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Introduction

Based on the objectives and roles of
the Central Bank of Saudi
maintaining monetary

Arabia in

stability,
supporting the stability of the financial
sector, enhancing confidence in it and
supporting economic growth, and its
competencies in supervision and control
over the financial institutions that it
supervises, issuing relevant regulations
and and

instructions, developing

managing precautionary policies and
taking the necessary measures and
measures to face local, regional and
global economic and financial turmoil
and crises, it has prepared in
cooperation with the Saudi Authority for
Accredited draft

Systemically Financial

Valuers a of
Important
Institutions” Valuation Rules for the
institutions supervised and controlled by
the Central Bank. It should be noted that
the systemically important financial
institutions (are those institutions that
are considered an important part of the
financial system where their failure
negatively affects the financial system in
the kingdom).

Project objectives:

The project aims to complete the
regulatory framework to protect the
financial system and the financial sector
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in the kingdom, conduct fair, prudent
and realistic valuation of the assets and
liabilities of a SIFI, prior to deciding to
impose resolution procedures provided
in the Law of Systemically Important
Financial Institutions (issued with Royal
Decree No. (M/38) dated (10/12/2020).

Jurisdictions were under the benchmarking

studies:

When studying the draft rules, the

necessary comparisons were made
between the draft and the local laws of a
number of countries, namely: (the
United Kingdom, the European Union,
the United States of America, Singapore,
Canada), as well as the general
guidelines of the Financial Stability
Board; in order to ensure that the draft
includes those provisions taking into
account their relevance to Kingdom and

the developments in the financial sector.

Targeted Audience
- Related Governmental Entities and
Authorities.

- Financial Institutions Regulated and
Supervised by the Central Bank.

- The Accredited Valuers.

- Local and International Experts

Interested in the subject.

Consultation Duration
15 Days
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Saudi Central Bank — Draft Systemically Important Financial
Institutions’ Valuation Rules.

The Saudi Central Bank (SAMA) has issued these Rules according to the Governor’s decision
number [®] dated [®], based on the powers vested to SAMA, and in cooperation with the
Saudi Authority for Accredited Valuers, as per the Law of Systemically Important Financial
Institutions promulgated by Royal Decree No. (M/38) dated [®] (corresponding to
10/12/2020) (the Law), and its Implementing Regulations issued by the Decision of the Council
of Ministers No. [®] (the Implementing Regulations). and shall come into force with effect
from [@].




1. These

Part 1

General Provisions

Article 1: Preamble

Rules make provisions
contemplated under Article 12 of the
Law and Article 25 of the Implementing
Regulations, with respect to the rules
concerning valuation methodologies as
per the cooperation between the Central
Bank and the Saudi Authority for

Accredited Valuers.

. The objective of these Rules is to conduct

fair, prudent and realistic valuation of
the assets and liabilities of a SIFI, prior to
resolution

deciding to impose

procedures, and then applying the
resolution procedures, and to determine
the owners and creditors’ rights after
applying the resolution procedures on

the SIFI.

. These Rules apply to all valuations

conducted under the Law and Part 6
Chapter 1 Part 7 of the
Implementing Regulations.

and

. These Rules apply to:

a) a person to whom the Law applies;

b) an Accredited Valuer; and

Article 2: Definitions

1. Expressions and terms used in these

Rules shall have the meaning, which they
the
Important Financial Institutions, and the

bear in Law of Systemically
definition of the terms used in the
Implementing Regulations of the Law,
unless the context indicates otherwise.
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2. References in these Rules to a SIFl
include reference to a holding company
of a SIFl or a subsidiary of a SIFl or of such
a holding company.

3. In addition, the following terms and
phrases shall have the meanings
assigned thereto, unless the context
requires otherwise:

Best point estimate: An estimate
based on the use of sample data.

Deferred tax item: An item on a SIFI’s
balance sheet that impacts its
taxable income in the future.

Discount rate: The rate applied to
expected cash flows, including where
relevant in a normal insolvency
process, to reflect an appropriate
discount calculated in accordance
with 0 of these Rules.

Market value: The value at which the
asset may be sold, after adding the
estimated costs associated with the
sale or transfer of ownership of the
asset ,after marketing it
appropriately, taking into account
the international valuation standards
approved by the Saudi Authority for
Accredited Valuers.

Hold value: The present value,
discounted at an appropriate rate, of
cash flows that the entity can
reasonably expect under fair,
prudent and realistic assumptions
from retaining particular assets and
liabilities, considering factors
affecting customer or counterparty
behaviour or other valuation
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parameters in the context of
resolution.

Industry circumstance: A
circumstance or factor specific to
industry or sector of the SIFI.

Article 3: Waiver

The Central Bank may exempt a financial
institution from the provisions of these
Rules, if it determines that the
application of provisions of the Rules is
not commensurate with the business
nature of the financial institution or
condusive to the achievement of the
objectives of the Law, the Implementing
Regulation, and the Rules.

Part 2

Valuation Methodology

Article 4: Determination of valuation

methodology

1.

The Central Bank or an Accredited Valuer
appointed by the Central Bank (as
applicable and in the Central Bank's
discretion) shall determine the most
appropriate valuation methodology,
without prejudice to what is approved by
the Saudi Authority for Accredited
Valuers, and may choose to rely on the
SIFI’s internal models or to disregard
such internal models.

The valuation shall be based on any
relevant or material available
information, including for example
audited financial statements and related
audit reports made in accordance with
applicable accounting standards,
including the International Financial
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Reporting Standard (IFRS) 13 on Fair
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3. The SIFI shall cooperate and provide
unhindered access to any information as
required by the Central Bank or the
Accredited Valuer for the purpose of
conducting the valuation.

Part 3 I 21

Appointment of Accredited Valuers
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Accredited Valuer.

to waive requirements, in addition to any

following conditions at the date of
appointment as an Accredited Valuer:

a) the Accredited Valuer possesses the

out the valuation effectively without
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c) The Accredited Valuer has no conflict
of interest with the Central Bank or
the SIFI.

3. The same Accredited Valuer may be
appointed for both the preliminary and
ex ante valuation.

Article 6: Duty of confidentiality of an
Accredited Valuer

1. The Accredited Valuer shall keep all
information in  relation to its
appointment and the valuation
confidential at all times.

2. The Accredited Valuer shall not be
obliged to disclose to any person (other
than the Central Bank) any confidential
information supplied to it by or on
behalf of the SIFI, or the Central Bank,
for the purpose of valuation unless such
disclosure is required by law.

Part4
Preliminary and Ex Ante Valuations
Article 7: Application

Part 4 of these Rules applies to:

a) a Preliminary Evaluation conducted in
accordance with Article 23 of the
Implementing Regulations; and

b) an ex ante valuation conducted in
accordance with Article 24 of the
Implementing Regulations.

Article 8: General criteria for the valuation
methodology

1. When performing the valuation the
Central Bank or Accredited Valuer (as
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shall also apply to the measurement of

portfolios or groups of assets or

combined assets and liabilities,

businesses, or the SIFl considered as a

whole, as the circumstances require.
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The Accredited Valuer or Central Bank (as
applicable) shall provide the best point
estimate of the value of a given asset,
liability, or combinations thereof.
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a) the value of claims of each class
the  applicable
insolvency law and, where relevant

according  to
and feasible, according to the

contractual rights conferred on

claimants; and

b) the proceeds each class would receive
if the entity were wound-up under
normal insolvency proceedings.

Article 12: Valuations from more than one
Accredited Valuer

1. The Central Bank may request valuations
from more than one Accredited Valuer,
taking into account timing and credibility
of the valuation.

2. Where the Central Bank has appointed
more than one Accredited Valuer and
there is deviation between valuations,
the Central Bank shall
applicable valuation.

choose the

Part5
Ex-post Valuation
Article 13: Application

Part 5 of these Rules apply to an ex-post
valuation conducted in accordance with

Article 78 of the Implementing Regulations.
Article 14: Steps of the ex-post valuation

The Central Bank or Accredited Valuer (as
applicable) shall assess:

a) the treatment that capital instrument
holders and creditors in respect of
which resolution actions have been
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effected would have received had
the SIFl entered normal insolvency
proceedings at the time when the
decision was taken to begin
resolution proceedings, disregarding
any provision of extraordinary public

financial support;

b) the value of the amended rights of the

creditors and capital instrument
holders following the application of
the Amendment of Rights tool or
other resolution powers and tools, or
of other proceeds received by capital
instrument holders and creditors as
at the date of amendment or receipt,
as the case may be, discounted back
to the time when the decision was
taken to begin resolution
proceedings if deemed necessary to
enable a fair comparison with the
treatment referred to in paragraph

(a) of this Article;

the outcome of the

treatment in paragraph (a) exceeds

c) whether

the outcome of the value referred to
in paragraph (b) for each creditor in
accordance with the priority of debts
in normal insolvency proceedings.

Article 15: Determination of the treatment
of capital instrument holders and creditors
under normal insolvency proceedings

1. The Central Bank or Accredited Valuer
shall take into account the following to
make its determination:

a) Bankruptcy Law provisions and
procedures, which may influence
factors such as the expected disposal

period or recovery rates;
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b) administration, transaction,

maintenance, disposal and other
which would have been

incurred by an administrator or

costs

insolvency practitioner, as well as
financing costs; and

c) the information recent

insolvency cases of similar SIFls,

on past

where available and relevant.

Expected cash flows shall be discounted
at the
appropriate, the timing associated with
expected
circumstances as of the time when the

rate or rates reflecting, as

cash  flows, prevailing
decision was taken to begin resolution
proceedings, risk-free interest rates, risk
premium for similar financial
instruments issued by similar entities,
market conditions or discount rates
applied by potential acquirers and other
relevant characteristics of the element
or elements being valued. The relevant
discount rate shall not apply where
particular rates, if relevant for the
purposes of the valuation, are specified

in the Bankruptcy Law.

The Central Bank or Accredited Valuer
(as applicable) shall consider whether
the financial condition of the SIFlI would
have affected the expected cash flows,
including through restrictions on the
administrator's ability to negotiate terms
with potential purchasers.

Subject to the Law

provisions, the cash flows shall reflect

Bankruptcy

the contractual, statutory, or other legal
rights of creditors or normal insolvency
practices.

The hypothetical proceeds resulting

from the valuation shall be allocated to
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capital instrument holders and creditors
in accordance with their priority under
the Bankruptcy Law.

Article 16: Determination of the actual
treatment of capital instrument holders and
creditors in resolution

1. The Central Bank or Accredited Valuer
shall identify all claims outstanding after
the write-down or conversion of capital
instruments and the application of any
resolution powers, and shall assign those
claims to the legal and natural persons
who were the SIFl's owners and creditors
at the time when the decision was taken
to begin resolution proceedings. Except
where the legal and natural persons who
were the SIFI’s owners and creditors at
the time when the decision was taken to
begin resolution proceedings receive
cash compensation as a result of the
resolution, the Central Bank or
Accredited Valuer shall determine their
actual treatment in accordance with this
Article.

2. Where thelegal and natural persons who
were the SIFlI's owners and creditors at
the resolution decision date receive
equity compensation as a result of the
resolution, the Central Bank or
Accredited Valuer shall determine their
actual treatment by providing an
estimate of the overall value of shares
transferred or issued as consideration to
the holders of converted -capital
instruments or to the bailed-in creditors.
That estimate may be based on the
assessed market price resulting from
generally applicable valuation
methodologies.
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3. Where the legal and natural persons who Jaas ] 83La] ()51 axllas Silelyz ] 3lsst of  Jogoedll
were the SIFl’s owners and creditors at Aall 3 puaz!

the time when the decision was taken to S50 o (U158 s darall 2l of S0 el 4
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begin resolution proceedings receive
debt compensation as a result of
resolution, the Central Bank or sda (8 (3)9 (2)s (1) Shaall g 3515l Jalsall il
Accredited Valuer shall determine the <l9a¥1 uaid dadddl 5l gedd! & Bagso,ll Sl -zall
actual treatment by taking into account  aellall Joea 2 Ll AW 3LAILI (e 8yaball Ll L o
factors such as the changes in L 4elin 6,51 wlLS of
contractual cash flows that result from

the write-down or conversion, or the

application of other resolution actions,

as well as the relevant discount rate.

4. For any outstanding claim, the Central
Bank or Accredited Valuer (as applicable)
may take into account, where available
and together with the factors described
in paragraphs (1),(2) and (3) of this
Article, prices observed in active markets
for the same or similar instruments
issued by the SIFI under resolution or
other similar entities.
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b) an
methodologies,

the
assumptions

explanation  of key
and
judgements used by the SIFl in order
to prepare the financial statements

and regulatory reporting;

c) data contained in the records of the
SIFI;

d) relevant market data;

e) conclusions drawn by the Central

Bank or Accredited Valuer (as
applicable) from discussion with

management and auditors;

f) where available, supervisory
assessments of the SIFI’s financial

condition;

g) industry-wide assessments of asset
quality, where relevant to the SIFI’s
assets, as well as stress test results;

h) valuations of peers, adequately
adjusted to capture the SIFI’s specific

circumstances;

i) historical information, adequately
adjusted to eliminate factors that are
no longer relevant, and to
incorporate other factors that did
not affect the historical information;

or

j) trend analyses, adequately adjusted to
the SIFI’s
circumstances.

reflect specific

2. The valuation shall be based on fair and
realistic assumptions and seek to ensure

that the
scenario are fully recognised.

losses under appropriate

Article 18: to valuation

uncertainty

Areas subject
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The Central Bank or Accredited Valuer (as
applicable) shall particularly focus on areas
subject to valuation uncertainty, which have
a significant impact on the overall valuation,
including (to the extent applicable):

a) loans or loan portfolios;
b) repossessed assets;

¢) instruments measured at fair value

where the determination of that fair
with
prudential

value are in accordance

accounting or

requirements;
d) goodwill and intangibles;
e) legal disputes and regulatory actions;

f) items including pension assets and
liabilities and deferred tax items;

g) strategic investments; and

h) intragroup and related party

transactions.
Article 19: Factors affecting the valuation

1. Factors affecting the valuation of the SIFI
include:

a) economic and industry circumstances
affecting the SIFI, including relevant
market developments;

b) business model and changes in its
strategy;

c) asset selection criteria, including loan
underwriting policies;

d) circumstances and practices that are
likely to lead to payment shocks;

the
parameters used to determine risk

e) circumstances affecting

weighted assets;

f) accounting policies;
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2. The Central Bank or Accredited Valuer
(as applicable) shall separate any

3. The Central Bank or Accredited Valuer
(as applicable) shall, where appropriate
and as required by the Central Bank,
present separate valuations that reflect
the impact of a sufficiently diverse range
of resolution actions the Central Bank
may adopt, to ensure a fair, prudent and
realistic valuation.
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2.

Article 21: The

assumptions from existing assets and
liabilities following adoption of the
examined resolution action or
actions, discounted at an

appropriate rate;

c) cash flows shall be determined at the
appropriate level of aggregation;

d) where the resolution action requires
the SIFI to retain assets and liabilities,
and it continues to be a going
concern, the Central Bank or
Accredited Valuer (as applicable)
shall use the hold value as the
appropriate measurement basis;

e) the hold value shall not be used as a
measurement basis where an Asset
Management Entity or transitional
entity is used; and

f) if a sale of the SIFl is adopted as a
resolution action, the expected cash
flows shall correspond to the market
values envisaged for the expected
disposal horizon.

The discount referred to in paragraph 1)
b) of this Article shall take into account
the timing of the cash flows, risk profile,
financing costs and market conditions,
the disposal strategy considered and the
SIFl's post-resolution financial position.

Part 8

Cooperation with the Accredited Valuer

cooperation and

coordination between the Accredited Valuer
or Central Bank and SIFI

1.

The relevant SIFI shall provide necessary
information as required by the
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Accredited Valuer or Central Bank, as
applicable.

2. Where the Accredited Valuer or Central
Bank (as applicable) requires data from
the SIFIl in relation to the SIFI’s internal
models, the SIFl shall cooperate and
provide the Accredited Valuer or Central
Bank with up-to-date information
relating to the SIFI’s activities, and access
to its internal models and related
documentation.

Article 22: The cooperation and
coordination between the Accredited Valuer
and Central Bank

Where the Central Bank has appointed an
Accredited Valuer for valuation purposes,
the Accredited Valuer shall cooperate with
and provide necessary information to the
Central Bank as it reasonably requests.
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