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Introduction d_adia

The Central Bank of the UAE (“CBUAE”) seeks to
promote the continuous development of an effective
and efficient financial system. This regulation and the
accompanying standards are issued pursuant to the
powers vested under the Decretal Federal Law No. (14)
of 2018 Regarding the Central Bank & Organization of
Financial Institutions and Activities and its
amendments.

Each LFI is required to implement a comprehensive
framework to manage the credit risk it acquires to
ensure its financial resilience. In this context, this
regulation establishes the minimum acceptable
practices for credit risk management and provisioning
for LFls.

Where this regulation or the accompanying standards
include requirements to provide specific information, to
take specific measures or to address a specific list of
items ‘at a minimum’, the CBUAE reserves the right to
impose additional requirements to those articulated in
this regulation and the accompanying standards.

This regulation supersedes and replaces the circulars
and notices as set out in Article 17 of this regulation.

The accompanying ‘Credit Risk Standards’ supplement
the regulation and are mandatory and enforceable in the
same manner as the regulation.

Scope

This regulation applies to all LFIs in the UAE that
provide Credit Facilities. In addition, LFIs incorporated
in the UAE with foreign subsidiaries, affiliates, or
international branches, must comply with this
regulation on a consolidated basis. UAE branches or
subsidiaries of foreign institutions must apply this
regulation to their activities in the UAE and their
reporting to the Central Bank.
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Objective

The objective of this regulation is to establish minimum
requirements for LFIs with regard to effective credit
risk management.

Article (1): Definitions

1.1

1.2

1.3

1.4

1.5

1.6

1.7

1.8

Bank: Any juridical person licensed in
accordance with the provisions of the Central
Bank Law, to primarily carry on the activity of
taking deposits, and any other Licensed
Financial Activities.

Board: The LFI's board of directors.

CCO: The Chief Credit Officer of an LFI, this
includes the Head of Credit, or any similar
designation which denotes the highest level of
authority for this role within the LFI.

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

Central Bank Law: Decretal Federal Law No.
(14) of 2018 regarding the Central Bank &
Organization of Financial Institutions and
Activities as amended.

CEO: The Chief Executive Officer of an LFI.

Counterparty Credit Risk: Transactions that
give rise to counterparty credit risk include:
OTC derivatives, exchange-traded derivatives,
long settlement transactions and securities
financing transactions that are bilaterally or
centrally cleared. Counterparty credit risk may
result from (but is not limited to) transactions
with LFIs and corporate entities.

Country Risk: The risk of loss caused by
geopolitical, economic or natural events in a
foreign country. The concept is broader than
sovereign risk because it covers exposures to all
types of obligors in the country, including
individuals, corporates, banks and government
entities. Country risk can have direct and

dagl)

el clllaia) e Sl aa oy Sl Uil s Cangy
hlaal Al sl alad lad el jall A
Oty

el o 2(1) Balal)

AlSal o gar ol e (5 lie) (et (gl rely
oy cpbad oAl padl gl
‘\_\]LA il Lﬁ‘} cé\djj\ éﬁ DA c:t:\_ugiJ

Fuad ) slandl 5 jlal Galae 3000 Gulaa

oty Al da By rped ) QLAY gl
Gl o dal el Al sl !
Adalall e (o siall ) e Aliles dpa s
Al yal) Al shandl Jada ) sall 130 ds siadll

Gl Yl Gigean 1 Ssall Giadl)
‘”5‘)5‘)45\ 3aaiall

o) 05y s el 1 g 38 al Ciaall (il
@ FSoall Caadl Ly 2018 4ad (14) A,
Al 2 L cdllal) a1 g s all adais g

Al slanll 953.\9.\.15\ e ) ;éM\ s )
Al )

O lebaal) i sdiliall dijlall olaiil halia
il s Jiliall ol olas) e ;s )
oy sall 8 A g)ial) CEEEA 5 il y sl
el lalaa s JaY) Al sha 4 el C5lalaas
Leialie o 5 ALl GIL5Y1 G e i)
Ol Jlalie aati My (538 5e ) AU IS
(sl o e ad (1) e Jiiall bl
Sl sall 5 dad el el cliial) e S bas

Glaal e dadill pleall jhlae sJgall Jhlia
RPSEN R WSS S WRUO Y E PRI TEN
Gl bl Sl & seia (g gl sgdall 138
Al 8 cpinall g gl aead clia el aky Y
il g eluangall g 2l 8Y1 Gy 3 Lay (Al
Jsll Shlad o6& of oSy AesSall LSl
(i) phlae e b pble g 53 bl <l il

1-1

2-1

3-1

5-1

6-1

7-1

8-1

4




1.9

1.10

1.11

1.12

1.13

indirect impacts on credit risk, market risk,
operational risk, reputational risk and several
other risk types. Country risk also covers
transfer risk, i.e. the risk that an obligor is not
able to convert local currency into a foreign
currency, thereby reducing its ability to repay its
debt in foreign currency. Such risk arises from
foreign exchange restrictions imposed by the
government in the country of the obligor.

Credit Facility (“Facility”): Any legal
agreement that gives rise to financial
obligations or commitments that are legally
binding or perceived to be legally binding on
one of the parties in a transaction. In the context
of this regulation, credit facilities should be
understood in the broad sense as credit exposure
via any financial instrument, including amongst
others, on-balance sheet credit facilities, capital
market instruments, receivables, off-balance
sheet contracts including but not limited to
guarantees/letters of credit, as well as
Counterparty Credit Risk arising from over-the-
counter derivatives contracts and securities
financing transactions including Shari’ah
compliant facilities.

Credit Risk: The potential loss arising from the
likelihood that a borrower or counterparty fails
to meet its obligations in accordance with
agreed terms of a lending agreement.

Credit Risk Mitigation (“CRM”): Cash flows
derived from liquidation of collateral and other
sources that may be utilised to mitigate against
financial loss as described in this regulation and
the accompanying standards.

CRO: The Chief Risk Officer of an LFI this
includes the Head of Risk, or any similar
designation which denotes the highest level of
authority for this role within the LFI.

Days-Past-Due (“DPD”): A payment is
considered past due if it has not been made by
its contractual due date. The days-past-due is
the number of calendar days that a payment is
due, i.e. the number of days for which a
payment is late.
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1.14

1.15

1.16

1.17

1.18

1.19

1.20

1.21

1.22

Default: As defined in Article 6 of this
regulation and the accompanying standards.

Deferrals: A payment is considered deferred if
it has not been made on or by its contractual due
date with the formal agreement of the LFI to
delay the single instalment.

Group of Connected Counterparties: as
defined in the Central Bank’s Large Exposures
Regulation.

Interest: For the purpose of this regulation and
the accompanying standards, the treatment of
‘interest’ used for conventional finance applies
to ‘profit’ used for Islamic finance unless an
exception from the Central Bank and the Higher
Shari’ah Authority is obtained for Shari’ah
compliance purposes.

Islamic Financial Services: Shari‘ah compliant
financial services offered by Licensed Financial
Institutions that conduct all or part of their
activities and businesses in accordance with the
Islamic Shari’ah  (“Islamic Financial
Institutions” or “IFIs”).

Lending: For the purpose of this regulation, the
treatment of ‘lending’ used for conventional
finance also apply to ‘financing’ used for
Islamic finance.

Licensed Financial Institutions (“LFI”): as
defined under the Central Bank Law.

Obligor: Individual or entity or group of
entities that have a Credit Facility with the LFI.

Parent and Subsidiary: An entity (the ‘first
entity') is a parent of another entity (the 'second
entity’) if any of the below requirements are
met:

1.22.1  The first entity holds more than 50%
shareholding in the second entity;
1.22.2 The first entity holds more than 50%

of the voting rights in the second
entity;
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1.23

1.24

1.25

1.26

1.27

1.28

1.22.3  The first entity 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;

The first entity 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

The second entity is a subsidiary of
another entity which is itself a
subsidiary of the first entity.

1.22.4

1.22.5

Past Due: A financial asset is past due when an
Obligor has failed to make a payment when that
payment was contractually due, that is if any
part of the contractual Interest and/or principal
payment (or the debt due in case of IFIs’ debt-
based structures) is not met on time. The
number of days past due is non-cumulative,
where the most recent payment cures the earliest
contractual breach.

Purchased or Originated Credit Impaired
(“POCI”): Credit Facility that is already
impaired at the time when it is purchased or
originated.

Related Parties: The Group and its controlling
shareholders, members of the Board and Senior
Management (and their Relatives) and persons
with control, joint control or significant
influence over the LFI (and their Relatives).

Relatives: The individual's parents, siblings and
children.

Repayment: For the purpose of this regulation,
the requirements applied to “repayment” in the
context of conventional finance also apply to
“payment” in Islamic finance context. The
timing of such repayment is called the
repayment structure. In many cases Interest
and/or a charge to the principal balance is added
in exchange for lending/financing services
and/or to cover the time value of
money/compensation for the exchange.

Restructured Credit Facility: As defined in
Avrticle 8 of this regulation.
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1.29

1.30

1.31

1.32

1.33

1.34

Retail Obligor: For the purpose of this
regulation, retail obligors refer to individuals to
whom Credit Facilities are granted to satisfy
that individual’s personal needs. It also includes
SME, small business Credit Facilities for which
Credit Risk is managed by the LFI using similar
methods as applied for personal Credit
Facilities. If this is not the case, then SME will
be classified as wholesale.

Risk Appetite: The aggregate level and types
of risk an LFI 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
about the LFI's strategy and risk approach;
articulate and monitor adherence to the Risk
Appetite and Risk Limits relative to the LFI'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 LFI's aggregate Risk Appetite to
business lines, legal entities or management
units within the LFI or group in the form of
specific risk categories, concentrations or other
measures as appropriate.

Risk Management Function: Collectively, the
systems, structures, policies, procedures and
people that measure, monitor and report risk on
an LFl-wide and, if applicable, group-wide
basis.

Risk Profile: Point in time assessment of the
LFI's risk exposures aggregated within and
across each relevant risk segment based on
current or forward-looking assumptions.
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1.35

1.36

1.37

1.38

1.39

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

Significant Increase in Credit Risk
(“SICR”): Material deterioration in credit-
worthiness of a Credit Facility since its initial
recognition as articulated in Article 7 of this
regulation.

Small to Medium sized Enterprise (SME):
includes small, micro and medium businesses,
provided that the businesses meet the thresholds
of employee headcount and turnover, as defined
by the Federal Cabinet Resolution No. 22 of
2016 which sets out the Small to Medium sized
Enterprise definition for the purposes of Federal
Law No. 2 of 2014 or any subsequent
amendments to the Federal laws defining an
SME.

Stages: Stages are employed to classify Credit
Facilities according to their current and
expected credit worthiness.

Wholesale: Any Obligor that is not considered
a Retail Obligor as defined in this regulation.
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Article (2): Credit Risk Governance

2.1

2.2

2.3

2.4

2.5

2.6

The Board must approve and regularly review
the LFI’s Credit Risk management strategy and
significant policies and processes for the
identification, = measurement,  evaluation,
monitoring, reporting, control and mitigation of
Credit Risk, including Counterparty Credit
Risk, in a manner that is consistent with the
Board-approved Risk Appetite.

Branches of foreign banks must comply with
this regulation. Where this regulation refers to
the Board of the LFI, branches of foreign banks
may apply the requirement either with respect to
the Board of their head office or with respect to
the Senior Management of their head office,
which has the oversight of the foreign branch.
The Central Bank may, at its discretion, require
that all or some of the requirements are met with
respect to the Board of the head office.

The Board must ensure that the Risk
Governance Framework is appropriate to the
Risk Profile, nature, size and complexity of the
LFI's business and structure. This includes a
proactive and forward-looking oversight of the
management of people, policies, processes,
procedures and systems to identify, measure,
monitor, report, control and mitigate Credit
Risk on a timely basis, covering all exposures.

The Board must oversee management to ensure
that the Credit Risk management strategy and
governance is effectively implemented and
fully integrated into the LFI’s overall risk
management process.

The Board must ensure that the Risk
Governance Framework includes a delegation
matrix that articulates the roles and
responsibilities for the approval of Credit
Facilities, whereby facilities that are material,
particularly risky or not aligned with the LFI’s
core activities must be approved by the Board.

The Board must ensure that the LFI has policies
for the classification of exposures, the
determination of provisions and for the
management of problem exposures and write-
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2.7

2.8

2.9

offs. These policies must be approved and
regularly reviewed by the Board, and the Board
must oversee management to ensure that these
policies are effectively implemented.

The Board must ensure that it obtains
information and reporting with sufficient detail
on the LFI’s Credit Risk at an appropriate
frequency throughout the year.

The Board must ensure that credit decisions are
made free of conflicts of interest and on an
arm’s length basis.

The Board remains ultimately accountable for
the appropriate management of Credit Risk,
notwithstanding  specific  responsibilities
delegated to Senior Management.

Article (3): Credit Risk Management Framework

3.1

3.2

3.3

3.4

LFIs must implement an adequate, well-
documented and effective Credit Risk
management framework consisting of policies,
processes and controls that comprehensively
cover the acquisition and management of Credit
Risk. This framework must be consistent with
the Board-approved Risk Appetite of the LFI
and the Risk Profile, systemic importance and
capital strength of the LFI.

The framework must cover all the key steps of
the Credit Risk lifecycle, including, but not
limited to, origination, underwriting, approval,
monitoring, portfolio management, recovery
and provisioning.

The Credit Risk management framework must
include a robust methodology for the early
identification and appropriate measurement of
credit losses that meets the minimum
requirements as set out in the accompanying
standards to this regulation.

The Credit Risk management framework must
ensure the effective data aggregation,
identification,  measurement,  monitoring,
reporting, control and mitigation of Credit Risk.
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3.5

3.6

3.7

3.8

3.9

The framework must ensure that significant
sources of concentration risk and exposures
with low levels of credit-worthiness are
specifically addressed, and that proper risk
management and risk mitigating processes are
in place.

The framework must be supported by
documented policies and procedures and clearly
defined roles and responsibilities.

The Credit Risk framework must ensure an
effective  credit  administration  process
supported by comprehensive and robust
information systems for the accurate and timely
identification, aggregation and reporting of
Credit Risk exposures to the Board and Senior
Management on a regular basis is in place.

The framework must also ensure that the LFI
implements policies to identify, manage and
report on exceptions to policies governing
Credit Risk management. Such policies must
specify the process to grant exceptions and
ensure the involvement of Senior Management
or the Board when necessary.

The framework must also be designed to
identify and monitor the risk factors that could
lead to a deterioration in creditworthiness or
Default of their Obligors.

Article (4): Credit Risk Oversight Functions and
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Each LFI must have a credit review function
headed by the CCO that is responsible for the
prudent acquisition of Credit Risk arising from
all products types across the LFI.

For Wholesale Obligors, the function must
review individual transactions in order to assess
the specific Credit Risk of facilities, in
accordance with Article 5 of this regulation
focusing on credit underwriting.

For Retail Obligors, the acquisition of Credit
Risk must be controlled and governed at
minimum at portfolio level.
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4.2

4.3

4.4

Each LFI must have an independent Credit Risk
Management  Function within  the risk
management function headed by the CRO to
conduct adequate and continuous oversight of
the acquisition and management of Credit Risk.
This function must safeguard the LFI from
acquiring Credit Risk that is not within the
LFI’s Risk Appetite, is not in accordance with
the LFI’s policies, or may otherwise present a
threat to the LFI.

While the Credit Risk Management Function
must not have any decision-making role in the
acquisition of Credit Risk, the Credit Risk
Management Function must nevertheless have
the power and responsibility to veto credit
proposals where necessary, including but not
limited to instances where the Risk Limits are
or risk being breached.

The internal audit function, compliance
function and external audit function must have
an active role in the control and oversight of
Credit Risk throughout the LFI.

Article (5): Credit Underwriting

5.1

5.2

5.3

LFIs must implement a comprehensive
underwriting process for the acquisition of
Credit Risk, consistent with the strategy of the
LFI. This process must ensure a thorough
understanding of the risk profile of Obligors.

The underwriting process must be supported by
adequate policies and procedures covering the
key components of the decision process,
including, but not limited to, (i) governance of
credit approval, (ii) credit limits, (iii) due
diligence and financial information from the
Obligor, (iv) methodology for Credit Risk
analysis, (v) collateral and risk mitigation, (vi)
credit file documentation, and (vii) legal
documentation.

The credit underwriting policy must incorporate
risk-return discipline consistent with the LFI’s
Risk Appetite and strategy. Appropriate Risk
Limits must be defined at an adequate level of
granularity.
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5.4

5.5

LFIs must limit their reliance on external credit
assessment. Where external ratings or external
credit analysis are employed for a credit
decision, LFIs must nevertheless develop their
own independent view of the Credit Risk
associated with their exposures.

Credit underwriting policies must cover the
approval of (i) new exposures, (ii) renewal and
(iii) refinancing of existing exposures. The
policy must ensure a thorough understanding of
the risk profile and characteristics of the
borrowers and counterparties driving the
performance of these exposures. In the case of
securitisations, this includes a thorough
understanding of the risk profile of both the
underlying assets and the structured investment
vehicle.

Article (6): Definition of Default

6.1

6.2

6.3

6.4

6.5

A Default is considered to have occurred with
regard to a particular Obligor when at least one
of the following events have taken place: (a)
non-payment and/or (b) unlikeliness to pay.

Non-payment

Non-payment is considered to have occurred
when a material credit obligation to the LFI is
Past Due for a period greater than 90 days.

Overdrafts are considered Past Due once the
Obligor has breached a contractual or internal
limit, or has been advised of a limit smaller than
the current outstanding.

Unlikeliness to pay

Unlikeliness to pay is considered to have
occurred when it is unlikely that the Obligor
will pay its credit obligations to the LFI in full.

For the purpose of the evaluation of the
unlikeliness to pay, LFIs must establish and
document a set of criteria and early warning
signals. The early identification of decline in
creditworthiness must be based on both
financial and non-financial indicators.
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Article (7): Significant Increase in Credit Risk

7.1

7.2

7.3

The LFI must assess and document regularly
whether the Credit Risk of a financial
instrument has increased significantly since its
initial  recognition. The identification of
Significant Increase in Credit Risk (“SICR”)
must be done in accordance with accounting
standards and the LFI’s internal policy on SICR
- and must incorporate the requirements set out
in this regulation and the accompanying
standards.

The presence of SICR must be used by the LFI
to determine the classification of facilities and
their associated provisioning.

LFIs must implement a process and develop a
methodology to determine if an SICR has
occurred, for all types of Obligors. The process
and criteria for the identification of SICR must
be linked to and consistent with the
identification of unlikeliness to pay.

Article (8): Restructuring

8.1

8.2

8.3

8.4

LFIs must develop and implement a process
supported by policies and procedures to
appropriately identify, implement and manage
Restructured Credit Facilities. The
Obligor/Credit Facility must be correctly
classified in accordance with the criteria
articulated in Article 9 on classification and
provisioning.

The requirements on the classification of
exposures continue to apply throughout and
after the restructuring process, including the
related provisioning requirements set out in
Article 9 of this regulation.

The restructuring process must be subject to
robust internal oversight and be reviewed by
internal audit on a regular basis.

Branches of foreign banks may have processes
for the oversight of the restructuring process at
head office level. Therefore, they may adopt

olaiy) Jhaldia A 4 a sad) Bali 3l 5(77) Balal)

Gisy ol o Aad ) Ll i)l e cany
) Llaad) culS 13 L cakiiia gad e
LAY dia Ay e s 5ab ) calaw a8 Al slaY
3 A sadl 33l 31 s G o) g s Led Y
Al s Anlaall el Gaay Lyl halas
5ol 5l Aaalal) alalall dad ) Al slasd
Oy Ol ag WaS (e Talie 84 2 sal)
Oyl hlie b dasall sl aaas
bl s o lgde  ageaidl cildlid)

Aialadl el

axaind () el pall Al sl e gy
g g die (lait¥l Hhalde 84 1 sall 33l )
oo e by Ly Ol Capad oyl

fulee ok o Aad el Ll sl e s
i gp o) 3330 S 13 Lo yond Amge 30
G RS Jady Loy ecion 5 (L) hlaa b
5ol 31t e s dulee 0585 O i Ciaaal
pie sy AL e a1 SR g3 A sal

e Adia 5 olandl Jlaial

1-7

2-7

3-7

A _<ugll sals) 1(8) Balal)

ik s 3k o dad Al el e g
Leil<n deall Ayl CObgnl)  aaadl dglee
Aleall oda (5505 aBDhe s e il 5 laduaii g
Caaal o O gy Silabi s Sle) sl Aa e
Aiaall callail) 138 (30 (9) 83kl A leple (ja gaiall

b dgihe Gl il Caiat Glllaie a3
Gl @l 8 Loy Alell salc) dlec Cic
b Ll a gaiall Alall culd Clhaadall o <3
) Adail) 138 (e (9) B3l

Sl ol Y Al sale) e gl O
c?.hlm);;ujs c\.@_'ia;\)aeﬁo\g__\;:ucé:}h)ogﬁn
I 35 U8 e

e G e T Y1 gl g g il o)
et ) Sl (5 e e Al sale) dlee
Alalae dhy Ll dldie) g5 5l odgd g cadle

1-8

3-8

4-8

15




alternative equivalent measures of oversight of
the restructuring process which will be subject
to supervisory review and approval by the
Central Bank.

8.5  For the purpose of this regulation, restructuring
events are categorised into two distinct groups:

8.5.1  Distressed restructuring: where any of
the terms of a Credit Facility are
amended in a context of financial
difficulty of the Obligor.

8.5.2  Non-distressed restructuring: where
any of the terms of a Credit Facility are
amended in the absence of current
financial distress of the Obligor.

Article (9): Classification and Provisioning

Classification principles

9.1 Each LFI must establish a process to assess,
monitor and classify each Credit Facility or each
portfolio of facilities according to its current and
expected credit-worthiness. This classification
must form the basis for proactive Credit Risk
management, risk mitigation and provisioning.

9.2  LFIs must adhere to the classification Stages as
set out in the accompanying standards, or
maintain a classification system that is mapped
to the categories required under the
accompanying standards.

9.3  The classification process must be documented
based on the provisioning policy approved and
regularly reviewed by the Board or, in the case
of branches of foreign institutions, the Board of
the head office or the senior management
committee of the branch.

Provisioning

9.4  All LFIs must implement a process to estimate
and document provisions associated with each
Credit Facility in all Stages and in all credit
portfolios, supported by sufficient
organisational resources, in compliance with
this regulation and the accompanying standards.

9.5  The provisioning process must be documented,
organised and approved by Senior Management
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9.6

9.7

9.8

and the Board, and fully integrated into the
LFTI’s overall risk management process.

The policies and processes related to
provisioning must ensure that provisions and
write-offs are timely and reflect realistic
repayment and recovery expectations, including
appropriate expectations about future credit
losses.

The methodologies and levels of provisions and
write-offs must be subject to an effective review
and validation process by a function
independent from the relevant risk-taking
function.

Restructured Credit Facilities

LFIs must pay particular attention to the
classification of Restructured Credit Facilities
as per the additional requirements articulated in
the accompanying standards.

Article (10): Credit Risk Mitigation

10.1

10.2

10.3

LFIs may account for the presence of CRM
when determining the appropriate level of
provisions, but only to the extent permitted as
per the accompanying standards.

LFIs must have appropriate mechanisms in
place to regularly assess the value of Credit Risk
mitigation, such as guarantees, credit
derivatives and collateral, and adjust the level of
provisions where necessary.

The valuation of collateral must reflect the net
realisable value, taking into account prevailing
market conditions and the time and cost
required for realisation.

Article (11): Portfolio Management and Internal

Reporting

111

LFIs must ensure that Credit Risk acquired
through underwriting, refinancing and other
mechanisms is fully monitored, reported and
managed.
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11.2

11.3

The processes for portfolio management,
underwriting and restructuring must be
organized such that information from each
process informs the other processes.

The monitoring process must include processes
to ensure that funds are used in accordance with
the facility legal agreement of each Obligor.

Article (12): Non-Performing Assets and Write-Off

12.1

12.2

12.3

LFIs must establish a strategy to manage non-
performing assets and avoid maintaining
elevated stocks of non-performing assets. This
strategy must be approved and regularly
reviewed by the Board, and be achieved by
maximising recoveries and implementing
timely write-offs. The strategy must be fully
embedded into the management process of the
LFIs and be the subject of regular reviews.

When the LFI has no reasonable expectation to
recover the full or part of a facility exposure as
per the terms of the legal agreement, it should
undertake a full or partial write-off of that
exposure.

The LFI must ensure that write-offs are timely
and reflect realistic payment and recovery
expectations.

Article (13): Credit Risk Models

13.1

13.2

LFIs must have methodologies and analytical
solutions to measure, analyse and categorise
Credit Risk and compute the associated
provisions. LFIs must be able to analyse Credit
Risk at several granularity levels including
Credit Facility level, Obligor level, segment
level and portfolio level in order to identify
credit concentration risk.

Where an LFI makes use of models for decision
making, it must comply with separate modelling
standards and guidance issued by CBUAE.
Each LFI must demonstrate that its models are
fit for purpose and adequately calibrated to
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effectively support the associated risk and
business decisions.

Article (14): Counterparty Liability

This regulation and the accompanying
standards, including the requirement to apply
haircuts or to not account for certain CRM for
the purposes of calculating provisions, or to
partly or fully write off exposures, do not reduce
or extinguish the liability outstanding of the
counterparty, and are without prejudice to the
counterparty’s liability and the ability of LFIs to
fully exercise and enforce their rights with
regard to any form of CRM (including
collateral).

Article (15): Enforcement and Sanctions

15.1 Violation of any provision of this Regulation
and any accompanying Standards may be
subject to supervisory action and administrative
& financial sanctions as deemed appropriate by
the Central Bank.

15.2  Supervisory action and administrative &
financial sanctions by the Central Bank may
include withdrawing, replacing or restricting the
powers of Senior Management or members of
the Board, providing for the interim
management of the Bank, imposition of fines or
barring individuals from the UAE banking
sector.

Article (16): Interpretation of Requlation

The Regulatory Development Department of the
Central Bank shall be the reference for interpretation of
the provisions of this Regulation.

Article (17): Cancellation of Previous Circulars and
Notices

This regulation repeals and replaces the following
Central Bank regulations, circulars and notices:

17.1  Circular No. 28/2010 regarding “Regulations
for Classification of Loans and their
Provisions”;

17.2 Clarifications and Guidelines Manual for

Circular 28/2010;
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17.3 Notice No. 130/2016 dated 28/04/2016
regarding “Write-off of Fully Provisioned Non-
Performing Loans”;

17.4 Notice No. 458/2018 dated 30/04/2018
regarding “Final Guidance Note on IFRS 97;

and any related guidance and amendments.

Article (18): Publication and Effective Date

This Regulation shall be published in the Official
Gazette in both Arabic and English and shall come into
effect one month from the date of publication.
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Khaled Mohamed Balama
Governor of the Central Bank of the UAE
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