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QCB Framework for Domestic Systemically Important Banks

1. Introduction

1.1International regulatory background

In response to the global financial crisis, the Financial Services Board laid out a policy framework
for treatment of Systemically Important Financial Institutions, in the paper titled “Policy Measures
to Address Systemically Important Financial Institutions”, issued in November 2011. Specific to
banking institutions, the Basel Committee for Banking Supervision (BCBS) developed a framework
for global systemically important banks (GSIBs) (“the BCBS GSIB framework”), first issued in
November 2011, with updates in July 2013. Recognising that distress or failure of domestic
systemically important institutions can affect economies and financial systems at a domestic level,
BCBS also adapted the GSIB framework for domestic contexts and issued a principles based
framework for Domestic Systemically Important Banks (DSIBs) (“the BCBS DSIB framework”) in
October 2012.

1.2 Qatar regulatory background

Qatar Central Bank (QCB) is in the process of implementing Basel III for the Qatar banking sector.
To this end, QCB has previously issued the Basel III Pillar I capital adequacy guidelines for both
conventional and Islamic banks in two circulars titled “QCB Implementation Instructions — Basel
I1I Framework” dated January 2014 (hereinafter referred to as the “QCB Basel III Instructions™) .

These QCB Basel III Instructions included the provision (in paragraph 23) for an additional DSIB
Buffer for DSIBs identified by QCB, over and above the minimum capital requirements mandated
by QCB, to be met with Common Equity Tier 1 (CET1) capital.

QCB is now in the process of implementing this DSIB buffer in its move towards full Basel III
Pillar I implementation.

QCB has determined the framework to identify and treat DSIBs after an extensive Quantitative
Impact Study (QIS) (based on December 2013 position) that involved national banks as well as
branches of foreign banks. ‘

This document “QCB Framework for Domestic Systemically Important Banks” (hereinafter
referred to as “QCB DSIB Framework™) details the framework adopted by QCB for the
identification, calibration and treatment of DSIBs in Qatar.

2. Scope of application

The framework defined in this document is applicable to all national banks (both Islamic and
conventional) regulated by the QCB (hereinafter referred to as “banks”) as well as to branches of
foreign banks operating in Qatar regulated by QCB (hereinafter referred to as “foreign branches”).
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3. QCB framework for DSIBs

QCB aims to achieve the following objectives by implementing the QCB DSIB framework for

banks and foreign branches in Qatar:

Identification and designation of DSIBs in Qatar, i.e. identification of banks whose

failure or distress may lead to significant adverse impact on the Qatar banking sector, the

8.1.

financial system and/or the economy.
8.2. Reduction of probability of failure of the identified DSIBs.
8.3.

to achieve, are shown in the figure below:

Kev components of the QOB DSIB

framework

QCB DSIB Assessment methodology
(Section 4)

Reduction in impact of distress or failure of the identified DSIBs.

Identification and designation of
DSIBs (Paragraph 13.1)

Higher Loss Absorbency (HLA)
Capital Requirements (Section 5.1)

Reduction of probability of failure
(Paragraph 13.2)

Capital Planning
(Section 5.3.1)

Reduction of probability of failure
(Paragraph 13.2)

Recovery Planning
(Section 5.3.2)

I
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Reduction of impact of distress or
failure
(Paragraph 13.3)

Increased supervisory
scrutiny
(Section 5.3.3)

Other Regulatory Requirements
(Section 5.3)

Reduction of probability of failure
(Paragraph 13.2)

10. These components of the QCB DSIB framework are detailed in the following two Sections.

The key components of the QCB DSIB framework, mapped to the objectives that they are designed

Objectives
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4. QCB DSIB assessment methodology

QCB has developed and adopted an indicator based assessment methodology to determine systemic
importance of banks in Qatar. In the QCB DSIB assessment methodology, banks are assessed based
on the four bank-specific factors of size, interconnectedness, substitutability and complexity. Each
of these factors are assessed via the use of sub-factors adopted based on an analysis of their
applicability to Qatar economy and banking sector.

4.1 Assessment methodology: factors and sub-factors

13.

14.

15.

16.

17.

The assessment matrix of factors, weighting and sub-factors adopted by QCB is shown below:
Factor Factor Weight % Sub-Factor
Slae 40° Total '
(Consolidated) Yo otal exposures as per Basel III Leverage ratio
Interconnectedness 565 Intra-financial system liabilities
: 0
(Domestic) Intra-financial system assets
OTC Derivatives (nominal amount)
. Total unlisted securities (non-government)
(gm“"l'.;x‘:y # 15%
g Size of overseas branches and subsidiaries
Investments in Associates
Substitutability Total Islamic Financing in Qatar
15%
(Domestic) ° Total Credit Facilities to PSEs in Qatar

The methods of application of each factor and associated sub-factors are detailed below.

4.1.1 Size

In the QCB DSIB assessment methodology, the Size factor will be measured based on the “Total
exposures” of a bank as defined in the Basel III Leverage ratio’. This will cover all on-balance
sheet, off-balance sheet, derivative and securities financing transaction exposures.

4.1.2 Interconnectedness

Interconnectedness relates to contractual relations between banks and other financial institutions
which are the primary means of contagion during times of stress. The QCB assessment
methodology measures interconnectedness by the volume of its “intra-financial system assets” and
“intra-financial system liabilities”.

Financial institutions are defined as any institutions such as, but not limited to banks, insurance
firms, reinsurance firms, brokerage firms, investment firms, investment funds, exchange houses,
finance companies etc.

For the purposes of measurement of these sub-factors, the consolidated exposures of banking
groups to any group entity of a Qatari Financial Institution, whether in Qatar or outside, need to be

! As per the paper titled “Basel il leverage ratio framework and disclosure requirements” issued by the BCBS in January 2014.
5
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18.

19.

20.

21.

22.

23,

24.

25.
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included, as these constitute interconnections that will be consolidated into the Qatar financial
system.

4.1.3 Complexity

Complexity is used as a measure of systemic importance as more complex banks present more
challenges to recovery and/or resolution during periods of stress.

In the QCB DSIB assessment methodology, four sub-factors viz. “OTC Derivatives”, “Total non-
government unlisted securities”, “Investments in Associates” and “Size of overseas branches and
subsidiaries” are used. The “OTC Derivatives” sub-factor excludes simple foreign exchange
transactions such as swaps and forwards that are part of the banking book and used by banks for
hedging purposes. The notional amount of “OTC Derivatives” is used for calculation purposes. For
purposes of measuring the size of overseas branches and subsidiaries, the same measure of “total
exposures” based on Basel III Leverage ratio, as used for the Size factor, is adopted. The market
values of “Total non-government unlisted securities” and “Investments in Associates” are used for
calculation of these sub-factors.

4.1.4 Substitutability

Banks that provide critical services that are not readily replaceable by other banks will create
greater disruption in case of distress or failure. Some banks lack immediate substitutes for the role
they play in the banking sector or the economy and other banks may lack substitutes for the services
they provide.

QCB has adopted two sub-factors viz. “Total Islamic Financing” and “Total Credit Facilities to
PSEs” to capture the impact of lack of substitutability.

The failure or distress of an Islamic bank in Qatar will have a significant impact on the availability
of Sharia compliant banking services due to the fact that conventional banks cannot replace these
services, as per QCB Instructions. “Total Credit Facilities to PSEs” captures the impact of failure of
any particular bank on the services provided to the PSE sector which constitutes a major portion of
financing in Qatar’s economy. For the purposes of the QCB DSIB assessment methodology, PSEs
are defined as per the QCB Basel III Instructions.

4.2Frequency of assessment and disclosure of DSIBs

All banks (including Qatar Development Bank in order to capture the data for the total banking
sector) and foreign branches are required to submit data (data templates provided in Appendix A) to
QCB twice a year at the end of June and the end of December, along with the Financial Statements.
The additional data submitted should be reviewed by the external auditor of the bank and part of the
full audit at the end of each year.

QCB will inform banks after the June submission of the initial indication of their designation or
potential changes to the indication for the following year. QCB will also provide banks with their
final designation and additional capital charges (HLA) after the end of year submission. Designated
banks will be required to meet their minimum capital requirements in full by 31 of December of
the same year or be subject to restrictions on distribution (outlined in paragraph 26 of the QCB
Basel III Instructions).

4.3Changes to assessment methodology

In case of any changes to the assessment methodology, QCB will notify banks of these changes.

6
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5. Treatment of identified DSIBs

5.1Higher loss absorbency capital requirements

One of the principles underlying the implementation of the HLA requirement is that it should be
proportional to systemic importance of the DSIB. Consequently, the additional HLA capital
requirements will be proportional to the systemic importance determined by the QCB DSIB
assessment methodology, indicated by the DSIB score.

The following table outlines the segmentation based on the range of DSIB scores that will be used
for calibration of the HLA capital requirement:

DSIB Segment DSIB Score HLA capital requirement

Segment D 50% and above 3.5%
35% to <50 % 2.5%
Segment C
20% to <35% 2.0%
15% to <20% 1.5%
Segment B
10% to <15% 1.0%
Segment A 5% to <10% 0.5%

Currently no banks have been calibrated to the top segment (Segment D). In case any bank is
calibrated into this segment in the future, an additional segment will be created at the top.

Banks with score below the scale mentioned above will not be considered as DSIBs for the year of
assessment.

For all banks identified as DSIBs, the HLA capital charge prescribed by QCB must be met with
CET1 capital and it will be treated as an extension of the Capital Conservation Buffer. All
restrictions that apply on the breach of Capital Conservation Buffer (outlined in paragraph 26 of the
QCB Basel III Instructions) will also apply upon breach of the effective minimum capital
requirement including the HLA capital charge.

For all foreign branches, if identified as a DSIB by QCB, the treatment will be decided and
communicated on a case by case basis by QCB.
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5.2Implementation timeline

The effective minimum capital requirement including the HLA capital charge for each identified
DSIB will be implemented in a phased manner starting in 1 January 2016 with full implementation
by 1% January 2019.

The effective minimum total capital requirement and CET1 capital requirement (excluding
Countercyclical Buffer but including Capital Conservation Buffer and HLA capital charge) for
DSIBs are as shown in the table below for different levels of the HLA capital charge:

CET1 9.13% 9.75% 10.38% 11.00%
Total 13.13% 13.75% 14.38% 15.00%
CET1 9.00% 9.50% 10.00% 10.50%
Total 13.00% 13.50% 14.00% 14.50%
CET1 8.88% 9.25% 9.63% 10.00%
Total 12.88% 13.25% 13.63% 14.00%
CET1 8.75% 9.00% 9.25% 9.50%
Total 12.75% 13.00% 13.25% 13.50%
CET1 8.63% 8.75% 8.88% 9.00%
Total 12.63% 12.75% 12.88% 13.00%

Banks, in their end of year disclosure (starting December 2015), are expected to disclose their DSIB
status and HLA requirement starting from beginning of 1** January of the following year and also
disclose how their capital ratio after distribution will meet those requirements in full.

5.30ther regulatory requirements
5.3.1 Capital Planning

Capital planning is crucial for effective and efficient management of DSIBs as they are subject to
capital requirements that are higher than non-systemically important banks. BCBS has issued, in
January 2014, a paper titled “A Sound Capital Planning Process: Fundamental Elements” outlining
sound practices for capital planning processes at banks. QCB expects all banks identified as DSIBs
to put in place sound capital planning processes and develop detailed Capital Plans that must be
proportionate to the identified DSIB’s profile and complexity.

5.3.1.1 Objective and scope

Annual submission of Capital Plans to QCB is a requirement for all banks identified as DSIBs. The
Capital Plans for banks should be prepared on a consolidated basis covering the components of
sound capital planning described below. Banks are required to first submit the Capital Plan by the
end of December 2014 and annually thereafter at the end of December. QCB also requires that
banks appoint an internationally recognised firm with sufficient expertise to review the Capital
Plans before submission to QCB. DSIBs are also required to inform QCB the name of the firm

8
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appointed by the bank for the review of its Capital Plan. QCB will separately issue detailed
guidelines with respect to the Capital Plans to be submitted by identified DSIBs.

37. The objective

is to codify QCB’s expectations of the elements of sound capital planning and to

enable the bank’s management and QCB to make informed judgements about the levels, quality and
composition of capital required by banks to support planned business strategies.

38. QCB will review the submitted Capital Plans and communicate any additional requirements or
supervisory measures to banks directly.

5.3.1.2 Components

39. The fundamental components of sound capital planning are:

39.1. Forward looking view:

39.1.1.

39.1.2.

Banks should base their Capital Plans on forward looking business and financial
projections covering a period of at least 5 years in the future.

Another key element of sound Capital Plans is stress testing or scenario analyses.
Such analyses must offer a forward looking view that allows management to obtain
knowledge of potential vulnerabilities that may affect the bank’s capital base.

39.2. Internal control and governance:

39.2.1.

39.2.2

39.2.3.

39.2.4.

39.2.5.

39.2.6.

Banks should detail in the Capital Plan a capital planning process that reflects inputs
from different experts from across the bank, including but not limited to business,
risk, finance and treasury departments.

Banks should design a Capital Plan that is coherent across and adequately reflects
the strategy of individual business lines while tying up with the bank’s firm-wide
strategic planning and capital budgeting.

Capital Plans and the underlying processes and models should be subjected to
independent validation by banks.

Both senior management and the Board of Directors of banks should be involved in
the capital planning process. The Board of Directors must review and approve the
Capital Plans at least annually (or more frequently in case of material changes to the
bank).

The Board of Directors should set forth principles underpinning the capital planning
process. These principles should include the forward strategy of the bank, an
expression of risk appetite and a perspective on striking the right balance between
reinvesting capital and providing returns to shareholders.

Analysis provided in the Capital Plan should inform the capital actions contemplated
by the Board including, for example, decisions related to changes to dividend
policies, stock repurchase plans and/or issue of regulatory capital instruments.

39.3. Capital policy:

39.3.1.

39.3.2.

A capital policy is a written document agreed by the senior management of a bank. It
should specify the principles that management will follow in making decisions on
how to deploy a bank’s capital.

The Capital Plan should include details on how a bank expects, in line with its
capital policy, to maintain ready access to funding, meet its credit/counterparty

9
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obligations and continue to serve as a credit intermediary, during and after periods of
stress.

39.3.3. The capital policy should include several capital/performance metrics such as
Common Equity Tier 1 ratio, Return on Equity, Return on Risk Adjusted Capital,
etc. to allow management to monitor the bank’s condition. Specific triggers, limits
and transparent formal escalation protocols activated upon the breach of these
limits/triggers must be set up for timely decision making.

39.3.4. The capital policy and the Capital Plan should also be linked to and be consistent
with the economic capital policies of the bank and its ICAAP.

39.4. Management framework for preserving capital:

39.4.1. Banks should, as part of the Capital Plan, prioritise and quantify capital actions
available to them to cushion against unexpected and adverse events. Management
should also assess the feasibility of proposed capital actions included in the Capital
Plan, including assessing potential benefits and long term costs and have a high
degree of confidence that the actions can be executed as described.

39.4.2. Actions to maintain capital must be defined clearly in advance as part of the Capital
Plan. Guiding principles must be developed for the determination of appropriateness
of particular actions under different scenarios. The capital planning process should
allow for swift updates to the Capital Plan to allow for better decision making in
changing circumstances.

5.3.2 Recovery Planning

QCB considers Recovery Planning to be a necessary component of a banks’ risk management
framework. The objectives, scope and principles of recovery planning as well as the key
components that should be included in a Recovery Plan are outlined below.

5.3.2.1 Objective and scope

Annual submission of Recovery Plans to QCB is a requirement for all banks identified as DSIBs.
The Recovery Plans for banks should be prepared on a consolidated basis. Banks are required to
first submit the Recovery Plan by the end of December 2014 and annually thereafter at the end of
December. QCB also requires that banks appoint an internationally recognised firm with sufficient
expertise to review the Recovery Plans before submission to QCB. DSIBs are also required to
inform QCB the name of the firm appointed by the bank for the review of its Recovery Plan. QCB
will separately issue detailed guidelines with respect to the Recovery Plans to be submitted by
identified DSIBs.

The objective is to ensure that banks have effective plans in place and do not have to rely on public
funding when dealing with severe financial stress. Effective recovery plans should enable banks to
significantly reduce the likelihood of default and provide comfort to QCB that the bank can
overcome a situation of severe stress and restore their business to a stable and sustainable condition.
5.3.2.2 Principles

The key principles of recovery planning are:

43.1. Banks should not rely on public funding to be available from QCB or from authorities in
other jurisdictions in case of severe stress or default.

10
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43.2. The Recovery Plan should provide a complete list of recovery options available to the
bank to restore financial strength when the bank is under severe stress and the viability of
the bank is threatened.

43.3. The Recovery Plan should reflect the nature, complexity, interconnectedness, level of
substitutability and size of the bank.

43.4. The Recovery Plan is a key document of a bank’s risk management framework and
therefore has to be embedded into the existing risk management framework, updated
annually (or more frequently in case of material changes to the bank) and approved by
the Board of Directors.

5.3.2.3 Key elements

44. A Recovery Plan prepared by an identified DSIB should include the following key elements:

45.

44.1. Structure of the bank

44.2. Stress scenarios

44.3. Recovery triggers and early warning indicators

444, Recovery options

44.5. Communication plan

44.6. Crisis management governance

44.7. Embedding of the recovery plan in overall Risk Management framework
44.8. Mitigation of impediments to execution of Recovery Plan

5.3.3 Increased supervisory scrutiny and other supervisory implications

Identified DSIBs may also be subject to increased supervisory scrutiny in specific areas or on an
overall basis. QCB may, upon its discretion and on a case by case basis, choose to utilise or
implement additional qualitative or quantitative measures including additional reporting for the
treatment of identified DSIBs. These additional supervisory measures, if any, will be communicated
independently by QCB to the relevant DSIB.

11
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