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MARKET RISK REGULATION
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Circular No: 164/2018
Date:29/03/2018
To: All Banks

Subject: Market Risk
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INTRODUCTION
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The Central Bank seeks to promote the effective and
efficient development and functioning of the banking
system. To this end, Banks must have a
comprehensive approach to market risk management,
including Board and Senior Management oversight, to
ensure their resiliency and enhance overall financial
stability.

In introducing this Regulation and the accompanying
Standards, the Central Bank intends to ensure that
Banks’ approaches to the management of market risk
are in line with leading international practices.

This Regulation and the accompanying Standards are
issued pursuant to the powers vested in the Central
Bank under the Central Bank Law.

Where this Regulation, or its accompanying
Standards, include a requirement to provide
information or to take certain measures, or to address
certain items listed at a minimum, the Central Bank
may impose requirements, which are additional to the
list provided in the relevant article.
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OBJECTIVE
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The objective of this Regulation is to establish the
minimum acceptable standards for Banks’ approach to
market risk management, with a view to:

i Ensuring the soundness of Banks; and

ii.  Enhancing financial stability.
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The accompanying Standards supplement the
Regulation to elaborate on the supervisory
expectations of the Central Bank with respect to
market risk management.
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SCOPE OF APPLICATION
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This Regulation and the accompanying Standards
apply to all Banks. Banks established in the UAE with
significant Group relationships, including
Subsidiaries, Affiliates or international branches must
ensure that the Regulation and Standards are adhered
to on a solo and group-wide basis.

This Regulation and the accompanying Standards
must be read in conjunction with the Risk
Management Regulation and Standards issued by the
Central Bank, which establish the requirements for a
Bank’s overarching approach to risk management.
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ARTICLE 1: DEFINITIONS
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1. Affiliate: An entity that, directly or indirectly,
controls, is controlled by, or is under common

control with another entity. The term control as .

used herein shall mean the holding, directly or
indirectly, of voting rights in another entity, or
of the power to direct or cause the direction of
the management of another entity.

2. Bank: A financial entity, which is authorized
by the Central Bank to accept deposits as a
Bank.

3. Board: The Bank’s Board of Directors.

4. Banking Book: Positions in financial
instruments that are expected to be held to
maturity.

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

6. Central Bank Law: Union Law No (10) of
1980 concerning the Central Bank, the
Monetary System and Organization of Banking
as amended or replaced from time to time.
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Central Bank regulations: Any resolution,
regulation, circular, rule, standard or notice
issued by the Central Bank.

Group: A group of entities that includes an
entity (the 'first entity') and:

a) any Parent of the first entity;

b) any Subsidiary of the first entity or of any
Parent of the first entity; and

c) any Affiliate.

Islamie Financial Services: Shari’a compliant
financial services offered by Islamic Banks and
Conventional Banks offering Islamic banking
products (Islamic Windows).

Market risk: The risk of losses in on and off-
balance sheet positions arising from
movements in market prices.

Parent: An entity (the 'first entity') which:

a) holds a majority of the voting rights in
another entity (the ‘second entity");

b) is a shareholder of the second entity and
has the right to appoint or remove a
majority of the board of directors or
managers of the second entity; or

c) is a shareholder of the second entity and
controls alone, pursuant to an agreement
with other shareholders, a majority of the
voting rights in the second entity.

Or;

d) if the second entity is a subsidiary of
another entity which is itself a subsidiary
of the first entity.

Risk appetite: The aggregate level and types
of risk a Bank is willing to assume, decided in
advance and within its risk capacity, to achieve
its strategic objectives and business plan.

Risk governance framework: As part of the
overall approach to corporate governance, the
framework through which the Board and
management establish and make decisions
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about the Bank’s strategy and risk approach;
articulate and monitor adherence to the risk
appetite and risk limits relative to the Bank’s
strategy; and identify, measure, manage and
control risks.

Risk limits: Specific quantitative measures
that must not be exceeded, based on, for
example, forward looking assumptions that
allocate the Bank’s aggregate risk appetite to
business lines, legal entities or management
units within the Bank or Group in the form of
specific risk categories, concentrations or other
measures, as appropriate.

Risk profile: Point in time assessment of the
Bank’s gross (before the application of any
mitigants) or net (after taking into account
mitigants) risk exposures aggregated within
and across each relevant risk category based on
current or forward-looking assumptions.

Senior  Management: The executive
management of the Bank responsible and
accountable to the Board for the sound and
prudent day-to-day management of the Bank,
generally including, but not limited to, the
chief executive officer, chief financial officer,
chief risk officer and heads of the compliance
and internal audit functions.

Subsidiary: An entity (the 'first entity") is a
subsidiary of another entity (the 'second entity")
if the second entity:

a) holds a majority of the voting rights in
the first entity;

b) is ashareholder of the first entity and has
the right to appoint or remove a majority
of the board of directors or managers of
the first entity; or

c) is ashareholder of the first entity and
controls alone, pursuant to an agreement
with other shareholders, a majority of the
voting rights in the first entity.

Or;

if the first entity is a subsidiary of another
entity which is itself a subsidiary of the
second entity.
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Trading Book: Positions in financial
instruments and commodities held either with
trading intent or in order to hedge other
elements of the trading book.
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ARTICLE 2: RISK GOVERNANCE

FRAMEWORK
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A Bank must have an appropriate market risk
strategy and market risk governance
framework that provides a Bank-wide and, if
applicable, Group-wide view of market risk.
This includes policies, processes, procedures,
systems and controls to identify, measure,
evaluate, monitor, report and control or
mitigate material sources of market risk on a
timely basis.

The Board must approve the Bank’s strategies,
policies and processes for the management of
market risk, which must be reviewed annually.

The Board must ensure that the Bank has in
place adequate systems to identify, measure
and manage market risk. Roles and
responsibilities must be clearly articulated and
provisions must be made for adequate
separation of duties and avoiding conflicts of
interest.

The Board must ensure that the Bank has
appropriate market risk management processes
that provide a bank-wide and, if applicable,
Group-wide view of market risk exposure.
These must be consistent with the risk appetite
statement, risk profile, systemic importance
and capital strength of the Bank, take into
account market and macroeconomic conditions
and the risk of a significant deterioration in
market liquidity.

Senior Management must ensure that the
strategy, policies and procedures are developed
and implemented effectively. The Board must
oversee the Senior Management to ensure that
the strategies, policies and processes are
implemented effectively and fully integrated
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into the Bank’s overall risk management
process.

A Bank’s policies and processes must establish
an appropriate and properly controlled market
risk environment, including, at a minimum, the
following items:

a) Effective information systems for
accurate and timely identification,
aggregation, monitoring and reporting of
market risk exposure to the Board and
Senior Management;

b) Appropriate market risk limits consistent
with the Bank's risk appetite, risk profile
and capital strength and with the
management’s ability to manage market
risk and which are understood by and
regularly communicated to, relevant staff;

c) Exception tracking and reporting
processes that ensure prompt action at the
appropriate  level of the Senior
Management or Board, where necessary;

d) Effective controls around the use of
models to identify and measure market
risk and set limits; and

e) Sound policies and processes for
allocation of exposures to the trading
book.

A Bank must ensure that intra-day exposures
are managed within limits established by the
Board-approved market risk policies.

A Bank wishing to establish a trading book
must submit for the Central Bank’s review a
trading book policy statement that specifies
those activities that belong in the trading book.
Any significant change in a Bank’s existing
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1. A Bank’s market risk measurement systems,
monitoring and controls must enable it to
maintain capital adequacy on a continuous
basis and remain within its intra-day and other
market risk limits.

2. An independent review of a Bank’s market risk
measurement system and the overall market
risk management process must be carried out at
least annually, as part of the Bank’s own
internal auditing process, by functionally
independent,  appropriately  trained and
competent personnel.

3. A Bank must capture all transactions on a
timely basis.

4. A Bank’s internal models must be validated
internally by suitably qualified parties
independent of the model development
process, to ensure that they are conceptually
sound and adequately capture all material
market risks.

S. A Bank must have its internal models vaiidated
externally by an independent and suitably
qualified party on a regular basis and, in
addition, on an as-needed basis.

6. A Bank’s back-testing program must consist of
periodic comparisons of its model results with
the realized profit or loss (trading income)
relating to corresponding periods.
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ARTICLE 4: VALUATION

Hg_'&ﬂi 14 Balal)

1. A Bank must have systems and controls to
ensure that the Bank's mark-to-market
positions, whether in the banking book or
trading book, are revalued frequently.

2. A Bank’s valuation process must use consistent
and prudent practices and reliable market data,
or, in the absence of market prices, internal or
industry-accepted models, verified by a
function independent of the relevant risk-
taking business units.
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A Bank that relies on modelling for the
purposes of valuation must ensure that the
model is validated by a function independent of
the relevant risk-taking business units.

A Bank must establish and maintain policies
and processes for considering valuation
adjustments for positions that otherwise cannot
be prudently valued, including concentrated,
less liquid and stale positions.

A Bank must make appropriate valuation
adjustments for uncertainties in determining
the fair value of assets and liabilities.

A Bank operating a trading book must establish
an appropriate valuation methodology and
measurement model.
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ARTICLE 5: CAPITAL
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A Bank must at all times hold appropriate
levels of capital against unexpected losses,
which may arise from its market risk
exposures.

A Bank must ensure that market risk capital
requirements are met on a continuous basis.
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ARTICLE 6: STRESS TESTING
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A Bank must include market risk exposure in
its forward-looking stress-testing programs as
part of its comprehensive approach to risk
management.
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ARTICLE 7: REPORTING REQUIREMENTS
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A Bank must inform the Central Bank of all
significant changes in its market risk
measurement systems and in its market risk
profile.
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2. A Bank must promptly notify the Central Bank
when it becomes aware of a significant
deviation from its Board-approved market risk
limits, policies or procedures, or becomes
aware that material market risks have not been
adequately addressed.

3. Banks must report to the Central Bank on
market risk in the format and frequency
prescribed in the Standards.
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ARTICLE 8: ISLAMIC BANKING
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1. A Bank offering Islamic financial services
must ensure that its comprehensive approach to
market risk management incorporates
appropriate measures to comply with Shari’a
rules and principles and related Shari’a control
functions.
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ARTICLE 9: ENFORCEMENT L aul) 1 salall

1. Violation of any provision of this Regulation 48 el juleall 5 aUail 138 HlSa (g 53 AilAN puiads Nl
and the accompanying Standards shall be (s Sl Giadll ol Lass iy el a2y 4
subject to supervisory action as deemed a3l
appropriate by the Central Bank.

ARTICLE 10: INTERPRETATION OF ALYy wadl 110 Balual)

REGULATIONS

1. The Regulatory Development Division of the
Central Bank shall be the reference for
interpretation of the provisions of this
Regulation.
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ARTICLE 11: CANCELLATION OF PREVIOUS
NOTICES
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1. This Regulation and the accompanying
Standards replace all previous Central Bank
regulations with respect to market risk.
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ARTICLE 12: PUBLICATION AND Ghasdaill g il 272 Balal)
APPLICATION

1. This Regulation and the accompanying  syjsll (4 4 AdLdl uladiy AL 1w i B
Standards shall be published in the Official ixs 4alSal 5o g A pla iV g A yadl 52l Ayana )l
Gazette in both Arabic and English and shall ol A G e e g 0e
come into effect one month from the date of
publication.
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Khalifa Mohammed Al Kindi
Chairman of the Board - Central Bank of the UAE
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	المراسيم الاتحادية 
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	مرسوم اتحادي رقـم (138) لسـنة 2018، بتعيين مدير عام الهيئة الإتحادية للمواصلات البرية والبحرية. (صفحة 44).
	مرسوم اتحادي رقـم (139) لسـنة 2018، بتعيين مبعوث خاص لرئيس الدولة لدى جمهورية الصين الشعبية. (صفحة 45).
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	مرسـوم اتحـــادي رقـم (141) لسـنة 2018، بشأن  تــعــــيين وزيـــر دولـــة. (صفحة 47).
	مرسوم اتحادي رقـم (142) لسـنة 2018، بإنهاء مهام سفير الدولة لدى جمهورية افغانستان الإسلامية. (صفحة 48).
	مرسوم اتحادي رقـم (143) لسـنة 2018، بشأن القيام بمهام سفير للدولة لدى جمهورية افغانستان الإسلامية. (صفحة 49).
	مرسوم اتحادي رقـم (144) لسـنة 2018، بنقل سفير الدولة لدى الجمهورية الفرنسية الى ديوان عام وزارة الخارجية والتعاون الدولي. (صفحة 50).
	مرسوم اتحادي رقـم (145) لسـنة 2018، بتعيين عضو في السلك الدبلوماسي والقنصلي. (صفحة 51).
	مرسوم اتحادي رقـم (146) لسـنة 2018، بإحالة مدير عام الهيئة العامة لأمن المنافذ والحدود والمناطق الحرة الى التقاعد. (صفحة 52).

	القرارات الوزارية :
	من وزارة التغير المناخي والبيئة :  
	قــرار وزيـــر التغير المناخي والبيئة رقـم (335) لسـنة 2018 بشأن تنظيم استيراد الحيوانات الحية ومنتجاتها ومخلفاتها.(صفحة 55) 
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	من مصرف الامارات العربية المتحدة: 
	قرار رئيس مجلس إدارة المصرف المركزي رقم (02./ سك تذكاري / 2018 بشأن اصدار درهم تذكاري بمناسبة الإعلان عن اطلاق منظومة المدرسة الاماراتية. (صفحة 103). 
	نظام الضوابط الداخلية والامتثال والتدقيق الداخلي  INTERNAL CONTROLS, COMPLIANCE AND  INTERNAL AUDIT REGULATION (صفحة 105). 
	 .INTERNAL AUDIT STANDARDS INTERNAL CONTROLS, COMPLIANCE AND (صفحة 119).
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	نظام مخاطر أسعار الفائدة ونسبة العائد في السجل المصرفي   BANKING BOOK REGULATION INTEREST RATE AND RATE OF RETURN RISK IN THE   (صفحة 223).
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	من هيئة الاوراق المالية والسلع: 
	قرار  رئيس مجلس إدارة هيئة الاوراق المالية السلع رقم (27.ر.م) لسنة 2018 بتعديل قرار رئيس مجلس إدارة الهيئةرقم (27) لسنة 2014 الخاص بنظام الوساطة في الأوراق المالية. (صفحة 249).
	قرار  رئيس مجلس إدارة هيئة الاوراق المالية السلع رقم (28.ر.م) لسنة 2018 بشأن اعتماد الإطار التنظيمي للتكنولوجيا المالية (القواعد التنظيمية للبيئة التجريبية). (صفحة 251).
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