are exceeded.

The exemption set out in Article 12.1 also
applies to multilateral development banks for
which a 0% risk weight applies under the
Central Bank’s credit risk standards.

Article (13): Interbank Exposures

13.1

13.2

Intraday interbank exposures are exempted
from the large exposure framework.

Any other interbank exposures are subject to
the large exposure limit set out in Article 3 of
this regulation.
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13.3

Banks incorporated in the UAE must limit the
aggregate exposure to their foreign branches to
30% of Tier 1 capital, where those branches are
located in a jurisdiction which requires them to
hold capital in that jurisdiction. The exposure
value is equal to the sum of all of the branch’s
liabilities where the head office is the
counterparty, including the dotation capital.
The denominator is the entity’s Tier 1 capital.

Article (14): Covered Bonds

141

14.2

For covered bonds, an exposure to the issuing
Bank must be assigned equal to 100% of the
nominal value of the Bank’s covered bond
holding, or, where the covered bond satisfies
the conditions set out in Article 14.2 below, an
exposure to the issuing Bank of at least 20% of
the nominal value of the Bank’s covered bond
holding.

To be eligible to be assigned an exposure of
less than 100%, a covered bond must satisfy all
of the following conditions:

14.2.1 It must meet the definition of a
covered bond: Covered bonds are
bonds issued by a bank or mortgage
institution and are subject by law to
specific supervision designed to
protect bond holders. Proceeds
deriving from the issue of these
bonds must be invested in
conformity with the law in assets
which, during the whole period of
the validity of the bonds, are capable
of covering claims attached to the
bonds and which, in the event of the
failure of the issuer, would be used
on a priority basis for the
reimbursement of the principal and
payment of the accrued interest.
14.2.2  The pool of underlying assets must
consist exclusively of:

14221 Claims on, or guaranteed by,
sovereigns, their central banks,
public ~ sector entities

multilateral development banks;
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Article (15): Collective Investment Undertakings,

14.2.2.2

14.2.2.3

14.2.3

14.2.4

Claims secured by mortgages on
residential real estate that would
qualify for a 35% or lower risk
weight under the standardized
approach for credit risk and having
a loan-to-value ratio of 80% or
lower; and/or

Claims secured by commercial real
estate that would qualify for the
100% or lower risk-weight under
the standardized approach for
credit risk and with a loan-to-value
of 60% or lower.

The nominal value of the pool of
assets assigned to the covered bond
by its issuer should exceed its
nominal outstanding value by at
least 10%. This requirement can be
met also in jurisdictions where the
former 10% is not required by law,
however in that case the issuing
bank needs to regularly publicly
disclose that their covered pool
meets the 10% requirement in
practice.

This 10% additional collateral may
also include substitution assets,
such as cash or short term secure
assets, and derivatives entered into

to hedge risks arising in the
covered bond programme.
The  requirements  regarding

maximum loan-to-value ratio for
residential and commercial real
estate referred to in Article 14.2.2
must be met following an objective
market value of the collateral and
frequent  revaluation of the
collateral.
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Securitisation Vehicles, and other Structures

151

Banks must consider exposures even when a
structure lies between the Bank and the
exposures, that is, even when the Bank invests
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15.2

15.3

154

in structures through an entity which itself has
exposures to assets (hereafter referred to as the
"underlying assets"). Banks must assign the
exposure amount, i.e. the amount invested in a
particular structure, to specific counterparties
following the approach described below. Such
structures include funds, securitisations and
other structures with underlying assets.

A Bank may assign the exposure amount to the
structure itself, defined as a distinct
counterparty, if it can demonstrate that the
Bank's exposure amount to each underlying
asset of the structure is smaller than 0.25% of
its Tier 1 capital, considering only those
exposures to underlying assets that result from
the investment in the structure itself and using
the exposure value calculated according to
Article 15.8 and 15.9. This condition is always
considered fulfilled whenever a Bank’s whole
investment in a structure is less than 0.25% of
the Bank’s Tier 1 capital. In this case, a Bank
is not required to look through the structure to
identify the underlying assets.

A Bank must look through the structure to
identify those underlying assets for which the
underlying exposure value is equal to or above
0.25% of its Tier 1 capital. In this case, the
counterparty corresponding to each of the
underlying assets must be identified so that
these underlying exposures can be added to
any other direct or indirect exposure to the
same counterparty. The Bank's exposure
amount to the underlying assets that are below
0.25% of the Bank's Tier 1 capital may be
assigned to the structure itself (ie partial look-
through is permitted).

If a Bank is unable to identify the underlying
assets of a structure:

1541 Where the total amount of its
exposure is less than 0.25% of its
Tier 1 capital, the total exposure
amount of the Bank’s investment

must be assigned to the structure;

15.4.2 In other cases, the total exposure

amount of the Bank’s investment
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155

15.6

15.7

15.8

15.9

must be assigned to “The Unknown
Client”.

The Bank must aggregate all unknown
exposures as if they related to a single
counterparty, referred to as “The Unknown
Client”, to which the large exposure limit
applies.

Banks must not circumvent the large exposure
limit by investing in multiple structures with
identical underlying assets that represent
individually immaterial transactions.

If the look-through approach does not need to
be applied, a Bank’s exposure to the structure
must be the nominal amount invested in the
structure.

When the look-through approach is required in
accordance with this Article, the exposure
value assigned to the counterparty is equal to
the pro rata share that the Bank holds in the
structure multiplied by the value of the
underlying asset in the structure. Thus, a Bank
holding a 1% share of a structure that invests
in 20 assets each with a value of 5 must assign
an exposure of 0.05 to each of the
counterparties. These exposures to these
counterparties must be added to any other
direct or indirect exposures the Bank has to
these counterparties.

When the look-through approach is required in
accordance with this Article, the exposure
value to a counterparty is measured for each
tranche within the structure, assuming a pro
rata distribution of losses amongst investors in
a single tranche. To compute the exposure
value to the underlying asset, a Bank must:

1) First, consider the lower of (a) the
value of the tranche in which the
Bank invests, and, (b) the nominal
value of each underlying asset
included in the underlying portfolio
of assets

(2 Second, apply the pro rata share of
the Bank’s investment in the tranche
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15.10

15.11

15.12

to the value determined in the first
step above.

Banks must identify third parties that may
constitute an additional risk factor inherent in
a structure itself rather than in the underlying
assets. Such a third party could be a risk factor
for more than one structure that a Bank invests
in. Examples of such third parties include the
originator, fund manager, liquidity provider,
and protection provider. There may be multiple
such common risk factors, all of which must be
recognised separately.

Based on the common risk factor identified in
accordance with Article 15.10, a Bank must
form a distinct Group Of Connected
Counterparties that is subject to the large
exposure limit.

Banks must assess whether the exposure to the
common risk factor is also an exposure to the
entity representing that common risk factor. In
the case of a credit protection provider, this
will be the case, however it may not be the case
for the originator or fund manager where the
structures can operate independently. If the
latter can be demonstrated by the Bank, the
exposure to the common risk factor need not
be added to the exposure to the entity
representing that common risk factor.

Article (16): Exposures to Central Counterparties

16.1

16.2

Banks® exposures to Qualifying Central
Counterparties related to clearing activities are
exempted from the large exposures limit,
however, these exposures are subject to the
reporting requirements as defined in Article 5
of this regulation.

Banks’ exposures to non-Qualifying Central
Counterparties must be measured as the sum of
the clearing exposures described in Article
16.4 and the non-clearing exposures described
in Article 16.6, and is subject to the large
exposure limit set out in Article 3 of this
regulation.
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16.3

16.4

16.5

16.6

The requirement related to connected
counterparties set out in Article 4 of this
regulation does not apply to exposures to
central counterparties specifically related to
clearing activities. For non-clearing exposures,
the provisions related to connected
counterparties fully apply.

Banks must calculate the following types of
exposure as set out below:

16.41  Trade exposures: the exposure
value of trade exposures must be
calculated following the relevant
provisions of this regulation (as for
any other counterparty).

Segregated initial margin: the
exposure value is zero.

Non-segregated initial margin: the
exposure value is the nominal
amount of the initial margin posted.

Pre-funded default fund
contributions: the exposure value is
the nominal amount of the funded
contribution.

Unfunded default fund
contributions: the exposure value is
Zero.

Equity stakes: the exposure value is
the nominal amount.

16.4.2

16.4.3

16.4.4

16.4.5

16.4.6

For exposures where the Bank acts as a
clearing member or where the Bank acts as
client of a clearing member, the Bank must
determine the counterparty to which the
exposures must be assigned in accordance with
the capital adequacy standards.

Any other exposure types not directly related
to clearing services provided by the central
counterparty must be measured according to
the rules set out in this regulation, as for any
other counterparty, and are subject to the large
exposure limit.

Article (17): Risk Management and Governance

17.1

A Bank must have policies and processes that
provide a comprehensive, Bank-wide view of
significant sources of concentration risk,
including also sources of concentration risk not
captured by the large exposure limit as
24
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17.2

17.3

17.4

17.5

17.6

17.7

17.8

described in this regulation, such as exposures
to a single industry, economic sector,
geographic region, as well as exposures to a
particular asset class, product, collateral or
currency.

A Bank’s information systems must be able to
identify and aggregate risk concentrations in a
timely manner, and facilitate the active
monitoring and management of all risk
concentrations as described in Article 17.1.

A Bank’s risk appetite statement must include
thresholds for acceptable concentrations of risk
reflecting the Bank’s risk appetite. These
thresholds must be appropriately integrated
into a Bank’s processes and procedures, and
well understood by any relevant staff.

All material risk concentrations must be
regularly reviewed and reported to the Board.
Such reports must highlight any current, near
or expected breaches of the risk appetite and of
the regulatory requirements.

Senior management must monitor the large
exposure limits described in this regulation for
the purposes of risk management and to detect
any breaches. In the case of breaches, senior
management must comply with Article 3.5 of
this regulation immediately. Immediate
communication means that this
communication cannot be subject to Board
approval, review, or any other form of
confirmation by the Board.

A Bank must include in its stress testing
programmes the impact of significant risk
concentrations.

A Bank must cover in its Internal Capital
Adequacy Assessment Process (ICAAP) and
Internal Liquidity Adequacy Assessment
Process (ILAAP) all forms of concentration
risk.

New or additional exposures resulting in a
large exposure may only be granted following
approval by the Board of the Bank, or
following approval by a designated Board
committee.
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17.9

17.10

Where an existing exposure becomes a large
exposure for any reason other than the Bank
granting an additional exposure, the Board
must be informed immediately. Such a large
exposure must also be approved by the Board
or a designated Board committee, but it may be
done ex-post within a reasonable timeframe.

A large exposure must be subject to increased
monitoring, proportional to its size and risks,
in terms of all associated risks, including also
risks other than credit risk such as legal,
compliance, market and interest rate risk. This
should also be reflected in the frequency,
detail, and the granularity of reporting to the
Board.

Article (18): Exposures to Related Parties
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18.1 In addition to the large exposure limits, dgaa 3kl 3 Sl lia yaill 2 gaalddla) 1-18
additional limits apply to the Related Parties as gaill e dlall culd cal Y e dudlea)
set out below: oLl il

Aggregate | Individual
s Ayl

18.1.1 | Shareholders who own 5% or 95 0 s—Slay 2l ) saalsall | 1-1-18
more of a Bank’s capital, the Ao gaaas @il J Gl o S
Group of Connected 50% 20% | N ddal idl ALEL) Gl LY
Counterparties they belong to, ALl ey Gl LY g Led) () say
and their Related Parties e

18.1.2 | Bank’s non-bank subsidiaries and 2504 10% Al ASull e Glawsall | 2-1-18
affiliates 0 0 Sl 48 @il

18.1.3 | Bank’s Board Members 25% 5% i) 3 5)a) Gudas glac | 3-1-18

18.1.4 | Bank’s external auditors Prohibited | _stasa Sl o s SR 880401 | 4-1-18

18.2 In Article 18.1.1 above, the individual limit for 400 )&V dail) udaii ef [-]-18 53kl & 2-18
shareholders applies to an independent Cal la¥de sanasa il aalusall e Crealisall
shareholder, the Group Of Connected i, LYV, Ll oy Al dda yiall AL
Counterparties they belong to, and their Lo 4K Ll 3 ;','-,a,) 4 il @i
Related Parties. The aggregate limit applies to 33,24 Gl by e 3o e gens
multiple §uch Groups of_ Con_nected 05Ss Y il dlall el Cal Yl g i sial)
Counterparties and Related Parties, which are &m ) L e e e st =
otherwise not identified as a Group Of = - d:;
Connected Counterparties. SR

18.3 Where a Board Member constitutes a Group Of 3 )la) (ulas guac Led Ry S oyl 4 3-18

Connected Counterparties with a shareholder
who owns 5% or more of the Bank’s capital,
the lower limits applicable to Board Members
apply to that Group Of Connected
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Article

Counterparties. However, a natural person
nominated by a shareholder need not be
considered a Group Of Connected
Counterparties with that shareholder based on
his nomination alone.

(19): Application to Branches of Foreign

Banks

19.1

19.2

19.3

194

The general large exposure limit applicable to
branches of foreign banks is equal to the lower
of 250% of the Branch Capital and 25% of the
entity level capital. This is instead of the limit
set in Article 3.1 of this regulation.

A branch’s head office and its head office’s
branches are always considered a single
counterparty, and, based on the criteria set out
in Article 4 of this regulation, will normally
constitute a Group Of  Connected
Counterparties with its group, including all
subsidiaries of the ultimate parent, to which the
large exposure limits apply.

A branch of a foreign bank must limit its
exposures to its head office, which includes
exposures to other branches of the head office,
to maximum 30% of the Branch Capital for
funded exposures and 300% of the Branch
Capital for unfunded exposures.

For the large exposure limits for which the
application to branches is not specified, the
same limits apply as for Banks incorporated in
the UAE, and the limits are applied to the
Branch Capital.
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Article (20): Enforcement & Sanctions

20.1  Violation of any provision of this regulation
and any accompanying Standards may be
subject to  supervisory  action and
administrative and financial sanctions as
deemed appropriate by the Central Bank.

20.2  Supervisory action and administrative and
financial sanctions by the Central Bank may
include withdrawing, replacing or restricting
the powers of Senior Management or members
of the Board, providing for the interim
management of the Bank, imposition of fines
or barring individuals from the UAE banking
sector.

Article (21): Interpretation of Regulation

The Regulatory Development Division of the Central
Bank shall be the reference for interpretation of the
provisions of this regulation.

Article (22): Cancellation of Previous Circulars and
Notices

This regulation repeals and replaces the following
Central Bank Circulars and Notices:

22.1 Circular No. 32 0f 2013 regarding “Monitoring
of Large Exposure Limits” and its annexes
(including the “Guidelines to Monitoring of
Large Exposures”);

22.2 Notice No. 300/2013 dated 17/11/2013
regarding “Regulations Re Monitoring of
Large Exposure Limits”; and,

22.3 Notice No. 226/2018 dated 1/10/2018

regarding “Large Exposures — Credit
Concentrations Above Limits”.

Article (23): Publication & Effective Date

23.1  This regulation shall be published in the
Official Gazette in both Arabic and English
and shall come into effect (1) one month from
the date of publication.
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CBUAE Classification: Public

23.2

23.3

23.4

A grandfathering scheme will apply to any
breaches that are due to the change in
regulation, as set out in this Article.

The ‘grandfathered basis’ is equal to the breach
recorded as of 31 December 2022 when
applying the requirements of this regulation,
deducted by the breach recorded as of the same
date when applying the requirements of
Circular No. 32/2013 regarding “Monitoring
of Large Exposure Limits” and its annexes
(including the “Guidelines to Monitoring of
Large Exposures”). The aforementioned
requirements include the change in capital
base, large exposure limits, and calculation
methods.

The grandfathered basis is tied to a specific
exposure and counterparty, which will be
referred to as the ‘grandfathered exposure’,
and cannot be used to apply grandfathering to
any other exposures or counterparties. For the
avoidance of doubt, where the aggregate of
multiple exposures to the same counterparty
(or Group Of Connected Counterparties) leads
to a breach, the grandfathering applies to that
specific group of exposures only.

The grandfathered basis is fixed and does not
change over time.

The grandfathering basis will determine the
‘grandfathered amount’, which is the amount
by which a grandfathered exposure may be
reduced when applying the requirements of
this regulation. The grandfathered amount is
determined by multiplying the grandfathered
basis with the following percentage:

234.1 100%, upon this regulation coming
into force until 30 December 2023;

23.4.2 75%, from 31 December 2023 until
30 December 2024;

23.4.3 50%, from 31 December 2024 until

30 December 2025;
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23.6

23.4.4 25%, from 31 December 2025 until
30 December 2026;
23.4.5 0%, from 31 December 2026 and

onwards.

On 31 December 2026, the grandfathering
scheme will cease having any effect.

Article 3.5 and 3.6 of this regulation do not
apply to the grandfathered amount; but apply
fully to the exposures in breach after applying
the grandfathering scheme.

The reporting requirements set out in Article 5
of this regulation fully apply to any
grandfathered exposures. Banks that have
grandfathered exposures will however be
required to attach additional information to
their regular reporting to the Central Bank
providing an overview of:

23.6.1  The grandfathering basis as per

Article 23.3;

23.6.2  The percentage applied for the

current period as per Article 23.4;

23.6.3  The grandfathered amount as per

Article 23.4;

23.6.4 The current exposure amount
without deduction of the

grandfathered amount;

23.6.5 The amount by which the above
(Article 24.6.4) breaches the
applicable limits;

23.6.6  The current exposure amount after
deduction of the grandfathered

amount;

23.6.7 The amount by which the above
(Article 24.6.6) breaches the

applicable limits.
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23.7

The Central Bank

and in terms of format.

may issue further
instructions on how the above should be
reported, including both in terms of content

For interbank exposures, the grandfathering
scheme set out above does not apply, and
Banks must comply fully by 31 December

2023.
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Khaled Mohamed Balama
Governor of the Central Bank of the UAE
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Large Exposures Regulation | Annex 1
Summary of regulatory large exposure limits

1 goall | 880l Lyl ol
Bl Sl yaild dpadaisl] sgusl) jasle

Aggregate Individual
Exposure type limit limit Slp il gg5
Sasdl | gl asdl
General large exposure limit BASH Oobd pail) alall uxl
Applies to any exposure unless specifically stated otherwise. A5 O e ol @) bo oy Gl e 3y
1.1 Asingle borrower or group of related borrowers n/a 25% aall (83 gudAiall (ye d gazme ol dxly (e 1.1
Exposures with specific limits Auaall Dgdadl 13 SiLd yail
Limits overriding the general large exposure limit. Bl Olsyaitll plall usll jolnis (I gull
Sovereign and UAE public sector entity exposures Buioll dusyadl culylol Ao (§ pladl Slad)l HBLS ls iy dolud! cols il
1.2 UAE federal government and their non-comm. PSEs treated as sovereign & Al dlanll ol U] Sl Suniel M”J‘ Obu%” Asud &3l degSnl 2.1
n/a Byl gl (e lgmo Joladll o llg
1.3 Foreign sovereigns rated at least AA- J3YI e AA- (LY Caxiuadl ol dalud! GLLYI 3.1
1.4 UAE local governments 150% n/a Susciall doyall bl dlgs (§ ddoxall logSl 4,1
1.5 Non-commercial entities of UAE local governments 25% Suoxiall dusall o)l dlgs (§ ddorall il oSl dyylaill e ULSIN 5.1
1.6 Commercial entities of UAE federal and local governments 100% 25% Saoxtell dpyadl Chlal Ao (3 dudoradl DlogSodly Daloeidl degSoell daylil &yl WBLSI) 6.1
1.7 Self-sustainable commercial entities of UAE federal and local governments n/a 25% Aoyl SOl Aga (§ ddoall SlogSodlly Aol dagSoel) da) b RO @)ng:;ﬁ 7.1
Interbank exposures ol oo bo Ols 2l
1.8 Intraday interbank exposures n/a A9l @ gl UM gl o bo syl 8.1
1.9 UAE incorporated bank's exposure to its foreign branches (Art. 13.3) 30% n/a (3-13 8aldl) dimdl deg,a) Buseiedl duyall bl Ago (§ Ladall Slidl o025 9.1
1.10 G-SIB's exposure to another G-SIB n/a 15% W Ll sl duenl (63 55T @by ) (o)l Jlall allaild dual (65 ey (2525 10.1
Transactions with related parties ANl 13 31, Y 20 ciMalasl!
0.4 Shareholders who own 5% or more of a Bank’s capital, the Group of o T I el Aliall BLLYI de gazmag chidl Jbo (uly (0 AST 9T %5 09 Shay u;.»Jl Ogatluall 111
Connected Counterparties they belong to, and their Related Parties 0@ uall w13 I, ] Ogeiy
1.12 Bank's non-bank subsidiaries and affiliates 25% 10% i) didadly dulll A1 1 Oluwdall 12.1
1.13 Bank's board members 25% 5% il 81| udmo slael 13.1
1.14 Bank's external auditors Prohibited Sl Ogamysdl (gd8uall 14.1
Entity Tier 1 Branch
Application to branches of foreign banks capital capital Al 2l gidl £948 Ao Gudaill
(lower of branch capital limit and entity Tier 1 capital limit) -3 Jbo el . (51 ool OUSH 1- 381 Jlo ol do> of & 0801 Jlo wly d>)
AU 1 el Jlo ey
o
1.15 General large exposure limit 25% 250% Sl Slbyasl) pladl udl 15.1
1.16 Funded exposures to own head office, its subsidiaries, affiliates and branches n/a 30% dc 9,99 dddidlg dmWl 89 oyl yaell Aganll Gloyaill 16.1
1.17 Unfunded exposures to own head office and its branches n/a 300% 4c9,89 oyl ol dgasll pe Oloyaill 17.1




