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Chapter 1: Definitions: -

1) QCB Qatar Central Bank

2) Department Banking Supervision Department

The International Convergence of Capital Measurdénien
Capital Standards — A Revised Framework, popularly
known as Basel Il Framework relating to calculating
capital adequacy, issued in June 2004 as updatiedita
most recent document issued in June 2006, and pther
related documents/guidance notes issued by Basel
3) Basel Il Framework Committee from time to time.
Reference in this Instructions relating to Basel| Il
framework would be “International Convergence opita
Measurement and Capital Standards - A Revised
Framework, Comprehensive Version issued in Jun&200
This document is available on www.bis.oogder Base
Committee publications.

The components of capital retained to meet potenmsiaof
all sorts would be constituted of three tiers.
Core Capital (Tier 1)
Comprises of
Permanent shareholders’ equity (paid-up capital) +
legal reserve + general reserve + retained earnings
Less
4) Capital Adequacy
» Treasury sharefbank’s own shares purchased)
* Goodwill arising through consolidation of
subsidiaries, merger or combination of business.
» Current year’'s cumulative net losses which are

reviewed and audited by external Auditors
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Tier 2

Comprises of
Fair value reserves (positive fair value subjed586

discount) + risk reserve + General reserves (stitpeg
maximum of 1.25% of total risk weighted assets) +
Subordinated debt (limited to the maximum of 50% of
Tier 1. Please see detailed guidelines for raising

subordinated debt in the Annex)

The total of Tier 2 elements of capital will be ited to

a maximum of 100% of the total Tier 1 elements.

Tier 3
Comprises of
Short-term subordinated loans to meet market riisk ¢
original maturity for a period of two years maximum
such that their balance will not exceed 250% afltot
Tier 1 capital required for supporting market riske
minimum conditions for Tier 3 capital are:

e Be unsecured, subordinated and fully paid-up,

* Has an original maturity of at least two years

* Not repayable or redeemable before the agreed
repayment date and without the prior approval of
QCB,

e It should be subject to lock-in clause which
stipulates that neither interest not principal rbay
paid, even at maturity, if the minimum capital
adequacy ratio falls below the prescribed limd, i.
10%.

* |t should not contain restrictive clauses.
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Limits of Tier 3

» Tier 3 capital will be limited to 250% of bank’s
Tier 1 capital that is required to support market
risk. Accordingly a minimum of about 28.5% of

market risk needs to be supported by Tier 1 cap

The aggregate of total of Tier 2 & 3 will not exceg
100% of total Tier 1 capital.

Deductions from Capital

* Deductions pursuant to “Scope of Application” o
Basel Il framework, will be 50% from Tier 1 &
50% from Tier 2 capital.

* While deduction from Tier 1 & 2 at 50% each,
bank should ensure that in case Tier 2 is not
sufficient to deduct the required amount, such
amount (s) may be deducted from Tier 1 capital

Limits of Tier 2 & 3, based on Tier 1 will be contpd
after deduction of goodwill and treasury shares befiore

deduction of investments.

ital

=2

5) Standardized
Approach

The endorsed approach by Qatar Central Bank
calculation of capital adequacy with respect taditresk
and market risk and the Basic Indicator Approach

operational risk.

for

fo

6) Government

Comprises all the state ministries, organizationsl
departments that are related financially :

administratively.

a

and

7) Gowt.
Establishments

Establishments or organizations fully owned by sftate
and independent financially and administrativelyd dhat

have separate balance sheets.

8) Semi-Govt.

Establishments in which the state is subscribinga& or

Tenth Edition
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Establishments

more.

9) Development Banks
(MDBs)

These are multilateral banks having high rating$ satisfy
the criteria provided by the Basel Committee un
Paragraph 59 of the Framework at page 21. These s\
carry risk weight equivalent to zero per cent.

der
IDB

10) Int'l Rating
Establishments

The ratings agencies are establishments that it
worthiness in terms of stability and capability settle
obligations in accordance with the conditions dtped by
QCB.

The eligibility criteria governing rating agenciesuld be
applied in accordance with paragraphs 90 to, Jges

27 — 31 of the Basel Il framework.

)

11) Banking Group

A bank, its branches, subsidiaries, and associfiéiates
inside and outside Qatar.

12) Subsidiaries

Companies, in which the bank subscribes to theitaieby

50% or more in each company.

13) Associates

Companies in which the bank subscribes to theiitalapy

20% or more, but less than 50% in each company.

14) Retall loans

Retail Loans include consumer loans, credit d
receivables, small loans given to individuals amadalks
business facilities. The maximum aggregate limitfoch

loans to a single entity is 2.5 million Qatari Rg/a

ard

15) Mortgage loans

Loans that are granted by the bank to its customvarsh
are secured by the collateral of residential prigpetich
is either self occupied or is generating rentalome,

provided it is wholly mortgaged in favour of thenia

16) Loans secured by
mortgage of

commercial real estate

Mortgage loans granted by the bank to its customts

real estate mortgage collateral of commercial estdte.

17) Overdue Loans

Loans which are overdue for more than 90 days
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18) Trading Book

Book that incorporates all financial investment doales
with intent to trade. A trading book would theref
constitute all investments held for trading andilatée for

sale.

19) Banking Book

The book that incorporates all the financial investt
balances retained till maturity date, and also
investments in subsidiaries and associates, anatladr

assets and liabilities that are not part of thdiitrg book.

20) Small Enterprises

Institutions with a balance sheet not exceeding Q®
millions. This is only an indicative limit to enabbanks td

exercise their judgment.

Dr

the
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Chapter 2: Prudential Norms on Capital Adequacy

Scope of Application

* The capital adequacy norms shall be applicablél tmaéional banks, both on
a solo and a consolidated basis.

* The capital adequacy shall be calculated accortirigasel 1l on the level of
the bank and its branches on one hand, and oevkEdf the whole group on
the other hand.

* The capital adequacy ratio shall not be less tHa# in pursuance of the

instructions of QCB at all times.
Investments in banking, securities & other financidentities

* Majority-owned or-controlled banking entities, setias firms and other
financial entities (more than 50% equity intere$typuld be fully consolidated.

» Significant minority investments (more than 20% kegs than 50% equity
interests) in banking, securities and other finanentities, banks will have a
choice to:

o Either consolidate their investments in these congsaon a
pro-rata basis, subject to the approval of QCB. QuB
consider such requests on a case-by-case basis, OR

o Deduct the entire amount of investments from thpitah
funds (50% from Tier 1 and 50% from Tier 2)

Equity investments of 20% and below should be wsighted at 100%.

* Any reciprocal cross holding of bank capital ofdthg incorporated banks will

be deducted from capital.
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Significant investments in Commercial entities

* In case of significant minority or majority investmts in commercial entities
the following threshold levels will be applied:

0 Investments higher than 15% of the bank’s capfital individual
significant investment in commercial entity and 6@¥the bank’s
capital for the aggregate of such investments al included for
consolidation. The amount to be deducted will ket thortion of the
investment that exceeds the materiality level iatid above.
Investments below this threshold level will be ng&ighted at 100%.

Investments in Insurance subsidiaries

* Investments in excess of 20% in an insurance estibyuld be deducted from
bank’s capital base. In case of investments leas tr equal to 20%, the

exposure should be risk weighted 100%

Deductions of investments made pursuant to thee&sobppplication of the Basel
Il framework, the deductions will be 50% from Tigrand 50% from Tier 2.
Wherever, Tier 2 capital is insufficient for suakddiction of investments pursuant
to this section, such shortfall in Tier 2 may bedwaged from Tier 1.

B) Method of filling in capital adequacy (Prudental) Return

data entry for the on -balance sheet items:

Table (1)

Credit risk

Incorporation of balances in the balance sheefhe first column of this table has to
be filled in for the on-balance sheet items anebatince sheet items according to the
monthly data. The off-balance sheet items have edilked as per the period of

exposure indicated in this table.
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1) Claims on Qatar
Government and

Qatar Central Bank:

In local and foreign currency: direct credit facilitieg
are to be posted under this item in addition
government securities / treasury bills along W
balances at Qatar Central Bank, and will attrasit

weight equivalent to zero per cent.

2) Claims on GCC

governments

All direct credit facilities, debt securities a

treasuries representing claims on sovereigns of G

countries will attract 0% risk weight.

3) Claims on Governmental
Establishments (PSESs)

To post under this item claims in local and forej

currencies of PSEs incorporated in the State o0&
and also in GCC which will be risk weighted at z
per cent. In case the funding is in foreign cucker

then risk weight of 20% will be applied.

Claims on commercial entities owned by GC

sovereigns or public sector entities (PSES)
operate as commercial organizations shall be g
as claims on corporates and assigned risk we
based on the corporate credit quality rating asslg
by a recognised rating agency if available. Othsew

such claims may be risk weighted at 100%.

to
ith

that
ate
ight

)n

4) Claims on other
governments and central

banks

To post under this item claims’ balances whethat
be in the national currency of the country or irefgn

currencies, and take into account risk weight

corresponds with the risk weight of the creditngti

for the country.

th

that

To post under this item claims’ balances whethe
local currency or in foreign currencies, and apjak
weight equivalent to zero per cent. Banks are regu

to refer to Basel Committee’s list of MDBs eligih

rin

e
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5) Claims on multilateral
development banks (MDBS)

for 0% risk weight. The list is subject to revisiog

the committee from time to time. The eligibility

criteria for 0% risk weight of MDBs is as per thg
given under paragraph 59, page 21 of Base

framework.

6) Banks

Claims on banks should be assigned risk weight

per Option 2 of the Basel Il framework (Para 63jea
22). A preferential risk weight corresponding toeon

category higher, subject to a floor of 20%, may
applied to claims whose original maturity period

three months or less.

7) Claims on Corporates

Claims of corporates should be risk weighted as

the ratings assigned to them by the credit rat

agencies. To post under this item claims

companies and also claims on semi forg

se

S as

be

per
ng
on

ign

governments establishments and securities companies

which are not subject to the supervisory and

organizational arrangements that correspond wigh

arrangements stated in Basel Il framework with

th
the

exception of the claims balances on small companies

and to exclude deferred profits balances (for I&tam

banks and commercial banks that have Isla

branches) from the claims balances on companies,

Notwithstanding the above the ratings assignecby
recognised rating agencies, for the time beingag
been decided by QCB that claims on corporates
attract risk weight equivalent to 100%.

Claims on securities firm will be treated as claioms
banks provided these firms are subject to supenyi
and regulatory arrangements comparable to t

under Basel Il framework. Since there are curre
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no comparable supervisory and regulatory

arrangements for such firms in the State of Qaier
claims on securities firms will be risk weighted

claims on corporates.

8) Retail Loans

A) Personal loan: To incorporate under th
item claim balances on all personal loans
also claims on small companies (total Iq
amount not exceeding QR 2.5 millions) with
risk weight equivalent to 75%.

B) Mortgage loans To incorporate under th
item claim of all loans guaranteed

residential and personal real estate mortg

with a risk weight equal to 75%.QCB would

evaluate the preferential risk weight based
the default experience of these exposures.

C) Loans secured by mortgage of commercia
real estate To incorporate under this ite
claim balances on all commercial mortga
loans with risk weight equal to 100%.

D) Other retail loans: to incorporate under th
item all retail loans balances which have
been posted under the previous items
these have to be assigned a risk weight e
to 100%.

as

and
an

Ia

S
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on

I
m
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not
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9) Overdue Loans

To incorporate under this item balances of theaad
after excluding the determined provisions,
suspended interest and the deferred profits, peoM

that the risk weight is determined as follows:

the
id

- If the determined provisions are less than 20% of

the outstanding loan balance, the risk weight is
at 150%.

- If the determined provisions range from 20%

pu

to
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50% of the loan outstanding balance, then the
weight is calculated at 100%.

- If the specific provisions are more than 50%
the loan outstanding balance, then the risk we

is determined at 50%.

risk

of
ight

10) other assets

To

incorporate the following under this item :

A) Cash includes cash balances at the b
whether in local or foreign currency, the ri
weight is computed at zero per cent.

B) Gold: to incorporate under this item the gq
balances owned actually by the bank 4
under its disposal, the risk weight equates 2
per cent.

C) Cash items under collection: To include
under this item all cash items in the proces
collection, and will be risk weighted at 20%.

Others: under this item to incorporate other ass

balances in the monthly position along with fix

assets, will be risk weighted at 100%.

ank
sk

ld

and

rero
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Chapter 3: Data entry for the Off - Balance Sheettems:

The following items would be incorporated in ac@nrde with the defined sectors and

as previously stated in data entry on the balaheetstems:

1) The unutilized part of

the credit facilities:

To incorporate under this item all unutilized cte
facilities granted to clients and divided as pee
tenor (less than a year / more than a year)

2) Documentary Credits

To incorporate under this item the uncovered péat

the documentary credits of all types.

3) Performance Bond

To incorporate under this item the uncovered pét
performance bond balances.

4) Other Guarantees

To incorporate under this item the uncovered péat

all other guarantees balances

5) Interest Rates Contracts

They are financial derivative contracts to meegrnest
rate risk. To incorporate under this item derivat
positions whether for the purposes of trading ar
the banking book, and it will be posted under th
columns as follows: less than a year, from one @
two year, and more than two years; with regarg
balances for more than two years, they will be ¢ab
in a detailed manner each separately in spg
separate table.

\Y
fo
ree
ar

| to
St

acial

6) Exchange Rates

Contracts

They are financial derivatives contracts to m
exchange rate risk and balances of derivati
whether for purposes of trading or for banking b
are incorporated under three columns as follonss
than a year, from one year to two years, and n
than two years; as for balances for more than
years, they will be incorporated in a detailed nean

each separately in a special independent table.

eet
Ves,

Dok

nore

two

S
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Chapter 4: Data entry in table no. (2)

Vide this table the contingent liabilities balan@e processed through convers
factors in respect of each of the various itemea@ated with the bank’s operatio
from table no. 1 to be converted to direct creidit s0 as to conform with the iten

on the balance sheet as outlined in the followatjet -

Description conversion
factor

1- Unutilized part of the credit facilities

- less than a year 20%

- more than a year 50%
2- Documentary credits 20%
3- Performance bonds 50%
4- Other guarantees 100%
5- Interest rates contracts

- less than a year 0.5%

- from one to two years 1%

- more than two years (increases each year by) 1%
6- Exchange rates contracts

- less than a year 2%

- from one to two years 5%

- more than two years (increases each year by) 3%
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Chapter 5: Data entry in table no. (3)

Table No. 3 incorporates the total of on-balanceeslitems and off-balance sheet

items, taken from Table 1 & 2. Credit conversiontdas are applied to off-balan

sheet items in Table 2. Adjustments for credit nskigation are incorporated to

arrive at the net exposure after application otlitrask mitigation. The risk weight
as applicable will be applied to the net expostwesgrrive at risk weighted assets |

credit risk.

Eligible collaterals for credit risk mitigation
The following collaterals are eligible for recogait as credit risk mitigate under tt

simple approach:

o Cash, as well as certificates of deposits,

o Guarantees

o Other bonds / debt securities / Islamic Sukuksther value guaranteed a
having at least BB- rating when issued by Goverrtroe®SEs in the State
Qatar & GCC

o Bonds / debt securities issued by other Statesi\gavrating of AAA to AA-

o0 Debt securities rated and having at least BBBnagatissued by banks or oth
entities and

0 Debt securities with at least A-3/P-3 rating fookterm debt instruments

o Equity stocks listed on Doha Stock Market; recogadi$Stock Exchanges
GCC; and those listed in the main index of inteorat! stock exchanges.

- In case of equities taken as credit risk mitigat®0% haircut is to b

applied on the market value of shares to arrivk@amount of eligible

collateral.
Provided these instruments are reevaluated on a ménly basis.
0 A 10% haircut will be applied to securities in figre currency, except thos

issued in the currency of GCC and US.

[92)

or

ne

er

14

e
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Chapter 6: Data entry in table no. (4)

1- Market risk calculation (Standardized Approach): -

Market risk comprises the following risks: -
1/1 Interest rates risk related to the financiatiaments that are incorporated
in the trading book.
1/2 Risk of equity instruments positions relatigetthe financial instruments
incorporated in the trading book.
1/3 Risk of foreign currency exchange rate at tekb
1/4 Commodity positions risk at the bank
1/5 Option contracts risk
2- Banks’ Board of Directors must set up a policy @assifying investment
portfolio into the trading and banking book, and portfolio classified as held
to maturity in addition to laying down policies thensure compliance with
this policy, provided the bank will not shift fromne portfolio to another
without the approval of Qatar Central Bank.
3- In order to determine the required capital to meearket risk, banks must
comply with the items outlined in table (4) relafito calculation of market
risk in the following manner: -
3/1- The specific risk is the risk of exposureldeses incurred by negatiye

changes of debt instruments or securities as dt refstactors relating to thg

117

issuer of the financial instruments.
3/2 General Market risk is the risk of exposuréoses resulting from

negative variations in market rates.

2- Interest Rate Risk -table (4-A-1)
The instruments covered by interest rate risk @#estiatively (but not

(exhaustively) the following:
2/1 Government Bonds / Securities
2/2 Commercial bonds
2/3 Deposit certificates
2/4 Treasury bills

2/5 Securities of floating interest rate
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In accordance to these instructions, the requitguital must be calculated to

cover interest rate risk for all interest rate poas relating to the items at the

trading portfolio, both in respect of on & off bake sheet items, except 1

interest rate risk relating to option contractstesy are calculated in market risk

table no. 4A.4
The required capital to cover interest rate rigkresents the total of the capi

that is required to cover the specific and genmalket risk.

3- Specific Interest Rate Risk

3/1 Upon measuring the capital required to covectig risk in respect of bot

the long and short position, netting could be cateldi between them only for tf

positions with identical issues. The financial rastents are deemed identi¢

when the issuer party source is one, and also whey possess the sar
preferential rights in case of liquidation, and whthe currency used, th

distributions, and the date of maturity are ideadtic

3/2 The specific risk that are related to the esemrates’ position for the iten
incorporated in the balance sheet, whether it vegsesenting long positions

short positions would be calculated as follows

or

al

=)

e

al

e

3/2/1 The market value for the debt instrument ecHjr risk charge outlined i
the market risk table and which is classified adowag to the counterparties bas
on the remaining period of the financial instrumtartor in case of fixed intere
rate or for the remaining period for settlementedaft the interest in case of t

variable interest rate instruments.

3/3- Calculate the capital required to cover thectr risk for derivatives contracts

in the following manner:

3/3/1- Derivatives like interest rate swaps, forveate agreements (FRAS), foreign

exchange contracts etc. are not subject to speudiket risk

3/4- To incorporate total market value (total abs®lalues for the long and short
positions) for financial instruments to be detaitbeded on the party committed for

settlement. In this connection, it is worthwhileréder to the following: -

3/4/1- State of Qatar’s financial instruments iskureRiyals and foreign currencies
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also of GCC countries will be risk weighted at zpeocent.

3/4/2- Other State’s financial instruments in oaél currency to countries with

classification ranging from A- to AAA, its risk wgit would be zero, whereas the

countries with classification less than A, and hsgsied financial instruments in thei

national currency, would get the treatment of thmricial instruments issued
foreign currencies, and would then get the riskgiveaccording to int’l classificatio

for each country.

=

n

4- General Interest Rate Risl

4/1- The general interest rate risk applies to pib&tions pertaining to the interest

rates in the trading portfolio on and offarece sheet items.

4/2- To begin with, the bank must gauge the exténiis exposure to general interg
rate risk by adopting the method of maturity date.

2St

4/3- To calculate the capital necessary for cogegeneral interest rate risk as per t

maturity method, the bank must first specifgturity periods for each curren
and distribute the long and short positions wité market value on the time perio
and according to the coupon interest rate as statihg market risk table.

he

ds

4/4- Opposite positions, whether actual or notipney be omitted from the maturi
ladder provided they originate from the same issille identical amounts and do n

include the different issues even if issued bysiéume party.

And the banks may exclude swap, forward and futyrerations and contracts a
forward rate agreements for the positions of idehtissues. And to clarify method

computing general interest rate risk, we stagefolowing:

Ly

4/5- The market value is to be distributed forfadancial instruments in the tradir
portfolio, along with the remaining instruments egpd to the interest rate risk (suU
as the derivatives) over the zones and the timegsestated in the market risk tal
no. 2 (pertaining to the general interest rate) résid the long and short positions
to be presented separately.

g
ch

e

are

4/6- Values of the long and short positions arbdamultiplied by risk coefficients t

come up to the long and short positions risk wedhtith risk weights.
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4/6/1- Reciprocal positions for each time period: -

To be expressed in positive values, which is taptarhto the risk weighted lon

positions in a specific time period or the absoltue for the risk weighted shart
positions in the same tenor, whichever is less, iitdvas processed with the time

period for only a long position or short positidghen the reciprocal position for this

time period would equal zero.

g

4/6/2- Non-reciprocal positions for each time perid: -

Resulting from net long risk weighted positions dne short risk weighted positions

for each time period.

4/6/3- Risk weighted reciprocal positions as per thzone

For every time period inside the zone, there wal &ther a non-reciprocal rig
weighted position resulting from a long position mon-reciprocal risk weighte
position generated from a short position; for eache, the following is to be take

into account:

k

o

2N

Total of risk weighted non-reciprocal long posisopertaining to the zone or il
absolute value for total of risk weighted non-reegal short positions, whichever
less.

is

In case all the time periods inside the zone caontang positions only or sho
positions only, zero value will be recorded on g¢ineunds that it is the risk weighte

reciprocal position for the zone.

It
xd

4/6/4- Risk weighted non-reciprocal positions zonedise

Total of long, short and risk weighted positionshaiisk weight for each zone is tl

non-reciprocal risk weighted position for this zone

ne

4/6/5- Reciprocal risk weighted positions betweerones: -

Specification of the risk weighted reciprocal pmsit between each two zones

conducting a regular reconciliation between thk weighted non-reciprocal positic

by
n

for a zone against that pertaining to another zgraje of them is long and the other

is short, then comparison for the absolute valae=arried out, and post whichever
less; whereas if the risk weighted non-reciproeaijions for each of the two zone

only long or only short, then zero value would barked.

Total of capital required to cover general markeerest rate risk represents total

is

is

of

the absolute values for the following: -
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Total of absolute value for the reciprocal risk glged positions in all time10%
periods

Risk weighted reciprocal positions in zone (1) 40
Risk weighted reciprocal positions in zone (2) 30
Risk weighted reciprocal positions in zone (3) 30
Reciprocal positions between the two zones (1) )& (2 40%
Reciprocal positions between the two zones (2) )& (3 40%
Reciprocal positions between the two zones (1) )& (3 100%
The absolute value for net risk weighted non-rexpl positions for the threel00%
zones

)
)
)

5- Equity instruments risk — table 4-A-2

To apply the capital required to cover the risktiog equity instruments on g
positions of these securities incorporated in tadihg portfolio with the exception ¢
long positions in option contracts. And these unsients are represent
illustratively, not exhaustively, in the following:

5/1- Common shares

1]
Df

5/2- Transferable securities which can be treatedquity instruments

5/3- Depository receipts (must be transferred sttares and classified according

the country issuing these shares)

5/4- Any other instruments with equity charactérstor where the bank envisag

that it bears its risk.

es

5/5- Equity instruments derivatives or the derivesi of above mentione

instruments.

d

To calculate the capital required for covering ggumstruments risk, you have
classify firstly these instruments as per the couimt which each instrument is liste
and with regard to the instruments listed in mdranta country, one country
chosen, and the option must be used in a consistamher.

The capital necessary to cover the equity instrumeisk represents total of th

following values: -

[0

is

ne

5/5/1- The capital necessary to cover the speasic at the rate of 8% of the tot
absolute values for all the equity instruments fpmss generating from long or sha

transactions including the derivatives contractswated for each country separate

al

Y.
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5/5/2- The capital required to cover general marisit at the rate of 8% of the tojal
r

absolute values for the net equity instrumentstpos calculated for each coun

separately.

y

Netting could be conducted between the reciproosaitipns for equity instruments ¢
identical market indices in each country, whichldgeequity instruments positiof
resulting from buying or selling operations, on @hthe capital required for coverir

specific risk and the general market risk wouldapplied.

1S

19

To calculate the specific risk and the general mtarisk, the derivative contrac
positions should be transformed into equity inse&ats positions according to ti

following:

s

5/5/2/1- Forward and future contracts related toitggnstruments would be records

at the market prices for an equity instrument

D
o

5/5/2/2- Future contracts associated with shareepindices would be recorded

the market value.

at

5/5/2/3- Swap contracts relating to equity instratn@re treated as two positions

investments.

or

6- Exchange rate risk — table 4-A-3

Requirements of capital necessary for covering axgh rate risk to be applied on

exchange rate risk related to all bank activitied gold.

all

To calculate the capital required covering excharaje risk, the position of eac

foreign currency and also gold is to be conventd Qatari Riyal.

h

To exclude net US dollar position upon calculating capital required covering tt
exchange rate risk due to the fixed exchange ratkeoUS dollar against the Qatza

Riyal.

ne

The capital necessary to cover exchange rateemlesents 8% of the following:

6/1- Total of positions resulting from net long p@ns or net of short position

whichever is bigger.

Uy

6/2- Net gold position whether resulting from adamr short position.

Net position for each foreign currency and gold trepresent total of the following

values:
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6/2/1- Net current position represents total assenus total liabilities including
interest and due charges evaluated in the interudecency.

6/2/2- Net forward and future position (total naetue of forward and future contragts
in addition to currency swap contracts which widt ioe incorporated in the net spot

position for currencies)

6/2/3- Net future revenues and expenses whicha@rdue yet and are fully covered

All positions (spot, forward & futures) must be eated according to the prevailing
rates by applying spot market rates, and conselyutenitire currencies positions are
not to be evaluated by using forward exchange ratesew of the fact that they

reflect variations of the prevailing interest rates
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Chapter 7 : Capital charge for operational risk:

To begin with, banks in Qatar shall compute thatahpequirements for operation
risk under the Basic Indicator Approach. Qatar @#riBank will review the capitd

requirement produced by the Basic Indicator Appindac general credibility.

The Basic Indicator Approach

Banks using the basic indicator approach must bafital for operational risk equ
to the average over the previous three years dfea percentage (denoted alpha)
positive annual gross income. Figures for any yeawhich annual gross income
negative or zero should be excluded from both thmerator and denominator wh

calculating the average.

gross income is defined as under :

Net interest income plus net non-interest incomas lintended that this measuy
should: (i) be gross of any provisions (e.g. fopaid interest); (i) be gross
operating expenses, including fees paid to outsugireervice provideran contrast
to fees paid for services that are outsourced, feegived by banks that provic
outsourcing services shall be included in the digdin of gross income(iii) exclude

realised profits / losses from the sale of seagitn the banking bookealised profits

/ losses from securities classified as "held toumst', which typically constitute

items of the banking book , are also excluded fitmendefinition of gross inconand
(iv) exclude extraordinary or irregular items asllwas income derived fron

insurance.

Banks are advised to compute capital charge foratipeal risk under the Bas
Indicator Approach as explained under:
*Average of [gross income * alpha] for each of thst
three financiabyg, excluding years of negative or

zero gross income

of

is
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* Gross income = net profit (+) provisions &
contingencies (+) operating expenses (—) profit sae of
htm investments () income from insurance (-) extiaary

[ irregular item of income (-) loss on sale of hitmestments
*  Alpha = 15 per cent

As no specific criteria for use of Basic Indicafgoproach are set out in the Base
framework, banks using this approach are encouragecomply with the Base
Committee’s guidance oBound Practices for the Management and Supervision of

Operational Risk, February 2003.

Data entry in operational risk table — table (5)

The table has to be filled in for the following paulars to arrive at the Gross Incon
net interest + provision & contingencies + opemgtaxpenses (-) realized profit
losses from sale of securities in HTM categorye¢draordinary or irregular items
income (-) income from insurance (-) collectionaofy previously written-off loans @
income derived from disposal of real estate etinduihe income

This will enable arriving at the gross income as e definition of Gl given by

Basel Committee.

e:

=

With regard to Islamic banks and Islamic branches dommercial banks, n¢

operation revenues are to be established afteruding the share of absolute

investment deposits from net profit & loss.

Tenth Edition Banksdxth 2008



Part (XII) - Tables, Forms and Filling In Instructi ons

Chapter 8: data entry in capital adequacy accountable —table (6)

Vide this table the items eligible for capital fun@s required by QCB will b

incorporated in the Table. As for fair value resera discount of 55% will be applie

to the difference between the book value and thikehaalue to reflect the potenti

e
2d

al

volatility in this form of unrealized capital. Th&ould be applied on an aggregate

net-basis (portfolio wise) for the purpose of céting Tier 2 capital. The sam
discount factor is to be applied on the asset aidthe difference between the mar
value and book value for the purpose of calculatigky weighted assets. The geneg
risk reserve should not exceed 1.25% of the riskhted assets.
The total risk weighted assets are determined blyiptying the capital requirement
for market risk and operational risk by 10 (i.ecipeocal of the minimum capital rat
of 10%). Credit risk is already risk weighted hemmed not be multiplied by th

factor.

e
Ket

ral

e
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ANNEX 1

Detailed guidelines for issuing subordinated debt

Banks’ Capital Raising Options — Subordinated termdebt

Subordinated term debt comprises all conventionabaured borrowing instruments
subordinated to all other liabilities of the bardcept the share capital as recognised
under Qatar regulations. To be eligible for inamsiin Tier 2 capital, these
instruments will be limited to a maximum of 50%7Taér 1 capital, and should fulfill

the following minimum criteria:

1. Maturity: The subordinated debt must have a minimum termmaturity of

over five years;

2. It should befully paid-up;

3. Subordination: The term of the debt agreement should ensurehbatlaims
of the lender are fully subordinated to those @ timsubordinated creditors.
The subordination provisions should meet the foilmacriteria:

* The claims of the subordinated creditors should taehind those

of all unsubordinated creditors.

* To the extent possible, creditors should waiverthights to set off
amounts they owe the bank against the subordiraatenints owed
to them by the bank.

* The only events of default should be a) non-paymantany
amount due and payable (principal and interest)amger the debt

agreement, and b) the winding up of the institutotthe borrower.
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* The remedies available to the subordinated credttine event of
default in respect of the subordinated debt showddnally be
limited to:

a. Petitioning for winding up of the institution or &h
borrower.

b. QCB feels that there should be no blanket righsue for
unpaid amounts because this might enable suboedinat
creditors to obtain full payment through the cowt®rtly
before the bank goes into liquidation, thus redgitive cash
available to depositors. However, if it is legalhypossible
to limit the remedies available to lenders to thessted
above, the lender may have the right to sue foraighp
principal which is due and payable under the debt
agreement, provided the bank has an option to defer
repayment for at least six months after the cotiedc
repayment date. The bank should also have theropsio
defer interest payments until a dividend is paicrébver,
an event of default should not accelerate the delihe
sense of weakening the subordination provisions or
permitting repayment outside a winding-up.

c. The debt agreement should expressly exclude akroth
remedies. A bank should always provide the QCB with
written confirmation that it has received a legglinton
from its legal advisor stating that these subortibma

requirements have been met.

4. Applicable Law: The debt agreement should normally be subject @atari
Laws. Other laws are acceptable, but only wheigenecessary for the success
of the issue. In cases where the debt is issuedrunarseas law, QCB should
be satisfied that adequate degree of subordinaonbe achieved under the
overseas law. The issuing bank should obtain aniapiin this regard from

reputable and experienced lawyers in the conceraedtry.
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5. Trigger clauses: The debt agreement should not contain any clausehwh
might require early repayment of the debt (e.gssmefault clauses, negative
pledges and restrictive covenants), or which migtake the debt more
expensive (i.e. a clause which leads to an increasige interest paid on the
debt under certain circumstance). This is withaejyzlice to the right of the
lender to petition for winding up of the borrower the event of borrower’s
failure to meet his debt servicing obligations.

6. Repayment: The debt agreement should not provide for a putoopt
exercisable by the lenders. It can, however, peyite bank with the call
option for early repayments, which can only be esedd with the QCB’s
prior written agreement. QCB will only agree whérds satisfied that the
bank’s capital will remain adequate for at leasb tyears after repayment.
Note holders should be made aware of the restnstom early repayment,
either through the loan agreement, or in the affruments or through other

appropriate means.

Prior to agreeing to early repayment the bank shpubvide the QCB with its
capital plan showing that its capital will remairboge the minimum
prescribed level after repayment, and that itkelyi to remain so for at least

two years.

7. Amortisation: During the last four years to maturity, a cumulatiscount
(or amortization) of 20% per year will be appli¢d reflect the
diminishing value of these instruments. Calculatad percentage eligible

for inclusion within supplementary capital shadl llased on the following:

Remaining Term to Maturity Percentages
From 4 to less than 5 years 80

From 3 to less than 4 years 60

From 2 to less than 3 years 40

From 1 to less than 2 years 20

Less than 1 year 0

Tenth Edition Banksdxth 2008



Part (XII) - Tables, Forms and Filling In Instructi ons

8.

Step-ups: There are two methods of treating subordinated defbich
includes a step-up, which a bank should adopt:

* Where the sum of all possible step-ups is no nmuse 60 basis points in
the first ten years of the issue or not more thad lasis points over the

whole life of the issue, the debt may be treatedtats original maturity.

* Issues with step-ups of more than 50 basis paintisd first ten years of an
issue, or more than 100 basis points over thedifan issue should be
treated as term debt which matures at the datstéipeup is triggered.

The limits on step-ups are cumulative and appljéoall-in cost of debt to the
bank. QCB objects to high step-ups as they can nsaksank’s capital
expensive and defeats the very rationale of ndingathe issue. Further,
subordinated debt to be eligible for inclusion e tapital base, no step-up is

to be allowed in the first five years.

Banks should discuss proposed step-ups with the @CRlvance to ensure
that the same meet the above criteria. At timdkading rate debt issue may
provide for a change of benchmark interest ratemfome standard to another
(e.g. from a T-bill rate to a LIBOR rate) in cadefailure to exercise the call.
The QCB will take into consideration whether anglsghanges in reference
rate constitutes an excessive step-up. Similari@BQuill like to consider
issues containing embedded options, e.g. issuesinomg options for the
interest rate after the step-up to be at a margar the higher of the two (or
more) reference rates, or for the interest ratihénprevious period to act as a
floor. The inclusion of such options may adversaigct the funding cost of

the borrower, and indirectly imply a step-up.

Banks can raise, with the approval of their Boastbordinated debt as Tier 2 capital,

subject to the above terms and conditions provithedl total supplementary capital

shall not exceed 100% of the Tier 1 capital.
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