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From . Saudi Arabian Monetary Agency
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To  : AllBanks 14‘522/80 Syrq.

Attention :  Managing Directors, Chief Executive Officers and
General Managers

Subject : SAMA's Prudential Returns Concerning the Monitoring of
Basel Ill Liquidity Risk through the Minimum Regulatory
Liquidity Standard Ratios

A major initiative announced by the Basle Committee in its Basel Il reform
package issued in December 2010 relates to Minimum Liquidity Ratios

Standards to strengthen global liquidity regulations with the goal of promoting
‘t a more resilient banking sector. The objective of these reforms is to improve
the banking sector's ability to absorb shocks arising from financial and
economic stress.

Consequently, the Basle Committee has introduced two minimum standards
for liquidity. In this regard, the Committee has developed the Liquidity
Coverage Ratio (LCR) that will ensure short-term resilience of a bank over 30
days and the Net Stable Funding Ratio (NSFR) that will ensure a time horizon
of one year. Furthermore, the BCBS requires the monitoring of these ratios to
commence from January 1, 2012, however the LCR and NSFR will be fine
tuned into final Regulatory Standards in 2015 and 2018 respectively.

The Agency is now circulating its Guidance Notes and Prudential Returns on
the LCR and NSFR in the attached package of SAMA's Prudential Returns.
The Basle agreed monitoring period for the LCR and NSFR commences on
1% January 2012. Consequently, all Banks (except foreign bank's branches)
g will be expected to provide these returns to SAMA on a quarterly basis from
quarter ending 31 March 2012 within 30 days of the end of each quarter.

SAMA will continue to amend these Guidance Notes and Prudential Returns
as further refinements are received from the BCBS during the monitoring
period until the time when the LCR and NSFR are finalized as regulatory ratio
in 2015 and 2018 respectively.
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Abdulrahman A. Al-Kalaf
Deputy Governor
for Technical Affairs
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Attachment # 1

GUIDANCE NOTES

SAMA Prudential Basel lll Related Returns Concerning
Monitoring of Standard Liquidity Ratios

= Liquidity Coverage Ratio (LCR)
* Net Stable Funding Ratio (NSFR)

Saudi Arabian Monetary Agency
Banking Supervision Department

February 2012



SAMA's
Guidance Document to Monitor Basel Liquidity
Coverage Ratio (LCR), and Net Stable Funding Ratio (NSFR)

1. Overview

SAMA wishes to monitor the LCR and NSFR Global Liquidity Ratios. These are
based on the Basle Committee for Banking Supervision (BCBS) document dated 16
December 2010 on Supervisory Global Liquidity Standards. The BCBS has
developed two minimum standards for liquidity, the Liquidity Coverage Ratio (LCR) to
ensure adequacy of high quality liquid asset over a month period and the Net Stable
Funding Ratio (NSFR) with a time horizon of one year to provide a sustainable
maturity structure of assets and liabilities.

These two standards are comprised of specific parameters which are internationally
“harmonised” with prescribed values acting as risk weights reflecting sensitivity of
such items. For example, in the LCR calculations are the "LCR Run off rates”, and in
the "NSFR" are the Available Stable Funds (ASF) and Required Stable Funding
(RSF) rates”. Certain parameters, however, contain elements of national discretion to
reflect jurisdiction-specific conditions.

These guidance notes are part of SAMA's detailed work done earlier on the BIS
Quantitative Impact Study. SAMA Guidance and Prudential Returns as presented
summarize the major elements of the LCR and NSFR ratios, where banks can obtain
details from the most current BIS QIS package — component regarding liquidity
ratios. Consequently, SAMA's Guidance document has to be read in conjunction with
the most recent detailed BIS QIS document detailing both guidance notes and
prudential returns for the LCR and NSFR ratios.

The most current Basle QIS package can be obtained from the BIS website:
www.bis.org.

It should be noted that the attached SAMA Prudential returns contains a column
entitled "Paragraph in document". This is reference to the paragraph in the BCBS
document of December 2010 entitled "Basle Ill: International Framework for Liquidity
Risk Measurement, Standards and Monitoring".

2. Frequency and Timing

Banks are expected to report to SAMA on a quarterly basis with the first monitoring
returns to be for data as of 31 March 2012 and is to be sent to SAMA by 30 April
2012. Thereafter, the returns will be submitted within 30 days of the end of each
quarter.

Liquidity Coverage Ratio

3. Objectives of LCR

Objective

This standard aims to ensure that a bank maintains an adequate level of
unencumbered, high-quality liquid assets that can be converted into cash to meet its
liquidity needs for a 30 calendar day time horizon under a significantly severe liquidity
stress scenario specified by supervisors. At a minimum, the stock of liquid assets
should enable the bank to survive for Day 30 of the stress scenario.



Definition of the standard

Stock of High-Quality Liquid Assets > 100
Total net cash outflows over the next 30 calendar days

4, Other General Details

4.1 The Liquidity Coverage Ratio

The LCR has two components:
A.  Value of the stock of high-quality liquid assets in stressed conditions; and
B.  Total net cash outflows

A.  Stock of high-quality liquid assets

The numerator of the LCR is the “stock of high-quality liquid assets”. Under the
standard, banks must hold a stock of unencumbered high-quality liquid assets to
cover the total net cash outflows over a 30-day period under a stress scenario. In
order to qualify as a “high-quality liquid asset”, assets should be liquid in markets
during a time of stress.

General Guidance

All assets must be available for the bank to convert into cash at any time to fill
funding gaps between cash inflows and outflows during the stressed period. They
should be under the control of the specific function or functions charged with
managing the liquidity risk of the bank (typically the treasurer).

The assets must be unencumbered and should not be co-mingled with or used as
hedges on trading positions, be designated as collateral or be designated as credit
enhancements in structured transactions or be designated to cover operational costs
(such as rents and salaries). Further, they should be managed with the clear and
sole intent for use as a source of contingent funds. A bank is permitted to hedge the
price risks associated with ownership of the stock of liquid assets and still include the
assets in the stock. If it chooses to hedge the associated risks, the bank should take
into account (in the market value applied to each asset) the cash outflow that would
arise if the hedge were to be closed out early (in the event of the asset being sold). A
bank is not, however, permitted to include as inflows any cash inflows from hedges
associated with the stock of liquid assets.

Client pool securities should not be reported as high-quality liquid assets, regardless
of whether the bank holds rehypothecation rights to these assets, uniess the bank
has received such assets through reverse repo contracts with the client, ie as
security for cash loans. In the latter case, the assets can be included if they satisfy all
necessary criteria, including those of unencumbrance specified in paragraph 27 of
the Basel Il liquidity rules text. Further, the bank may not include in its stock of high-
quality liquid assets any cash or other assets received from any transaction (such as
a repo or collateral swap) backed by client pool collateral, unless the bank has
received the securities used to back the transaction through a formal reverse repo
transaction or collateral swap with its clients. Similarly, a bank should not recognise
cash inflows from deposits placed using segregated client money.



As part of the stock, the liquid assets cannot be counted as cash inflows even if they
mature within 30 days (ie no double-counting is allowed).

Definition of unencumbered: These are not pledged by the bank (either explicitly
or implicitly) to secure, collateralise or credit-enhance any transaction. However,
assets that the bank received as collateral in reverse repo and securities financing
transactions can be considered as part of the stock if they are held at the bank, have
not been rehypothecated, and are legally and contractually available for the bank’s
use. In addition, assets that have been pledged to the central bank or a public sector
entity (PSE) but are not used may be included in the stock. If the bank has deposited
both liquid and non-liquid assets in a collateral pool and no assets are specifically
assigned as collateral for the secured transaction, the bank may assume that the
assets with the lowest liquidity get assigned first: assets that are not eligible for the
stock of liquid assets are assumed to be assigned first, then once those assets have
been fully assigned, Level 2 assets are assumed to be assigned next. Only after all
Level 2 assets are fully assigned too, Level 1 assets are assumed to be assigned.

Definition of high-quality liquid assets

The stock of high-quality liquid assets should comprise of assets which have
acceptance. These High quality assets are described in the attached return.

There are two categories of assets that can be included in the stock. “Level 1” assets
can be included without limit, while “Level 2” assets can only comprise up to 40% of
the stock.

The calculation of the 40% cap should take into account the amounts held in cash or
other Level 1 or Level 2 assets.

Criteria of liquid assets: To qualify as a “high quality liquid asset”, assets
should be liquid in markets during a time of stress and, ideally, be central
bank eligible. Such assets should generally possess the fundamental and
market-related characteristics specified in paragraphs 22(a) and (b) of the
Basel Il liquidity rules text. Securities that can be included in the stock of
high-quality liquid assets should meet the following common criteria:

e They should neither be issued by, nor be an obligation of, a financial
institution or any of its affiliated entities (except in the case of covered
bonds which should not be issued by the bank itself or any of its
affiliated entities);

e They should be traded in large, deep and active repo or cash markets
characterized by a low level of concentration;

e they should have a proven record as a reliable source of liquidity in
the markets (repo or sale) even during stressed market conditions;
and

e They should ideally be central bank eligible.

Level 1 assets
The following are the major sources of level 1 assets representing the most liquid
assets available to a bank to address on a immediate basis any net cash outflows
under stressed condition. These are given a weight of 100%.
= Cash
= Central Bank Reserves
o Part of central bank reserves that can be drawn in times of stress



= Securities with a zero risk weight:

o Issued by sovereigns

* Guaranteed by sovereigns

» Issued or guaranteed by central banks

e Issued or guaranteed by non-central government PSEs

¢ Issued or guaranteed by BIS, IMF, EC, or MDBs

* For non-0% risk-weighted sovereigns:

e Sovereign or central bank debt securities issued in domestic currencies
by the sovereign or central bank in the country in which the liquidity risk is
being taken or in the bank’s home country

e Domestic sovereign or central bank debt securities issued in foreign
currencies, to the extent that holding of such debt matches the currency
needs of the bank’s operations in that jurisdiction

» Total stock of Level 1 assets
» Adjustment to stock of Level 1 assets
= Adjusted amount of Level 1 assets

Level 2 assets

Level 2 assets can be included in the stock of liquid assets, subject to the
requirement that they comprise no more than 40% of the overall stock after haircuts
have been applied.

The following represent the next best available liquid assets which are given a risk
weight of 85%. These are:

»  Securities with a 20% risk weight:

Issued by sovereigns

Guaranteed by sovereigns

Issued or guaranteed by central banks

Issued or guaranteed by non-central government PSEs

Issued or guaranteed by MDBs

Non-financial corporate bonds, rated AA- or better

Covered bonds, not self-issued, rated AA- or better

Total stock of Level 2 assets

Adjustment to stock of Level 2 assets: This adjustment refers to the

40% cap as above.

» Adjusted amount of Level 2 assets: Represent the net of adjustments.

» Total stock of High Quality Liquid Assets: Aggregate of Level 1 and
Level 2 assets (A).

B. Total net cash outflows
B.1 Cash Qutflows
General Guidance

The term total net cash outflows is defined as the total expected cash outflows minus
total expected cash inflows in the specified stress scenario for the subsequent 30
calendar days. Total expected cash outflows are calculated by multiplying the
outstanding balances of various categories or types of liabilities and off-balance
sheet commitments by the run of rates for weight ranging from 0% to 100% rates at
which they are expected to run off or be drawn down. The specific run off rates are
described in the specific SAMA Prudential return in attachment # 2.



Total expected cash inflows are calculated by multiplying the outstanding balances of
various categories of contractual receivables by the rates at which they are expected
to flow in under the scenario up to an aggregate cap of 75% of total expected cash
outflows. For specific details on such weights refer to the BIS document as reference
covering the QIS study.

Specific Guidance
Various categories of run off rates are described in the attachment 2

Maijor Sources of Outflows

A. Outflow, Liquidity Coverage Ratio
a) Retail Deposit run off
b) Total Unsecured wholesale funding run off
c) Total Secured Wholesale funding run off

d) Additional run off including derivatives payable, undrawn committed
credit facilities to various legal entities, other contractual and
contingent funding obligations, and other sources of cash outflow.

e) Total outflows are on aggregate of a total above.

¢ It should be noted that each of the above major source of cash outflows have
a number of component with each having their own weight. These weight are
to be multiplied by the expected cash flow amount. The precise run off rates
are described in attachment 2.

B.2 Cash inflows
General Guidance

When considering its available cash inflows, a bank should only include contractual
inflows from outstanding exposures that are fully performing and for which the bank
has no reason to expect a default within the 30-day time horizon.

Banks need to monitor the concentration of expected inflows across wholesale
counterparties in the context of their liquidity management in order to ensure that the
liquidity position of banks is not overly dependent on the arrival of expected inflows
from one or a limited number of wholesale counterparties.

Total expected contractual cash inflows are calculated by multiplying the outstanding
balances of various categories of contractual receivables by the or weight reflecting
the stability at which they are expected to flow in under a stressed scenario. These
range from 0% to 100% and are reflected in the attached returns.

Items must not be double counted — ie if included as part of the “stock of high-quality
liquid assets” (section A), the assets cannot also be reported as cash inflows.

When considering its available cash inflows, the bank should only include contractual
inflows from outstanding exposures that are fully performing and for which the bank
has no reason to expect a default within the 30-day time horizon (Basel lil liquidity
rules text, paragraph 105). Pre-payments on loans (not due within 30 days) and
payments on loans without fixed amortisation dates (such as revolving credit cards)
should not be included in the inflows.



Specific Guidance

The main sources of cash inflows are given below and are also described in SAMA's
Prudential return concerning inflows relevant to the LCR calculation.

1. Reverse repo and securities borrowing
2. Other inflows by counterparty
3. Other cash inflows

It should be noted that each source of cash inflows has sub-components. Further,
each source has a risk weight which must be multiplied with the amount of the
expected cash inflow factor or weight. Details on these specific sub-component and
their related risk weight is described in the attached Prudential Returns (attachment #
2).

Cap on total inflows: In order to prevent banks from relying solely on anticipated
inflows to meet their liquidity requirement, and also to ensure a minimum level of
liquid asset holdings, the amount of inflows that can offset outflows is capped at 75%
of total expected cash outflows as calculated in the standard. This requires that a
bank must maintain a minimum amount of stock of liquid assets equal to 25% of the
outflows.

Total net cash outflows over the next 30 calendar days = outflows — Min {inflows;
75% of outflows}

Stock of High Quality Liquid Assets (A)
Liquidity Coverage Ratio = Net Cash Outflows over the Next 30
days (B1-B2)

= A/B1-B2




C. Net Stable Funding Ratio

C.1 Overview and Objectives

To promote more medium and long-term funding of the assets and activities of a
bank, the Committee has developed the Net Stable Funding Ratio (NSFR). This ratio
establishes a minimum acceptable amount of stable funding based on the liquidity
characteristics of an institution’s assets and activities over a one year horizon. This
standard is designed to act as a minimum mechanism to complement the LCR and
promote structural changes in the liquidity risk profiles of bank to prevent short-term
funding mismatches and move toward more stable, longer-term funding of assets
and business activities.

In particular, the NSFR standard is structured to ensure that long term assets are
funded with at least a minimum amount of stable liabilities in relation to their liquidity
risk profiles. The NSFR aims to limit over-reliance on short-term wholesale funding
during times of buoyant market liquidity and encourage better assessment of liquidity
risk across all on- and off-balance sheet items. In addition, the NSFR approach
offsets incentives for bank to fund their stock of liquid assets with short-term funds
that mature just outside the 30-day horizon for that standard.

The basis of the NSFR as given below is that the amount of Available Stable Funding
(ASF) is more than the Required Stable Funding (RSF) or is a minimum of 100%
over 1 year. In the ASF calculation are the various source of funding represented by
capital, deposits and other sources are multiplied by weight representing the
availability of stable funds (ASF). These range up to 100%.

C.2 Definition of the NSFR

Available amount of stable funding (ASF) >100%
Required amount of stable funding (RSF)

C.3 Available Stable Funding

A. General Notes

Please refer to SAMA's Prudential Return relating to the Net Stable Funding ratio
described in attachment # 2.

The available amount of stable funding is calculated by first assigning the carrying
value (ie prior to the application of any ASF factors) to a bank's equity and
liabilities.

» Bank should report all equity and liabilities to the appropriate columns based on
maturity.

= All sources of funds including Deposits with fixed term should be allocated to the
appropriate columns.



B.

a)

Specific Guidance

Components of Available Stable Funding

Specific ASF factors are documented in the SAMA's Prudential Return concerning
the Net Stable Funding Ratio in attachment 2.

Major Sources of Stable Funding (ASF)

The total amount of capital, including both Tier 1 and Tier 2 as defined in existing
global capital standards issued by the Committee.

The total amount of any preferred stock not included in Tier 2 that has an effective
remaining maturity of one year or greater taking into account any explicit or
embedded options that would reduce the expected maturity to less than one year.

Tier 1 and Tier 2 capital (Basel 1l 2022)

"Stable” (as defined in the LCR) demand and/or term deposits from retail and
small business customers

"Less stable" (as defined in the LCR) demand and/or term deposits from retail
and small business customers

Unsecured and/or subordinated debt securities issued

Unsecured funding from non-financial corporates

Unsecured funding from sovereigns/central banks/PSEs/MDBs

Unsecured Funding from other legal entities (including financial corporates and
financial institutions)

Total ASF

All other liabilities and equity categories not included in the above categories.

4.2.2 Component of Required Stable Funding (RSF)

General Guidance

Specific RSF factors are described in the SAMA's Prudential Return covering the Net
Stable Funding Ratio in attachment 2.

The required amount of stable funding is calculated by first assigning the carrying
value of an institution’s assets to the categories below. The amount assigned to each
category is to be multiplied by an RSF factor and the total RSF is the sum of the
weighted amounts.

Treatment of maturity

* Banks should allocate all assets to the appropriate columns based on their
residual maturity.

* Asset maturities should be treated at their residual maturity or amortisation
schedules rather than behavioural maturities.



Specific Guidance

Each component given below has a specific RSF factors described in SAMA's
Prudential Returns. Major categories of Required Stable Funding (RSF) elements
include the following:

Cash

Gold

Short-term unsecured instruments and transactions with outstanding maturities of
less than one year, of which are:

e Encumbered for periods =1 year

Securities eligible for Level 1 of the LCR stock of liquid assets

e Unencumbered

e Encumbered

Securities eligible for Level 2 of the LCR stock of liquid assets

Equities listed on major exchange, not issued by financial institutions

Corporate bonds, rated A+ to A-

Loans to non-financial corporate clients, sovereigns, central banks, PSEs and
MDBs having a remaining maturity of less than one year

Residential mortgages of any maturity that would qualify for the 35% or lower risk
weight under the Basel Il standardised approach for credit risk

Other loans, excluding loans to financial insitutions, with a remaining maturity of
one year or greater that would qualify for the 35% or lower risk weight under the
Basel Il standardised approach for credit risk

Other loans to retail and small business customers having a remaining maturity of
less than one year

Net derivatives receivables

All other assets not included in the above categories

Conditionally revocable and irrevocable credit and liquidity facilities

Other classifications

10
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