
~\ t;; 

JL.l\ ~,~ ~LiS 

t~~I a~I ~~I .::.IJL..~I j~ 

CENTRAL BANK OF THE U.A.E. 

Regulations re 
Capital Adequacy 

I 



~L.....i~I J_.,~ 
Table of Contents 

Subject ~ t~_,...31 
Pa!!e 

2 
, 

.1i.. INTRODUCTION " Q 

OBJECTrVE 3 u~I 

SCOPE OF APPLICATION 3 Ja, b'ill J~ , . 

Article (1) Definitions 3 .:.aU,_;a:i ( 1) o JLA!I 

Article (2) Quantitative Requirements 4 ~I .:.a~I (2) oJLA!I 

Article (3) Capital Components 5 JLA!I U"i.J .:.alffi,. (3) oJLA!I 

Article (4) Regulatory Adjustments 7 ¼l.!)1 ~.lLl.!I (4) oJLA!I 

Article (5) Capital Conservation Buffer 8 JLA!I U"i.J ~~ ~ (5) oJLA!I 

Article (6) Countercyclical Buffer 9 ~.;J.l.11 .:.a~I ~ ( 6) o JLA!I 

Article (7) Domestic Systematically 9 4,-Uilll ~'JI .:.i\j ~I ~.Aul (7) oJLA!I 
Important Banks 

Article (8) Disclosure Requirements 9 c~"i' .:.a~ (s) 0JLA11 

Article (9) Transitional Arrangements 10 4~'¥1 .:.a~~I (9) oJLA!I 

Article (I 0) Reporting 12 j,1,_;ulll ~J (10) oJLA!I 

Article (11) Interpretation 12 ~I (11) oJLA!I 

Article (12) Publication & Application 13 ~IJ ~I (12) oJLA!I 

Page I 1 1~ 



Regulations re Capital Adequacy 

Circular No.: 52/2017 

Date: 23 February 2017 

To: All Banks 

Subject: Capital Adequacy 

INTRODUCTION 

The Central Bank seeks to promote the effective and 
efficient development and functioning of the 
banking system. To this end, banks are required to 
manage their capital in a prudent manner. It is 
important that banks' risk exposures are backed by a 
strong capital base of high quality in order to 
contribute to the stability of the financial system of 
the UAE. 

In introducing these Capital Adequacy Regulations, 
the Central Bank intends to ensure that banks' 
capital adequacy is in line with revised rules 
outlined by the Basel Committee on Banking 
Supervision in 'Basel III: A global regulatory 
framework for more resilient banks and banking 
systems', commonly referred to as 'Basel III ' . These 
Regulations are supported by accompanying 
Standards, which elaborate on the supervisory 
expectations of the Central Bank with respect to 
capital adequacy requirements. 

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

Where these Regulations, or their 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 listing provided in the relevant 
article. 
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OBJECTIVE 

The objective of these Regulations is to establish 
minimum capital adequacy requirements for banks 
with a view to: 

I. 

II. 

Ensuring the soundness of banks; and 

Enhancing financial stability. 

SCOPE OF APPLICATION 

These Regulations and the accompanying 
Standards apply to all banks. Banks must ensure 
that these Regulations and Standards are adhered to 
on the following two levels: 

i. The solo level capital adequacy ratio 
requirements, which measure the capital 
adequacy of an individual bank based on 
its standalone capital strength; and 

11. The group level capital adequacy ratio 
requirements, which measure the capital 
adequacy of a bank based on its capital 
strength and risk profile after regulatory 
consolidation of assets and liabilities of its 
subsidiaries. 

Article (1): Definitions 

I. Bank: A financial institution which is 
authorized by the Central Bank to accept 
deposits as a bank. 

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

3. Central Bank Law: Union Law No ( I 0) of 
1980 concerning the Central Bank, the 
Monetary System and Organization of Banking 
as amended or replaced from time to time. 

4. Terminology used in these Regulations: As 
defined in the Basel III capital framework, for 
example ' Basel III: A global regulatory 
framework for more resilient banks and 
banking systems' published by the Basel 
Committee for Banking Supervision in 
December 2010 and revised in June 2011. 
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Article (2): Quantitative Requirements 

I. Total regulatory capital comprises the sum of 
the following items: 

1. Tier I capital, composed of 
a. Common Equity Tier I (CETl) 

and 
b. Additional Tier I (AT I); 

ii. Tier 2 capital. 

2. All regulatory capital components referred to 
in Article 2.1 are net of regulatory adjustments. 
A bank must comply with the following 
minimum requirements, at all times: 

1. CETI must be at least 7.0% of risk 
weighted assets (R WA); 

ii. Tier I Capital must be at least 8.5% of 
RWA; 

iii. Total Capital, calculated as the sum of 
Tier I Capital and Tier 2 Capital, must be 
at least 10.5% ofRWA. 

3. Based on the outcome of the Supervisory 
Review and Evaluation Process conducted by 
the Central Bank, a bank may be subject to an 
additional capital add-on, also referred to as 
individual supervisory capital guidance 
requirement (SCG). Banks concerned must 
comply with the individual SCG requirement, 
set by the Central Bank 

Article (3): Capital Components 

I. CETI capital comprises the sum of the 
following items: 

1. Common shares issued by a bank which 
are eligible for inclusion in CETI; 
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ii. Share premium resulting from the issue of 
instruments included in CETl; 

iii. Retained earnings; 

iv. Legal reserves; 

v. Statutory reserves; · 

v1. Accumulated other comprehensive 
income and other disclosed reserves; 

vii. Common shares issued by consolidated 
subsidiaries of a bank and held by third 
parties, also referred to as minority 
interest, which are eligible for inclusion in 
CETl ; 

viii. Regulatory adjustments applied m the 
calculation of CET I. 

2. ATl capital comprises the sum of the 
following items: 

3. 

1. Instruments issued by a bank which are 
eligible for inclusion in ATl and are not 
included in CET I ; 

11. Stock surplus, or share premium, resulting 
from the issue of instruments included in 
ATI; 

111. Instruments issued by consolidated 
subsidiaries of the bank and held by third 
parties which are eligible for inclusion in 
ATI and are not included in CETI; 

1v. Regulatory adjustments applied in the 
calculation of ATl. 

Tier 2 capital comprises the sum of the 
following items: 

1. Banks using the standardized approach for 
credit risk: general provisions/general 
loan loss reserves up to a maximum of 
1.25 % of credit RW A; 
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4. 

5. 

ii. Perpetual equity instruments, not included 
in Tier I capital; 

iii. Share premium resulting from the issue of 
instruments included in Tier 2 capital; 

1v. Instruments which are eligible for 
inclusion of Tier 2; 

v. Perpetual instruments issued by 
consolidated subsidiaries, not included in 
Tier I capital; 

vi. Regulatory adjustments applied in the 
calculation of Tier 2. 

Profit-sharing investment accounts must not be 
classified as part of an Islamic bank's 
regulatory capital as referred to in Article 2 of 
these Regulations. 

Investment risk reserves and a portion of the 
profit equalization reserve (PER), if any, 
belong to the equity of investment account 
holders, and thus must not be used in the 
calculation of an Islamic bank's regulatory 
capital. As the purpose of a PER is to smooth 
the profit payouts and not to cover losses, any 
portion of a PER that is part of the Islamic 
bank's reserves must not be treated as 
regulatory capital as referred to in Article 2 of 
these Regulations. 

Article (4): Regulatory Adjustments 

1. The following regulatory adjustments must be 
applied to CETI capital: 

i. 

ii. 

iii. 

iv. 

v. 

Goodwill and other intangibles; 

Deferred tax assets; 

Cash Flow hedge reserve; 

Gain on sale related to securitization 
transactions; 

Cumulative gains and losses due to 
changes in own credit risk on fair valued 
financial liabilities; 
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2. 

vi. Defined benefit pension fund assets and 
liabilities; 

v11. Investments m own shares, or treasury 
stock; 

viii. Reciprocal cross holdings in the capital of 
banking, financial and insurance entities; 

ix. Investments in the capital of banking, 
financial and insurance entities, that are 
outside the scope of regulatory 
consolidation and where the bank does not 
own more than I 0% of the issued 
common share capital of the entity; 

x. 

xi . 

Significant investments in capital of 
banking, financial and insurance entities 
that are outside the scope of regulatory 
consolidation; 

Threshold deductions. 

For the following items, which under Basel II 
were deducted 50% from Tier 1 and 50% from 
Tier 2, or had the option of being deducted or 
risk weighted, banks must apply a risk weight, 
which is calculated as the reciprocal of the 
minimum requirement of the Total Capital. 

I. 

11. 

Ill. 

Certain securitization exposures; 

Non-payment/delivery on non-Delivery­
versus-Payment and non-Payment-versus­
Payment transactions; 

Significant investments in commercial 
entities. 

Article (5): Capital Conservation Buffer 

I. In addition to the minimum CETI capital of 
7.0% of RWA, banks must maintain a capital 
conservation buffer (CCB) of 2.5% of R W As in 
the form of CETI capital 

2. Outside of periods of stress, banks are 
encouraged to hold buffers of capital above the 
capital adequacy requirements 
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3. A bank that does not comply with the buffer 
requirement: 

I. 

11. 

iii. 

IV. 

Must restrict its dividends pay out to its 
shareholders in accordance with table I ; 

Must have a definite plan to replenish the 
buffer as part of its internal capital 
adequacy assessment process; 

Must bring the buffer to the required 
level within a time limit agreed with the 
Central Bank; and 

Will be monitored closely by the Central 
Bank. 

Table I 

Individual Bank Minimum Capital Conservation 
Standards 

Minimum Capital 

CET 1 Ratio Conservation Ratios 
(expressed as a 

oercenta2e of earnin2s) 
7.0 % - 7.625% 100% 

> 7.625%- 8.25% 80% 

> 8.25% - 8.875% 60% 

> 8.875% - 9.5 % 40% 

> 9.5% 0% 

Article (6): Countercyclical Buffer 

To achieve the broader macro-prudential goal of 
protecting the banking sector from periods of excess 
aggregate credit growth and in addition to the CCB 
requirements, banks may be required to implement 
the countercyclical buffer (CCyB). Banks must meet 
the CCyB requirements by using CET I capital. The 
level of the CCyB requirements will vary between 
0% - 2.5% of R WA and be communicated by the 
Central Bank with an adequate notice period. 

Article (7): Domestic Systemically Important 
Banks 

Banks classified as domestically systemically 
important banks will be required to hold additional 
capital buffers applied to CETI. Banks concerned 
will be notified by the Central Bank. 
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Article (8): Disclosure Requirements 

1. To help improve transparency of regulatory 
capital and market discipline, banks will be 
required, at a minimum, to disclose the 
following items: 

i. Full reconciliation of all regulatory capital 
elements back to the balance sheet in the 
audited financial statements; 

11. Separate disclosure of all regulatory 
adjustments and the items not deducted 
from Common Equity Tier I according to 
paragraphs 87 and 88 of Basel Ill; 

111. Description of all limits and minima, 
identifying the positive and negative 
elements of capital to which the limits and 
minima apply; 

1v. Description of the main features of capital 
instruments issued; 

v. Banks, which disclose ratios involving 
components of regulatory capital, for 
example 'Equity Tier I ' , 'Core Tier I' or 
'Tangible Common Equity' ratios, must 
accompany such disclosures with a 
comprehensive explanation of how these 
ratios are calculated; 

vi. Full terms and conditions of all 
instruments included in the regulatory 
capital. Issuances that fall under a 
grandfathering rule are exempted. 

Article (9): Transitional Arrangements 

1. For the purpose of the value calculation of the 
following items: 

i. Regulatory adjustments referred to in 
Article 4.1 of these Regulations; and 

11. Capital issued from a subsidiary, also 
referred to as minority interest; 

banks must apply the following percentages: 
a) 80% for the time period from 1st January 

20 I 7 to 31 st December 2017; 
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b) I 00% for the time period starting from I st 

January 2018. 

2. Capital instruments that no longer qualify as 
non-common equity Tier 1 capital or Tier 2 
capital will be phased out over a time horizon of 
10 years, starting from 1st January 2017. The 
detailed phasing out rules of such capital 
instruments will be set out in the Standards. 

3. Capital instruments included in CET I that do 
not meet the requirements of these Regulations 
will be excluded from CET I starting from 3 I st 

December 2017. 

4. Table 2: Minimum Transitional Arrangements: 

Table 2: Minimum Transitional Arrangements 

Capital Element 

Minimum Common 
Equity Tier I Ratio 

Minimum Tier I 
Capital Ratio 

Minimum Capital 
Adequacy Ratio 

Capital Conservation 
Buffer 

Domestic 
Systemically 
Important Banks 
Buffer; in percentage 
of individual capital 
surcharge 

Countercyclical 
buffer 

Basel 
II 

2016 

8.0% 

12.0% 

Basel 
Ill 

2017 

7.0% 

8.5% 

10.5% 

1.25% 

50% 

-0% 
1.25% 

Basel 
III 

2018 

7.0% 

8.5% 

10.5% 

1.875% 

75% 

-0% 
1.875% 

Basel 
DI 2019 

7.0% 

8.5% 

10.5% 

2.5% 

100% 

2.5%-0% 
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Article (10): R~poi:ting 

-1. Banks must report to the· Central Bank on their 
capital position in the "format and frequency 
prescribed in the Standards. 

2. A bank must provide upon request any specific 
information with respect to its capital positions. 

wl....~ ':Fi ,~I .llc. ,~~ ,)~':Fi _).c. ~ .2 
.~l_;J1 ~Jo!~ o.l.l.:...o 

Article (11): Interpretation 

The Regulatory Development Division of the 
Central Bank shall be the reference for interpretation 
of the provisions of these Regulations. 

~I.J ~I :(12) o.lWI Article (12): Publication and Application 

These Regulations shall be published in the Official 
Gazette and become effective from 1 February 2017. 
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Khalifa Mohammed Al Kindi 
Chairman of the Board - Central Bank of the UAE 
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