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Large Exposure (LEX) Rules for Banks

1. General Requirements:
1.1. Introduction:

These Rules are issued by Saudi Arabian Monetary Authority (SAMA) in exercise of the
powers vested upon it under its Charter issued by the Royal Decree No.23 on 23-05-1377H
(15 December 1957G) and the Banking Control Law issued by the Royal Decree No. M/5
on 22-02-1386H (11 June 1966G) and the rules for Enforcing its Provisions issued by
Ministerial Decision No 3/2149 on 14/10/1406 AH.

These Rules set out the minimum requirements on large exposures including the limits on
a bank’s exposures to a single counterparty, and groups of connected counterparties as well
as the types of exposures to be included in or excluded from those limits, and the regulatory
reporting requirements for large and connected exposures.

These Rules shall supersede the existing SAMA rules on Large Exposures of Banks issued
vide SAMA circular no. 45201/41 dated 14/10/1439AH. The changes from the previous
version are underlined.

1.2. Objectives of the Rules:
The main objectives of these Rules are to enable banks:

i.  To contain the maximum loss a bank could face in the event of a sudden default
or failure of a counterparty;

ii.  To manage credit concentration risk emanating from concentrated exposures to
single counterparties or groups of connected counterparties, through
diversification of credit portfolio;

iii.  To put in place a large exposures framework which complements and serves as a
backstop to the risk-based capital requirements;

iv.  To deal effectively with large exposures so as to contribute to the stability of the
financial system; and

v. To ensure broader access to credit for the economic development of the Kingdom.

O T SRR RS ST T SO R P S B S R TR S L YL e S w3 ST I, 4 ru e — —m————— et
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1.3. Definitions:
The following terms and phrases, where used in these Rules, shall have the corresponding
meanings, unless the context requires otherwise:

i. SAMA: the Saudi Arabian Monetary Authority.

ii.  Rules: Large Exposure (LEX) Rules for Banks.

iii.  Subsidiary: include a subsidiary where a bank owns more than 50% of its
shareholding.

iv.  Exposure: include both on and off-balance sheet exposures included in either the
banking or trading books, and instruments with counterparty credit risk under the
Basel risk-based capital framework. Banking and trading books have the same
meaning as under the Basel risk-based capital framework.

v.  Large Exposure: if the sum of all exposures values of a bank to a single counterparty
or to a Group of Connected Counterparties is equal to or above 10% of the bank’s
eligible capital base. The exposures values have to be measured and eligible capital
base calculated as per requirements set out under these Rules.

vi. Eligible Capital Base: is the effective amount of Tier 1 capital fulfilling the criteria
defined in the Basel Il framework.

vii.  Control Relationship: control relationship will be deemed to exist automatically if
one entity owns more than 50% of the voting rights of another entity. In addition,
banks must assess connectedness between counterparties based on control, using the
following criteria:

a. Voting agreements (e.g. control of a majority of voting rights pursuant to an
agreement with other shareholders);

b. Significant influence on the appointment or dismissal of an entity’s
administrative, management or governing body, such as the right to appoint
or remove a majority of members in those bodies, or a majority of members
have been appointed solely as a result of the exercise of an individual entity’s
voting rights;

s £ T A S A £ Gy L S A g TR AV TE S INTCR £ p 1B T A B P T N S Tt R T s W S A 11 B T AT AR pr et %
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c. Significant influence on senior management, e.g. an entity has the power,
pursuant to a contract or otherwise, to exercise a controlling influence over
the management or policies of another entity (e.g. through consent rights over
key decisions);

Banks are also expected to refer to criteria specified in appropriate
internationally recognized accounting standards (The International Financial
Reporting Standards - IFRS are applied to all banks in KSA) for further
qualitatively based guidance when determining control.

Where control has been established based on any of these criteria, a bank may still
demonstrate to SAMA in exceptional cases, e.g. due to the existence of corporate
governance safeguards, that such control does not necessarily result in the entities
concerned constituting a group of connected counterparties.

viii. ~ Economic Interdependence: In establishing connectedness based on economic
interdependence, banks must consider, at a minimum, the following qualitative
criteria:

a. Where 50% or more of one counterparty's gross receipts or gross expenditures
(on an annual basis) is derived from transactions with the other counterparty
(eg the owner of a residential/commercial property and the tenant who pays
a significant part of the rent);

b. Where one counterparty has fully or partly guaranteed the exposure of the
other counterparty, or is liable by other means, and the exposure is so
significant that the guarantor is likely to default if a claim occurs;

c. Where a significant part of one counterparty’s production/output is sold to
another counterparty, which cannot easily be replaced by other customers:

d. When the expected source of funds to repay each loan 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.’

' As amended by BCBS via its FAQ issued on September 29, 2016
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e. Where it is likely that the financial problems of one counterparty would cause
difficulties for the other counterparties in terms of full and timely repayment
of liabilities;

f. Where the insolvency or default of one counterparty is likely to be associated
with the insolvency or default of the other(s);

g. 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 alternate
provider cannot be found. In this case, the funding problems of one
counterparty are likely to spread to another due to a one-way or two-way
dependence on the same main funding source.

Where a bank can demonstrate to SAMA that a counterparty who is economically
closely related to another counterparty may overcome financial difficulties or even
the second counterparty’s default by finding alternative business partners or funding
sources within an appropriate time period, the bank is not requiered to combine
these counterparties to form a group of connected counterparties despite meeting

some of the above criteria.

There are cases where a thorough investigation of economic interdependencies will
not be proportionate to the size of the exposures. Therefore, banks are expected to
identify possible connected counterparties on the basis of economic
interdependence in all cases where the sum of all exposures (including guarantors)

to one individual counterparty or a group of connected counterparties exceeds 5%
of the eligible capital base.

ix.  Group of Connected Counterparties:
In some cases, a bank may have exposures to a group of counterparties with specific
relationships or dependencies such that, where one of the counterparties were to fail,
all of the counterparties would very likely fail. A group of this sort, referred to in
these rules as a group of connected counterparties, must be treated as a single
counterparty. In this case, the sum of the bank’s exposures to all the individual
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entities included within a group of connected counterparties is subject to the large

exposure limit and to the regulatory reporting requirements.’
Two or more natural or legal persons shall be deemed a group of connected
counterparties if at least one of the following criteria is satisfied:

a. The existence of a control relationship, or

b. The existence of Economic interdependence.
c. Other connections or relationships which, according to a bank’s assessment,

identify the counterparties as constituting a single risk.

The bank shall assess the relationship amongst counterparties with reference to (a),
(b) and (c¢) above in order to properly assess the existence and the extent of a group
of connected counterparties.

Where control has been established based on any of these criteria, a bank may still
demonstrate to SAMA in exceptional cases, e.g. due to the existence of specific
circumstances and corporate governance safeguards, that such control does not
necessarily result in the entities concerned constituting a group of connected
counterparties.

x.  Entities Connected with Saudi Government: means public sector entities treated as
sovereigns under the Basel risk-based capital framework including Sovereign
Wealth Funds (SWFs). However, any commercial undertakings majority owned by
Saudi Government will be treated as normal commercial entities and therefore be

subject to the exposure limits under these Rules.

xi.  Commercial Undertakings Majority Owned by Saudi Government: commercial
entities in_which the Saudi Government or Entities Connected with Saudi
Government owns (directly or indirectly) 50% or more of shareholdings.

? See section '7. Regulatory Reporting' of this circular
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2. Scope and Level of Application:

2.1. Level of Application:
These rules shall be applicable to the following institutions:

i.  All locally incorporated banks licensed and operating in the Kingdom of Saudi
Arabia
ii.  All foreign branches and subsidiaries of locally incorporated banks operating outside
the Kingdom of Saudi Arabia.
iii.  All foreign banks operating in the Kingdom of Saudi Arabia.

While applying the rules to their subsidiaries and branches, the banks shall also take into
account the legal and regulatory requirements of the concerned regulatory authorities.

These rules do not apply to Foreign Bank Branches that are subject to consolidated
supervision by their home country supervisors in respect of credit concentrations and large
exposure limits unless specifically stated. However, all foreign bank branches must detail
their large exposure and risk concentration policies as well as the relevant high-level
controls, and report their 50 largest exposures as per reporting requirements under Section
7 of these Rules. As part of its prudential oversight of the Kingdom of Saudi Arabia
operations of a foreign bank branch, SAMA may discuss with the foreign bank branch’s
parent and home supervisor any undue credit risk concentrations associated with the
foreign bank branch’s Kingdom of Saudi Arabia operations.

These rules shall be applicable on a consolidated as well as standalone basis. They apply
at the same level as the risk-based capital requirements are required to be applied as per
SAMA’s Detailed Guidance Document relating to Pillar 1, June 2006.} i.e. at every tier
within a banking group. While applying the rules at a consolidated level, a bank must
consider all exposures to third parties across the relevant regulatory consolidation group
and compare the aggregate of those exposures with the group’s eligible capital base.

2.2. Scope of counterparties:
A bank must consider exposures to any counterparty to comply with the exposure limits

unless a specific exemption to any exposure is granted under these Rules.

¥ See “Basel Il - SAMA's Detailed Guidance Document relating to Pillar 1, June 2006”
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3. Governance and Risk Management

i. The Board of Directors of a bank is ultimately responsible for the oversight of the
bank’s large exposures and risk concentrations and for approving policies governing

large exposures and risk concentrations of the bank.

ii. A bank is required to have policies and procedures on large exposures and risk

concentrations.

. A bank is required to conduct stress testing and scenario analysis of its large
exposures and risk concentrations to assess the impact of changes in market
conditions_and key risk factors (e.g. economic cycles, interest rates. liquidity
conditions or other market movements) on its risk profile. capital and earnings.

iv. A bank is required to have adequate svstems and controls in place to identify.

measure. monitor and report large exposures and risk concentrations of the bank on
a timely basis and large exposures and risk concentrations of the bank are reviewed
at least quarterly.

v. For exposures and counterparties that are excluded from the large exposure limits. a

bank must have adequate processes and controls in place to monitor these excluded
exposures. The bank is required to consider how the risks arising from these types
of exposures are incorporated into its risk management framework. including
establishing internal limits and triggers commensurate with its risk appetite.

4. Maximum Exposure Limits:

4.1. Exposure Limits:
All banks are required to ensure compliance of the following exposure limits:

i. Single Counterparty: The sum of all exposures values a bank has to a single non-
bank counterparty (excluding individuals, sole proprietorships and commercial
undertakings majority owned by Saudi government) must not be higher than 15% of
the banks available eligible capital base at all times.

ii.  Group of Connected Counterparties: The sum of all exposures values a bank has to
a group of connected non-bank counterparties must not be higher than 15% of the
bank’s available eligible capital base at all times. Subject to the following:

a. Where an individual/sole proprietorship/partnership is included within a
Group of Connected Counterparties, the exposure limit specified under

=
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Section 4.1.ii1 below shall also be applicable, in addition to the overall group
exposure limit.

b. The sum of all exposures values a bank has to the group of connected

counterparties where a commercial undertakings majority owned by Saudi
government is included can be higher than 15% of the bank’s eligible capital
base subject to the limit specified in 4.1.v.
Furthermore, the sum of a bank’s exposures to the entities included within a group
of connected counterparties will also be subject to the regulatory reporting
requirements as specified under Section 7 of these Rules.

iii.  Individual/Sole proprietor: The sum of all the exposures values a bank has to an
individual or a sole proprietorship or a partnership must not be higher than 5% of
the banks available eligible capital base at all times.

iv. Banks: The sum of all the exposures values a bank has to another bank must not be
higher than 25% of the lending bank’s available eligible capital base at all times.
However, If the lending bank and/or the counterparty bank are/is Domestically —
Systemically Important Banks (D-SIBs)., or Globally - Systemically Important
Banks (G-SIBs) as defined in Appendix VI, then the sum of all exposures of the
lending Bank to its counterparty bank cannot exceed 15% of the lending bank’s
available eligible capital base at all times.

v. Commercial Undertakings Majority Owned by Saudi Government: The sum of all
exposures values a bank has to a commercial undertakings majority owned by Saudi
Government must not be higher than 25% of the bank’s available eligible capital
base at all times;

vi. Aggregate Large Exposures: The aggregate of all Large Exposures shall not exceed
6 times of the bank’s eligible capital.

A TR B 1 Y 0 A A § S0 T SIS S A L O W Wi e B5730 N P, A o e repts R T P e —
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4.2. Measurement of Exposures and Capital Base:

The exposures must be measured as specified in Section 5 of these Rules. The eligible
capital base is the effective amount of Tier 1 capital fulfilling the criteria defined in Section

A of the “Finalized Guidance Document Concerning the Implementation of Basel 111" 4.

4.3. Breaches of Limits:

Any breaches of the exposure limits, must be communicated immediately to SAMA. The
communication to SAMA must also include the bank’s action plan to bring the exposure
to_within the breached limit. Furthermore. any such breaches may attract punitive

supervisory action depending upon their materiality.

In exceptional circumstances where a bank’s proposed exposure to a counterparty is likely
to exceed anv specific limits in these rules. the bank must obtain approval from SAMA
prior to undertaking that exposure. In such cases. the bank must provide SAMA with the
assessment of the following:

a. The concentration risks involved with exceeding the large exposure limits and
why the proposed exposures will not unreasonably expose the bank to excessive risk:
and

b. How the proposed exposure is consistent with its large exposures and risk
concentration policies.

SAMA mayv impose additional concentration risk capital requirements on exposure

amounts that exceeds any specific limits in these rules.

5. Measurement of Exposures Values:

5.1. General Measurement Principles:
Banks shall adhere to the following principles in measuring the values of exposures:

i. The exposure values to be considered for identifying large exposures to a
counterparty are all those exposures defined under the risk-based capital framework.

4 The above mentioned guidelines is available at the following link on SAMA's website: http://www.sama.gov.sa/en-

US/Laws/Pages/SAMA_Basel_Program_Sec2.aspx
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Accordingly, banks must consider both on and off-balance sheet exposures included
in either the banking or trading books, and instruments with counterparty credit risk
under the risk-based capital framework;

ii. In case the counterparty is part of a Group of Connected Counterparties, the values
of exposures to all individual counterparties within a group of connected
counterparties must be aggregated.

iii. An exposure amount to a counterparty that is deducted from capital must not be
added to other exposures to that counterparty for the purpose of the large exposures
limit. This general approach does not apply where an exposure is 1,250% risk-
weighted. When this is the case, this exposure must be added to any other exposures
to the same counterparty and the sum subject to the large exposures limit, except if
this exposure is specifically exempted for other reasons.

5.2. Eligible credit risk mitigation (CRM) techniques:

Eligible credit risk mitigation techniques for large exposures purposes are those that meet
the minimum requirements and eligibility criteria for the recognition of unfunded credit

protection® and financial collateral that qualify as eligible financial collateral under the
standardised approach for risk-based capital requirement purposes. (Note: SAMA does not
consider equities, including convertible bonds and Undertakings for Collective
Investments in Transferable Securities as eligible CRM mitigants)

Other forms of collateral that are only eligible under the Internal-ratings based (IRB)
approach in accordance with Paragraph 31. Basel Il IRB Approaches Prudential Returns
And Guidance Notes, 2014 (Only Equities for margin lending exposures has been allowed
in the aforementioned paragraph. as eligible CRM. SAMA does not recognize any IRB
collaterals i.e. Financial Receivable. Residential Real Estate. Commercial Real Estate.

* Unfunded credit protection refers collectively to guarantees and credit derivatives the treatment of which is described in Section 6, Basel Il —
SAMA's Detailed Guidance Document relating to Pillar 1, June 2006, and GN 2 of Basle Il Package of Bank Prudential Returns and Guidance Notes
Concerning Standardized Approach, 2007.

Large Exposure (LEX) Rules for Banks
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Physical Cards. etc.. under the IRB approach) are not eligible to reduce exposure values

for large exposures purposes.

A bank must recognize an eligible CRM technique in the calculation of an exposure
whenever it has used this technique to calculate the risk-based capital requirements, and
provided it meets the conditions for recognition under the large exposures framework:

i. Treatment of maturity mismatches in CRM

a. In accordance with provisions set out in the risk-based capital framework®,
hedges with maturity mismatches are recognised only when their original
maturities are equal to or greater than one year and the residual maturity of a
hedge is not less than three months.

b. If there is a maturity mismatch in respect of credit risk mitigants (collateral,
on-balance sheet netting, guarantees and credit derivatives) recognised in the
risk-based capital requirement, the adjustment of the credit protection for the
purpose of calculating large exposures is determined using the same approach

as in the risk-based capital requirement.’

ii.  On-balance sheet netting®

a. Where a bank has in place legally enforceable netting arrangements for loans
and deposits, it may calculate the exposure values for large exposures
purposes according to the calculation it uses for capital requirements purposes
—i.e. on the basis of net credit exposures subject to the conditions set out in

¢ See, Credit Risk Mitigation — Chapter 6.5 Pages 164/165, Basel Il - SAMA's Detailed Guidance Document, 2006 and GN 2, Pages No 12/13,Basel
Il, Package Of Bank Prudential Returns And Guidance Notes Concerning Standardized Approach, 2007.

’ See Credit Risk Mitigation — Chapter 6.5 Page 164/165, Basel Il - SAMA's Detailed Guidance Document, 2006.

® This should not be currently applied to exposures based in KSA as netting is not currently permitted within the legal framework.
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the approach to on-balance sheet netting in the risk-based capital

requirement.’

5.3. Recognition of CRM techniques in reduction of original exposure:
A bank must reduce the value of the exposure to the original counterparty by the amount
of the eligible CRM technique recognised for risk-based capital requirements purposes.
This recognised amount is:

a. the value of the protected portion in the case of unfunded credit protection;

b. 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:

c. the value of the 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.

d. the value of the collateral as recognized in the calculation of the counterparty credit
risk exposure value for any instruments with counterparty credit risk, such as over
the counter (OTC) derivatives;

5.4. Recognition of exposures to CRM providers:
Whenever a bank is required to recognise a reduction of the exposure to the original
counterparty due to an eligible CRM technique, it must also recognise an exposure to the
CRM provider. The amount assigned to the CRM provider is the amount by which the
exposure to the original counterparty is reduced (except in the cases where credit protection
takes the form of a CDS and either the CDS provider or the referenced entity is not a

? See Credit Risk Mitigation — Chapter 6.2 Page 158 and 159, Basel Il - SAMA's Detailed Guidance Document, 2006.

'“ GN 2, Page 14, of Basle Il Package of Bank Prudential Returns and Guidance Notes Concerning Standardized Approach, 2007 and Chapter 6.1,
Page 157, Basel Il - SAMA’s Detailed Guidance Document, 2006.
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financial entity,_the amount to be assigned to the credit protection provider is not the
amount by which the exposure to the original counterparty is reduced but, instead, the
counterparty credit risk exposure value calculated according to the SA-CCR)!

For the purposes of this section. financial entities comprise:

a. Regulated financial institutions. defined as a parent and its subsidiaries where any
substantial legal entity in the consolidated group is supervised by a regulator that
imposes prudential requirements consistent with international norms. These include,
but are not limited to. prudentially regulated insurance companies. finance

companies, broker/dealers, banks: and

b. Unregulated financial institutions. defined as legal entities whose main business may
include similar activities as financial institutions but not regulated by supervisors.

5.5. Treatment of Specific Measurement Issues:
While determining the exposure values for the purposes of these Rules, the following
specific issues will be dealt with as per the guidance provided in Appendix VI-X."?

i.  Definition of exposure values:
a. Banking book on-balance sheet non-derivative assets:
b. Banking book and trading book OTC derivatives (and any other instrument
with counterparty credit risk);

¢. Securities financing transactions;
d. Banking book “traditional” off balance sheet commitments;

ii. Trading Book Positions:
a. Calculation of exposure value for trading book positions;
b. Offsetting long and short positions in the trading book;

iii.  Covered bonds;

iv.  Collective investment undertakings, securitizations vehicles and other structures;

""See SAMA Circular No 351000095021, 21 May 2014, Basel Committee on Banking Supervision Document of March 2014 regarding the
Standardized Approach for Measuring Counterparty Credit Risk Exposures

¥ See BCBS Document titled “Supervisory Framework for measuring and controlling large exposures” issued in April 2014 (available at
https://www.bis.org/publ/bcbs283.pdf) and FAQs (available at https://www.bis.org/bcbs/publ/d384.pdf) issued in Sept 2016
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v.  Exposures to central counterparties.

5.6. Exposures Exempted from Exposure Limits:
The following exposures shall be exempt from the large exposure limits specified under
these Rules:

L Sovereign exposures and entities connected with the Saudi Government: Banks’
exposures to the Saudi Government, SAMA, Entities Connected with the Saudi
Government, GCC and their central banks will be exempt from exposure limits as
under:

a. Any exposure directly taken to Saudi Government, SAMA and any of the
Entities Connected with the Saudi Government;

b. Any portion of an exposure guaranteed, or secured by the financial instruments
issued by Saudi government or SAMA to the extent that the eligibility criteria
for recognition of the credit risk mitigation are met;

c. Any exposure to the GCC central governments and their central banks;

d. Any entity falling within the scope of the above sovereign exemption will not
be taken into account when determining whether two (or more) entities that are
in scope must be connected to form a Group of Connected Counterparties (i.e.
if two entities that are in scope of the framework, which are otherwise not
connected, are controlled by or economically dependent through an exempted
entity they need not be connected);

e. Any exposure to an exempted entity which is hedged by a credit derivative, will
be recognized as an exposure to the counterparty providing the credit protection
notwithstanding the fact that the original exposure is exempted. In addition, if
a bank has an exposure to an exempted entity which is hedged by a credit
derivative, the bank will have to recognize an exposure to the counterparty
providing the credit protection as prescribed in Section 5.4 of these Rules,
notwithstanding the fact that the original exposure is exempted. Hence the
credit protection provider would still be subject to the large exposure
guidelines;

f.  All exposures that are subject to the sovereign exemption under this Section
must be reported under the regulatory reporting requirements if these exposures
meet the minimum reporting threshold.
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ii.  Interbank exposures: All intra-day interbank exposures will not be subject to the
large exposures limits, neither for reporting purposes nor for application of the
large exposure limits. However, all non-intraday interbank exposures will be
subject to the large exposure limits.

In addition, under stressed and exceptional circumstances, SAMA (under its
discretion) may accept a breach of an interbank limit ex post, in order to help ensure
stability in the interbank market;

iii.  Intra-group exposures: All exposures to intra-group entities of the concerned bank
(within KSA) will not be subject to the large exposures limits provided that such
entities are included in the scope of accounting consolidation of the banking group.
However, the non-banking subsidiaries in the financial sector will be subject to the
exposure limit of 25% of the banks eligible capital.

All other exposures of a bank, not specifically listed above as exempted, must be fully
subject to the large exposure limits.

6. Additional Requirements:
While ensuring compliance with the exposure limits under these Rules, the banks shall also

meet the following additional requirements:

i.  The exposure limits under these Rules shall be calculated based on the eligible
capital base as disclosed in the latest published quarterly financial statements of
the bank;

ii.  For the purpose of compliance with exposure limits under these Rules, banks
shall measure, monitor, and report all exposures net of amounts reduced by
eligible CRM techniques.

7. Regulatory Reporting:
Banks are required to submit to SAMA the following information on their exposures before

and after application of the credit risk mitigation techniques, on a quarterly basis:

i. All Large Exposures (before application of the credit risk mitigation techniques) along-
with the ratio of the aggregate of all such large exposures with the banks eligible capital,
on the prescribed format attached as Appendix-I;
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ii. All Large Exposures (after application of the credit risk mitigation techniques) along-
with the ratio of the aggregate of all such large exposures with the banks eligible capital,
on the prescribed format attached as Appendix-II:

iii. All the exempted exposures with values equal to or above 10% of the banks eligible
capital, on the prescribed format attached as per Appendix-I & II;

iv. The largest 50 exposures to counterparties, irrespective of the values of these exposures
relative to the banks eligible capital base, on the prescribed format attached as per
Appendix-III;

v. All exposures that exceeded the exposure limits specified under these Rules during the
reporting quarter even if regularized subsequently, on the prescribed format attached as per
Appendix-1V;

The above information shall be submitted to SAMA each calendar quarter within 30
calendar days of the end of each quarter.

8. Implementation:
All banks are required to institute necessary policies and procedures to ensure compliance
of these Rules. SAMA will monitor compliance of these Rules through its off-site

monitoring and on-site inspection process.

9. Effective Date
These revised Rules shall come into force with effect from the 1% of October 2019. Banks
are required to ensure compliance with these Rules while taking any new exposure or

renewing existing exposures after the effective date.

Bank are required to submit to SAMA a list of all exposures (if any) that would be in breach
of any new limits prescribed in these Rules. and a plan to reduce these exposures until they
are fully compliant with the revised Rules.
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Name of the Bank:

Statement for the Month ended

Q27-1

Statement Showing Large Exposures to Single and Group of Connected Counterparties

(before application of the credit risk mitigation techniques)

(All amounts are in SR thousands)

Appendix-|

Large Exposure (LEX) Rules for Banks

4.0

August 2019

SR. No. Name and Total value of Gross Exposure Ratio of Gross Whether In Case of Remarks (if any)
Location of On Bal. Off Bal. Total Exposure to exempted Exempted
Borrower Sheet Sheet Bank’s Eligible from Exposures, State
Capital Exposure Reasons for
Limits (Yes or Exemption
No)
1 2 3 4 5 (=3+4) 6 7 8 9
A. Aggregate of all Large Exposures
B. Aggregate of Exempted Large Exposures
C. Net Large Exposures (A - B)
D. Ratio of Net Large Exposures to Bank'’s Eligible Capital
Version Number Issue Date

Page Number
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Name of the Bank:
Statement for the Month ended

Q27-2

Appendix-l|

Statement Showing Large Exposures to Single and Group of Connected Counterparties

(after application of the credit risk mitigation techniques)

(All amounts are in SR thousands)

Large Exposure (LEX) Rules for Banks

4.0

August 2019

Total value Net
SR. | Name and of Gross Value of Eligible Credit Risk Value of | Ratio of Whether In Case of Remarks (if
No. | Location of | Exposure Mitigates(CRM) Exposure Net exempted Exempted any)
Borrower Cash Other Total Exposure from Exposures,
Margins | Eligible to Bank’s Exposure | State Reasons
CRM Eligible Limits (Yes | for Exemption
Capital or No)
1 2 3 4 5 6 (=4+5) 7 8 9 10
A. Aggregate of all Net Large Exposures
B. Aggregate of Exempted Net Large Exposures
C. Aggregate of Large Exposures Net of CRM (A - B)
D. Ratio of Aggregate Large Exposures net of CRM to Bank’s Eligible Capital
Version Number Issue Date

Page Number
21 of 41




Name of the Bank:
Statement for the Month ended Q27-3

Statement Showing Largest 50 Exposures to Counterparties

(All amounts are in SR thousands)

SR. No. Name and Total Amount of Gross Exposure | Value of Eligible Net Ratio of Net Exposure In Case of
Location of Credit Risk Exposure to Bank’s Eligible Exempted
Borrower Mitigates(CRM) Capital Exposures, State
Reasons for
Exemption
On Bal. Off Bal. Total
Sheet Sheet
1 2 3 4 5 6 7 (=5-6) 8 9
(=3+4)
Total
A. Aggregate of all Largest 50 Exposures
B. Ratio of Aggregate Largest 50 Exposures to Bank’s
Eligible Capital
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Statement for the Month ended

Name of the Bank:

Q27-4

Appendix-IV

Statement Showing Exposures that Exceeded the Specified Exposure Limits during the Reporting Month

(All amounts are in SR thousands)

SR. No. Name and Total Value of Gross Exposure Total Value of Original Date of Reasons | Remarks
Location of On Reporting Date Exposure on Date of Regularization for (if any)
Borrower Date of Breach Breach Breach
On Bal. Off Bal. Total
Sheet Sheet
1 2 3 4 5 (=3+4) 6 74 8 9 10
Total
Version Number Issue Date
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Appendix V

The Financial Stability Board (FSB) defines Systemically Important Financial
Institutions (SIFI’s) as “financial institutions whose distress or disorderly failure because
of their size, complexity and systematic interconnectedness, would cause significant
disruption to the wider financial system and economic activity”

At the international level, the Basel Committee on Banking Supervision has developed
a methodology for identifying G-SIB’s, and a set of principles to guide national
authorities in the identification of domestic systematically important banks (D-SIB’s).
G-SIB status is determined using five main criteria: cross-jurisdictional activity:
interconnectedness; size; substitutability and complexity. The methodology (issued via
SAMA circular no. 107018 dated 10 July 2013) is also used to rank a G-SIB’s level of
systemic importance relative to other G-SIB’s. The list of G-SIB’s is reviewed annually,
and banks can move in or out of G-SIB classification or be re-classified at a different
level of systemic importance.

The 2018 list of G-SIBs are available on FSB website as below:
https://www.fsb.org/wp-content/uploads/P161118-1.pdf

Updated G-SIB list should be received from the website below:
http://www fsb.org/

Domestic Systematically Important Bank (D-SIB):

A D-SIB is a bank whose distress or disorderly failure could have a serious detrimental
impact on either the financial system or the real economy within the country in which
the bank operates. The BCBS has published a framework for developing a D-SIB
assessment methodology (issued via SAMA circular no. 351000138356 dated 7
September 2014 and circular no. 371000091395 dated 24/05/2016). In connection with
identifying and notifying banks with respect to the D-SIB designation, SAMA is
required to:

Large Exposure (LEX) Rules for Banks
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e Take into consideration size; interconnectedness; substitutability; and complexity

(including additional complexities caused by cross-border activity) within the
domestic economy;

e Produce a D-SIB list (issued via SAMA circulars no. 56165/67 dated 14/05/2019,
391000089191 dated 03/05/2018, 381000082448 dated 02/05/2017 and
371000091395 dated 24/05/2016) , and review it on an annual basis; and

e Publicly disclose D-SIB assessment methodology (issued via SAMA circular no.
371000091395 dated 24/05/2016)

Updated D-SIB list should be received from the SAMA website.

The relationship between G-SIB’s and D-SIB’s:

e Banks can be classified as D-SIB at the consolidated group level or subsidiary or
a branch level by the bank’s supervisory authorities.

e A bank identified as a G-SIB can also be classified as a D-SIB in any of the
countries depending on the nature of operations.

e A bank with large global operations identified as G-SIB that does not have
significant operations in any individual country can also be classified as a G-SIB
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Version Number Issue Date Page Number
4.0 August 2019 25 of 41

Large Exposure (LEX) Rules for Banks




Appendix VI

Definition of exposure value '
Banking book on-balance sheet non-derivative assets:

The exposure value must be defined as the accounting value of the exposure i.e. Net of
specific provisions and value adjustments. As an alternative, a bank may consider the
exposure value gross of specific provisions and value adjustments.

Banking book and trading book OTC derivatives (and any other instrument with
counterparty credit risk):

The exposure value for instruments that give rise to counterparty credit risk and are not
securities financing transactions must be the exposure at default according to the
standardised approach for counterparty credit risk (SA-CCR — (See SAMA Circular No
351000095021, 21 May 2014 and circular no. 371000101120 dated 20 June 2016, Basel
Committee on Banking Supervision Document of March 2014 regarding the
Standardized Approach for Measuring Counterparty Credit Risk Exposures).

Securities financing transactions:

BCBS has revised Standardized approach for measuring counterparty credit risk in
March 2014 implemented by SAMA via. Circular no. 371000101120 dated 20 June
2016. In addition, BCBS has revised the comprehensive approach used for the
measurement of Securities Financing Transaction (SFT) exposures in December 2017
which SAMA will apply in future. All banks must use the revised comprehensive
approach with supervisory haircuts or equivalent non-internal model method for large
exposure purposes. However, until SAMA issues these revised rules, banks would be
allowed to use the method they currently use for calculating their risk-based capital
requirements against SFTs (i.e. GN 2, Page 14, of Basle Il Package of Bank Prudential
Returns and Guidance Notes Concerning Standardized Approach, 2007 and Chapter 6.1,
Page 157, Basel II - SAMA'’s Detailed Guidance Document)

Banking book “traditional” off-balance sheet commitments:

¥ Paragraphs 32-35 of BCBS “Supervisory framework for measuring and controlling large exposures” April 2014
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For the purpose of the large exposures framework, off-balance sheet items will be
converted into credit exposure equivalents through the use of credit conversion factors
(CCFs) by applying the CCFs set out for the standardised approach for credit risk for
risk-based capital requirements, with a floor of 10%.
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Appendix VII

Calculation of exposure value for trading book positions L

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

Scope of large exposure limits in the trading book:

The exposures considered in this section correspond to concentration risk associated
with the default of a single counterparty for exposures included in the trading book (See
note below). Therefore, positions in financial instruments such as bonds and equities
must be constrained by the large exposure limit, but concentrations in a particular
commodity or currency need not be.

Note (SAMA recognizes that the risk from large exposures to single counterparties or
groups of connected counterparties is not the only type of concentration risk that could
undermine a bank’s resilience. Other types include both sectoral and geographical
concentrations of asset exposures; reliance on concentrated funding sources, and also
a significant net short position in securities, because the bank may incur severe losses if
the price of these securities increases. SAMA has decided to focus this framework on
losses incurred due to default of a single counterparty or a group of connected
counterparties and not to take into account any other type of concentration risk.)

Calculation of exposure value for trading book positions:

The exposure value of straight debt instruments and equities must be defined as the
accounting value of the exposure (i.e. the market value of the respective instruments).

Instruments such as swaps, futures, forwards and credit derivatives must be converted
into positions following the risk-based capital requirements.( See paragraph 718 (x —
xii), Page 89, Basel I1.5 SAMA’s Guidance Document Concerning Implementation,
2012). These instruments are decomposed into their individual legs. Only transaction
legs representing exposures in the scope of the large exposures framework need be
considered (see note below)

Note: A future on stock X, for example, is decomposed into a long position in stock X
and a short position in a risk-free interest rate exposure in the respective funding

'* Paragraphs 44-59 of BCBS “Supervisory framework for measuring and controlling large exposures” April 2014
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currency, or a typical interest rate swap is represented by a long position in a fixed and
a short position in a floating interest rate exposure or vice versa.

In the case of credit derivatives that represent sold protection, the exposure to the
referenced name must be the amount due in the case that the respective referenced name
triggers the instrument, minus the absolute value of the credit protection. (see note
below) For 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, refer to “Offsetting long and short positions in the trading
book™ section below (paragraphs 3 to 6).

Note: In the case that the market value of the credit derivative is positive from the
perspective of the protection seller, such a positive market value would also have to be
added to the exposure of the protection seller to the protection buyer (counterparty
credit risk; refer to “Banking book and trading book OTC derivatives section in
Appendix VI above). Such a situation could typically occur if the present value of already
agreed but not yet paid periodic premiums exceeds the absolute market value of the
credit protection.

The measures of exposure values of options under this framework differ from the
exposure value used for risk-based capital requirements. The exposure value must be
based on the change(s) in option prices that would result from a default of the respective
underlying instrument. The exposure value for a simple long call option would therefore
be its market value and for a short put option would be equal to the strike price of the
option minus its market value. In the case of short call or long put options, a default of
the underlying would lead to a profit (i.e. a negative exposure) instead of a loss, resulting
in an exposure of the option’s market value in the former case and equal the strike price
of the option minus its market value in the latter case. The resulting positions will in all
cases be aggregated with those from other exposures. After aggregation, negative net
exposures must be set to zero.

Exposure values of banks® investments in transactions (i.e index positions,
securitizations, hedge funds or investment funds) must be calculated applying the same
rules as for similar instruments in the banking book (refer to Appendix X). Hence, the
amount invested in a particular structure may be assigned to the structure itself, defined
as a distinct counterparty, to the counterparties corresponding to the underlying assets,
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or to the unknown client, following the rules described in Appendix X paragraphs 1 to
5).

Offsetting long and short positions in the trading book

Offsetting between long and short positions in the same issue:

Banks may offset long and short positions in the same issue (two issues are defined as
the same if the issuer, coupon, currency and maturity are identical). Consequently, banks
may consider a net position in a specific issue for the purpose of calculating a bank’s
exposure to a particular counterparty.

Offsetting between long and short positions in different issues:

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

Similarly, for positions hedged by credit derivatives, the hedge may be recognised
provided the underlying of the hedge and the position hedged fulfil the provision
mentioned in the pervious paragraph (the short position is junior or of equivalent security
to the long position).

In order to determine the relative seniority of positions, securities may be allocated into
broad buckets of degrees of seniority (for example, “Equity”, “Subordinated Debt” and
“Senior Debt™).

For those banks that find it excessively burdensome to allocate securities to different
buckets based on relative seniority, they may recognise no offsetting of long and short
positions in different issues relating to the same counterparty in calculating exposures.

In addition, in the case of positions hedged by credit derivatives, any reduction in
exposure to the original counterparty will correspond to a new exposure to the credit
protection provider, following the principles underlying the substitution approach stated
in section 5.4 “Recognition of exposures to CRM providers”, except in the case
described in the next paragraph.

When the credit protection takes the form of a CDS and either the CDS provider or the
referenced entity is not a financial entity, the amount to be assigned to the credit
protection provider is not the amount by which the exposure to the original counterparty
is reduced but, instead, the counterparty credit risk exposure value calculated according

Large Exposure (LEX) Rules for Banks
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to the SA-CCR. (See SAMA Circular No 351000095021, 21 May 2014, Basel
Committee on Banking Supervision Document of March 2014 regarding the
Standardized Approach for Measuring Counterparty Credit Risk Exposures) For the
purposes of this paragraph, financial entities comprise:

= regulated financial institutions, defined as a parent and its subsidiaries
where any substantial legal entity in the consolidated group is supervised
by a regulator that imposes prudential requirements consistent with
international norms. These include, but are not limited to, prudentially
regulated insurance companies, broker/dealers, banks, thrifts and futures
commission merchants; and

= unregulated financial institutions, defined as legal entities 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

Offsetting short positions in the trading book against long positions in the banking book:
Netting across the banking and trading books is not permitted.

Net short positions after offsetting:

When the result of the offsetting is a net short position with a single counterparty, this |
net exposure need not be considered as an exposure for large exposure purposes (refer
to “Scope of large exposure limits in the trading book™ section in this Appendix).
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Appendix VIl

Covered bonds'”

Covered bonds are bonds issued by a bank or mortgage institution and are subject by
law to special public 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.

A covered bond satisfying the conditions set out in the next paragraph may be assigned
an exposure value of no less than 20% of the nominal value of the bank’s covered bond
holding. Other covered bonds must be assigned an exposure value equal to 100% of the
nominal value of the bank’s covered bond holding. The counterparty to which the
exposure value is assigned is the issuing bank.

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

- It must meet the general definition set out in the first paragraph of this appendix:
- The pool of underlying assets must exclusively consist of:

» claims on, or guaranteed by, sovereigns, their central banks, public sector entities
or multilateral development banks;

+ claims secured by mortgages on residential real estate that would qualify for a
35% or lower risk weight under the Basel II Standardised Approach (SAMAs
local guidelines in connection therewith are Basel II Package of Bank Prudential
Returns and Guidance Notes Concerning Standardized Approach, 2007 and
Basel II - SAMA’s Detailed Guidance Document, 2006) for credit risk and have
a loan-to-value ratio of 80% or lower (Note: Currently SAMA does not utilize
35% or lower RWA for mortgages on residential real estate); and/or

* claims secured by commercial real estate that would qualify for the 100% or
lower risk-weight under the Basel II Standardised Approach for credit risk

' Paragraphs 68-71 of BCBS "Supervisory framework for measuring and controlling large exposures” April 2014
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(SAMAS local guidelines in connection therewith are Basel Il Package of Bank
Prudential Returns and Guidance Notes Concerning Standardized Approach,
2007 and Basel 11 - SAMA’s Detailed Guidance Document, 2006 )and with a
loan-to-value of 60% or lower:

- The nominal value of the pool of assets assigned to the covered bond instrument(s) by
its issuer should exceed its nominal outstanding value by at least 10%. The value of
the pool of assets for this purpose does not need to be that required by the legislative
framework. However, if the legislative framework does not stipulate a requirement of
at least 10%, the issuing bank needs to publicly disclose on a regular basis that their
cover pool meets the 10% requirement in practice. In addition to the primary assets
listed in the previous paragraph, the additional collateral may include substitution
assets (cash or short term liquid and secure assets held in substitution of the primary
assets to top up the cover pool for management purposes) and derivatives entered into
for the purposes of hedging the risks arising in the covered bond program.

In order to calculate the required maximum loan-to-value for residential real estate
(RRE) and commercial real estate (CRE) referred to in the third of this appendix, the
operational requirements regarding the objective market value of collateral and the
frequent revaluation in the BCBS Basel Il framework included in the next paragraph of
must be used. The conditions set out in the third paragraph of this appendixmust be
satisfied at the inception of the covered bond and throughout its remaining maturity.

Operational requirements for eligible CRE/RRE'®
CRE and RRE will be eligible for recognition as collateral for corporate claims only if
all of the following operational requirements are met:

e Legal enforceability: any claim on a collateral taken must be legally enforceable in
all relevant jurisdictions, and any claim on collateral must be properly filed on a
timely basis. Collateral interests must reflect a perfected lien (ie all legal
requirements for establishing the claim have been fulfilled). Furthermore, the
collateral agreement and the legal process underpinning it must be such that they
provide for the bank to realise the value of the collateral within a reasonable
timeframe.

'® Paragraphs 509 of BCBS Basel Il Framework
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e Objective market value of collateral: the collateral must be valued at or less than the
current fair value under which the property could be sold under private contract
between a willing seller and an arm’s-length buyer on the date of valuation.

e Frequent revaluation: the bank is expected to monitor the value of the collateral on
a frequent basis and at a minimum once every year. More frequent monitoring is
suggested where the market is subject to significant changes in conditions and it is
required for shares collateral. Statistical methods of evaluation (e.g. reference to
house price indices, sampling) may be used to update estimates or to identify
collateral that may have declined in value and that may need re-appraisal. A qualified
professional must evaluate the property when information indicates that the value of
the collateral may have declined materially relative to general market prices or when
a credit event, such as default, occurs.

e Junior liens may be taken into account where there is no doubt that the claim for
collateral is legally enforceable and constitutes an efficient credit risk mitigant.
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Appendix IX

Collective investment undertakings, securitization vehicles and other structures'’

Banks must consider exposures even when a structure lies between the bank and the
exposures, that is, even when the bank invests in structures through an entity which itself
has exposures to assets (hereafter referred to as the “underlying assets™). Banks must
assign the exposure amount, ie the amount invested in a particular structure, to specific
counterparties following the approach described below. Such structures include funds,
securitizations and other structures with underlying assets.

Determination of the relevant counterparties to be considered:

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 eligible capital base, considering only
those exposures to underlying assets that result from the investment in the structure itself
and using the exposure value calculated according to sections titled “Any structure where
all investors rank pari passu™ and “Any structure with different seniority levels among
investors™ below in this appendix. (By definition, this required test will be passed if the
bank’s whole investment in a structure is below 0.25% of its eligible capital base.) 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 eligible capital base. 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 eligible capital base 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:

'" Paragraphs 72-83 of BCBS “Supervisory framework for measuring and controlling large exposures” April 2014
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*  Where the total amount of its exposure does not exceed 0.25% of its eligible
capital base, the bank must assign the total exposure amount of its investment to
the structure;

» Otherwise, it must assign this total exposure amount to the unknown client.

The bank must aggregate all unknown exposures as if they related to a single
counterparty (the unknown client), to which the large exposure limit would apply.

When the look-through approach (LTA) is not required according to the criteria
mentioned in the second paragraph of this appendix, a bank must nevertheless be able to
demonstrate that regulatory arbitrage considerations have not influenced the decision
whether to look through or not — eg that the bank has not circumvented the large exposure
limit by investing in several individually immaterial transactions with identical
underlying assets.

Calculation of underlying exposures - bank’s exposure amount to underlying assets:

If the LTA need not be applied, a bank’s exposure to the structure must be the nominal
amount it invests in the structure.

Any structure where all investors rank pari passu (eg CIU):

When the LTA is required according to the paragraphs above, the exposure value
assigned to a 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. An exposure to a counterparty must be
added to any other direct or indirect exposures the bank has to that counterparty.

Any structure with different seniority levels among investors (eg securitization vehicles)

When the LTA is required according to the paragraphs above, 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:

» First, consider the lower of the value of the tranche in which the bank invests and
the nominal value of each underlying asset included in the underlying portfolio
of assets
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* Second, apply the pro rata share of the bank’s investment in the tranche to the
value determined in the first step above.

Identification of additional risks:

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 roles played by
third parties include originator, fund manager, liquidity provider and credit protection
provider.

The identification of an additional risk factor has two implications:

* The first implication is that banks must connect their investments in those structures
with a common risk factor to form a group of connected counterparties. In such cases,
the manager would be regarded as a distinct counterparty so that the sum of a bank’s
investments in all of the funds managed by this manager would be subject to the large
exposure limit, with the exposure value being the total value of the different
investments. But in other cases, the identity of the manager may not comprise an
additional risk factor — for example, if the legal framework governing the regulation
of particular funds requires separation between the legal entity that manages the fund
and the legal entity that has custody of the fund’s assets. In the case of structured
finance products, the liquidity provider or sponsor of short-term programs (asset-
backed commercial paper — ABCP — conduits and structured investment vehicles —
SIVs) may warrant consideration as an additional risk factor (with the exposure value
being the amount invested). Similarly, in synthetic deals, the protection providers
(sellers of protection by means of CDS/guarantees) may be an additional source of
risk and a common factor for interconnecting different structures (in this case, the
exposure value would correspond to the percentage value of the underlying portfolio).

* The second implication is that banks may add their investments in a set of structures
associated with a third party that constitutes a common risk factor to other exposures
(such as a loan) it has to that third party. Whether the exposures to such structures
must be added to any other exposures to the third party would again depend on a case-
by-case consideration of the specific features of the structure and on the role of the
third party. In the example of the fund manager, adding together the exposures may
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not be necessary because potentially fraudulent behavior may not necessarily affect

the repayment of a loan. The assessment may be different where the risk to the value
of investments underlying the structures arises in the event of a third-party default.
For example. in the case of a credit protection provider, the source of the additional
risk for the bank investing in a structure is the default of the credit protection provider.
The bank must add the investment in the structure to the direct exposures to the credit
protection provider since both exposures might crystallize into losses in the event that
the protection provider defaults (ignoring the covered part of the exposures may lead
to the undesirable situation of a high concentration risk exposure to issuers of
collateral or providers of credit protection).

It is conceivable that a bank may consider multiple third parties to be potential drivers
of additional risk. In this case, the bank must assign the exposure resulting from the
investment in the relevant structures to each of the third parties.

The requirement set out in section “Calculation of underlying exposures - bank’s
exposure amount to underlying assets™ in this appendix to recognise a structural risk
inherent in the structure instead of the risk stemming from the underlying exposures is
independent of whatever the general assessment of additional risks concludes.
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Appendix X

Exposures to central counterparties'®

Banks’ exposures to qualifying central counterparties (QCCPs — see note below) related
to clearing activities are exempted from the large exposures limits. However, these
exposures will be subject to the regulatory reporting requirements as defined in the table
below, and the SAMA will monitor the need for this exemption

Note: The definition of QCCP for large exposures purposes is the same as that used for
risk-based capital requirement purposes. A qualifving central counterparty (QCCP) is
an entity that is licensed to operate as a CCP (including a license granted by way of
confirming an exemption), and is permitted by the appropriate regulator/overseer to
operate as such with respect to the products offered. This is subject to the provision that
the CCP is based and prudentially supervised in a jurisdiction where the relevant
regulator/overseer has established, and publicly indicated that it applies to the CCP on
an ongoing basis, domestic rules and regulations that are consistent with the CPSS-
I0SCO Principles for Financial Market Infrastructures.

In the case of non-QCCPs, banks must measure their exposure as a sum of both the
clearing exposures described in sections titled “Calculation of exposures related to
clearing activities” and “Other exposures” below, and must respect the general large
exposure limit of 25% of the eligible capital base.

The concept of connected counterparties as described in Section 1.3, of these Rules, does
not apply in the context of exposures to CCPs that are specifically related to clearing
activities.

Calculation of exposures related to clearing activities:

'8 paragraphs 84-89 of BCBS “Supervisory framework for measuring and controlling large exposures” April 2014, and FAQs issued in
September 2016.
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Banks must identify exposures to a CCP related to clearing activities and sum together
these exposures. Exposures related to clearing activities are listed in the table below
together with the exposure value to be used:

Trade exposures The exposure value of trade exposures
must be calculated using the exposure
measures prescribed in other parts of this
framework for the respective type of
exposures (eg using the SA-CCR for
derivative exposures as per SAMA
circular no 351000095021 dated 21 May
2014 and circular no. 371000101120

dated 20 June 2016).
Segregated initial margin The exposure value is 0.- Note A
Non-segregated initial margin The exposure value is the nominal amount

of initial margin posted.

Pre-funded default fund contributions Nominal amount of the funded
contribution. Note B

Unfunded default fund contributions The exposure value is 0.

Equity stakes The exposure value is the nominal
amount. Note C

Note A: When the initial margin (IM) posted is bankruptcy-remote from the CCP — in
the sense that it is segregated from the CCP’s own accounts, eg when the IM is held by
a third-party custodian — this amount cannot be lost by the bank if the CCP defaults;
therefore, the IM posted by the bank can be exempted from the large exposure limit.

Note B: The exposure value for pre-funded default fund contributions may need to be
revised if applied to QCCPs and not only to non QCCPs.
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Note C: If equity stakes are deducted from the level of capital on which the large
exposure limit is based, such exposures must be excluded from the definition of an
exposure to a CCP

Regarding exposures subject to clearing services (the bank acting as a clearing member
or being a client of a clearing member), the bank must determine the counterparty to
which exposures must be assigned by applying the provisions of the risk-based capital
requirements. (Refer to circular no. 351000095018 dated 21 May 2014, Basel
Committee on Banking Supervision Document regarding Capital Requirements for bank
exposures to central counterparties of April 2014)

Other exposures:

Other types of exposures that are not directly related to clearing services provided by the
CCP, such as funding facilities, credit facilities, guarantees etc., must be measured
according to the requirements set out in Section 5 of these rules , as for any other type
of counterparty. These exposures will be added together and be subjected to the large
exposure limit.
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