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Introduction

The Office of the Comptroller of the Currency’s (OCC) Comptroller’s Handbook booklet,
“Liquidity,” is prepared for use by OCC examiners in connection with their examination and
supervision of national banks, federal savings associations, and federal branches and
agencies of foreign banking organizations (collectively, banks). Each bank is different and
may present specific issues. Accordingly, examiners should apply the information in this
booklet consistent with each bank’s individual circumstances. When it is necessary to
distinguish between them, national banks, federal savings associations, and covered savings
associations are referred to separately.! (Updated in version 1.1)

This booklet provides information to examiners on assessing the quantity of liquidity risk
exposure and the quality of liquidity risk management. The sophistication of a bank’s
liquidity manage cess depends on its business activities and appetite for risk, as well
as the overall le idity risk. A well-managed bank, regardless of size and complexity,
identifies, measures, i
comprehensive mantle ig bodklet provides examiners with supplemental procedures for
further analyzing the quantity*of digwidity risk and quality of liquidity risk management. The
expanded procedures in th ollet dte for use when review extends beyond the core
assessment in the “Communit§y Ba ision,” “Federal Branches and Agencies
Supervision,” and “Large Bank Stip . booklets of the Comptroller’s Handbook.

Examiners should refer to the “Ban sign Process” booklet of the Comptroller’s
Handbook for CAMELS rating systern %

guidance, particularly for those examinersfte

internationally active banks, is provided in
Liquidity Risk Management and Supervision,” i

Background

Traditionally, banks have relied on local retail deposits (transact savings accounts) to
support asset growth. Most retail deposit balances are federally insured, stable, and relatively
inexpensive. Funding dynamics at community, midsize, and large banks, however, have

! Generally, references to “national banks” throughout this booklet also apply to federal branches and agencies
of foreign banking organizations unless otherwise specified. Refer to the “Federal Branches and Agencies
Supervision” booklet of the Comptroller’s Handbook for more information regarding applicability of laws,
regulations, and guidance to federal branches and agencies. Certain federal savings associations may make an
election to operate as a covered savings association (CSA). For more information, refer to OCC Bulletin 2019-
31, “Covered Savings Associations Implementation: Covered Savings Associations” and 12 CFR 101, “Covered
Savings Associations.” (Footnote added in version 1.1)

2 The BCBS consists of senior representatives of bank supervisory authorities and central banks in Argentina,
Australia, Belgium, Brazil, Canada, China, France, Germany, Hong Kong Special Administrative Region, India,
Indonesia, Italy, Japan, Luxembourg, Mexico, the Netherlands, Russia, Saudi Arabia, Singapore, South Africa,
South Korea, Spain, Sweden, Switzerland, Turkey, the United Kingdom, and the United States. It usually meets
at the Bank for International Settlements in Basel, Switzerland, where its permanent secretariat is located.
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evolved over time. Technological advances in the delivery of financial products and services,
the removal of interstate banking restrictions, and the deregulation of interest rates paid on
deposit accounts changed both depositor and banker behavior. Legislative reforms were
intended to give depository institutions the tools to compete with other market participants
for deposits, but they also increased competition among the banks themselves. The
combination of these reforms and technological advances also made it easier for depositors,
looking for better returns on their money, to leave their local markets. Consequently, in some
cases, retail bank deposit growth did not keep pace with asset growth. Some banks became
reliant on alternative deposit, nondeposit, and off-balance-sheet funding sources to cover the
shortfall in traditional retail deposit funding.

Changes in technology, product innovation, and funding dynamics create new challenges for
liquidity managers. Intense competition and declining customer loyalty increase the rate
sensitivity of traditiogal retail deposits. As banking customers are now using deposit
accounts more as dtion vehicles than savings vehicles, thereby maintaining lower
average excess WalanBesg#bankers can no longer rely upon historically inelastic depositor
behavior. Thus, the 1€lia Iternative sources of funding from the wholesale and
brokered markets exp ks'to more rate and liquidity sensitivity than the reliance on
traditional retail deposit . coger, many banks have increased their use of products
with embedded optionality ‘offboth siles of the balance sheet, which makes it more
challenging to manage the co i sh flows. It is important for liquidity risk
management systems to keep pace yiith thesg changes and added complexities. (Updated in
version 1.1)

Given these changes in funding dynamics? li
robust risk management. To effectively identify monitor, and control liquidity risk
exposure, well-managed banks supplement trad

balance-sheet ratios with more prospective analyse $
a sound understanding of a bank’s (Updated in versiofmi#

nagement can be complex and warrant

e projected funding sources and needs under a variety o

e net cash flow and liquid asset positions given planned an
changes.

e projected borrowing capacity under stable conditions and under adverse scenarios of
varying severity and duration.

e highly liquid asset® and collateral position, including the eligibility and marketability of
such assets under a variety of market environments.

e vulnerability to rollover risk.*

¢ funding needs for unfunded commitments over various time horizons.

3 “Highly liquid asset” is defined as the sum of U.S. Treasury and agency securities and excess reserves at the
Federal Reserve. (Footnote updated in version 1.1)

4 Rollover risk is the risk that a bank is unable to renew or replace funds at reasonable costs when they mature
or otherwise come due.
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e projected funding costs, as well as earnings and capital positions under varying rate
scenarios and market conditions.

Definition

Liquidity is a bank’s capacity to readily meet its cash and collateral obligations at a
reasonable cost. Maintaining an adequate level of liquidity depends on the bank’s ability to
efficiently meet both expected and unexpected cash flows and collateral needs without
adversely affecting either daily operations or the financial condition of the bank. A bank’s
liquidity exists in its assets readily convertible to cash, net operating cash flows, and its
ability to acquire funding through deposits, borrowings, and capital injections.

By definition, liquidity risk is the risk that a bank’s financial condition or overall safety and

the funding sources used to meet them, depend significantly on its
structure, and the cash flow profiles of its on- and off-

aging their cash flows, banks confront various situations
idity risk. These include funding mismatches, market

business mix, its
balance-sheet obligaf
that can give rise to in

exposure to credit, market, opcrais , and reputation risks also can affect a bank’s
liquidity risk profile and should be i in the assessment of liquidity and asset or
liability management.

In assessing a bank’s liquidity position, exa 1d consider a bank’s access to funds
as well as its cost of funding. Depending on the rest rate and competitive
environments, undue reliance on wholesale or mar funding may increase a bank’s
cost structure. The cost of acquiring or renewing sue ' urely market-driven, as

opposed to rates paid on retail deposits, which may be set ment’s discretion within
i funding costs,

especially in comparison to peer and market rates, is a sign quidity problems.

Importance of Liquidity Management
(Section updated in version 1.1)

Liquidity is the lifeblood of any institution, but it is particularly crucial to highly leveraged
entities such as banks. More broadly, the financial crisis beginning in 2008 demonstrated
how liquidity problems and risks can be transmitted throughout the entire financial system.
For all banks, the repercussions of insufficient liquidity can be immediate and dire.
Therefore, liquidity risk management should be fully integrated into the bank’s risk
management processes.
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The OCC expects all banks to manage liquidity risk with sophistication equal to the risks
undertaken and complexity of exposures. Critical elements of sound liquidity risk
management include’

e cffective corporate governance consisting of oversight by the board of directors and
active involvement by management in an institution’s control of liquidity risk.

e appropriate strategies, policies, procedures, and limits used to mitigate liquidity risk.

e comprehensive liquidity risk measurement and monitoring systems (including
assessments of the current and prospective cash flows or sources and uses of funds) that
are commensurate with the complexity and business activities of the bank.

e active management of intraday liquidity and collateral.

e an appropriately diverse mix of existing and potential future funding sources.

e adequate levels of highly liquid marketable securities, with no legal, regulatory, or
operational impg@thgents, that can be used to meet liquidity needs in stressful situations.

e comprehensi \%| pency funding plans (CFP) sufficient to address potential adverse

e internal controls®@n udit processes sufficient to determine the adequacy of the
i apagement process.

Sources of Liquidity

(Section updated in version 1.1) e/
Structural changes in banks’ deposit base¢ha

ompted banks to take advantage of

improved access to wholesale and market-b&sed gsources. Examples of alternative
funding sources include federal funds lines, rep gements (repos), correspondent
bank lines, Federal Home Loan Bank (FHLB) adv ernet deposits, deposit-sharing
arrangements, and brokered deposits. Access to thest les banks to meet funding
needs while still maintaining adequate funding diversific uritls from the wholesale
markets can be accessed at a variety of tenors that provideSgreatr Wility to manage bank

cash flows and liquidity needs.

On the other hand, too much reliance on wholesale and market-based funding sources
elevates a bank’s liquidity risk profile. Management teams who are unfamiliar with
wholesale funding markets may become overly complacent during stable economic times.
Funding through alternative sources exposes banks to the heightened interest-rate and credit
sensitivity of these funds providers. Providers of wholesale funding often require a bank’s
more liquid assets as collateral, which may impair the overall liquidity of a bank’s asset base.
Further, if that collateral becomes less liquid, or its value becomes uncertain, wholesale funds
providers may be unwilling to extend or roll over funding at maturity. A bank’s financial
condition as well as market or systemic events unrelated to the bank may adversely affect the
cost to a bank to acquire funds or its ability to access the wholesale markets. As a bank’s
reliance on wholesale and market-based funding increases, so should the quality of liquidity

5> For more information, refer to OCC Bulletin 2010-13, “Liquidity: Final Interagency Policy Statement on
Funding and Liquidity Risk Management.” (Footnote added in version 1.1)
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risk management. Periodic assessments of a bank’s exposure to changes in market conditions
are important for maintaining risk management systems commensurate with the bank’s risk.

Asset sales and securitization are also important sources of bank liquidity. Banks of all sizes
have increased the use of asset sales and securitization to access alternative funding sources,
manage concentrations, improve financial performance ratios, and more efficiently meet
customer needs. Some of these transactions, however, carry explicit recourse® provisions
within contractual documents, as well as the potential implied recourse associated with a
bank’s desire to maintain access to future funding by repurchasing or otherwise supporting
securitizations that exhibit performance problems. As a result, examiners should be aware of
situations in which banks might overestimate the risk transfer of sales and securitization or
may underestimate the commitment and resources required to manage this process
effectively. Such mistakes may lead to highly visible problems during the life of a transaction
that could impair futysg access to the secondary markets. A bank’s role and level of

Off-balance-sheet posi n Serve as both a source of liquidity and a potential, sometimes
adity. with a substantial amount of unfunded loan
commitments may be require@ tofund such obligations unexpectedly and on short notice.
Other off-balance-sheet com as legally binding and nonlegally binding

covering adverse mark-to-market chan
reduce the stock of liquid assets. Often, t of nonlegally binding off-balance-
sheet commitments is necessary to preserve the gdputation, as well as to allow a bank
continued access to that segment of the financia cts. @n the other hand, off-balance-
sheet activities may provide additional sources fo Banks can supplement their
liquidity position by maintaining lines of credit with banks or their respective
FHLB. Sound liquidity management includes the analysigf6t 3ad planning for the operational
and contingent sources and uses of funds associated with offgbala eet activities.

tive hedging and trading activities may

6 Recourse represents the right of the investor to seek payment from the originator.
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Fundamentals

(Section updated in version 1.1)

Managing liquidity involves estimating present and future cash needs and providing for those
needs in the most cost-effective way possible. Banks obtain liquidity from both sides of the
balance sheet, as well as from off-balance-sheet activities. A manager who attempts to
control liquidity solely by adjustments on the asset side is potentially ignoring less costly
sources of liquidity. Conversely, focusing solely on the liability side or depending too
heavily on purchased wholesale funds can leave a bank vulnerable to market conditions and
influences beyond its control. Effective liquidity managers consider the array of available
sources when establishing and implementing their liquidity plans.

Examiners should §bank management’s understanding of the sensitivities of the bank’s

should assess how aintains an understanding of the volume, mix, pricing, cash

flows, and risk exposur ifn{rom the bank’s assets and liabilities, as well as other
available sources of funds potential uses of excess cash flow. Examiners should also
determine how management 1dentifies zisks arising from concentrations in funding sources.

outside of management’s control. In acy of a bank’s liquidity position can be
affected by a bank’s operating environm arket’s perception of that bank. A

A bank’s liquidity and liquidity risk{profile Caggchange quickly, and these changes may occur
#thefad
"

true for a bank that is heavily
g some adverse operating

Therefore, it is critical for managers to determine the ade
adverse environments.’

Key factors that increase a bank’s liquidity risk include poor asset quality, high cash-flow
volatility, low levels of liquid assets, high or rising funding costs when compared with the
assets they fund, concentrations in funding sources, and dependence on credit- and rate-
sensitive providers. Effective liquidity management entails the following elements:

e Management of operating liquidity: On an ongoing basis, assessing a bank’s current
and expected future needs for funds, and ensuring that sufficient funds or access to funds
exists to meet those needs at the appropriate time.

e Management of contingent liquidity: Providing for an adequate cushion to meet
unanticipated cash flow needs that may range from high-probability and low-impact

" For more information, refer to the “Contingency Funding Plans™ section of this booklet. (Footnote added in
version 1.1)
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events that could occur in daily operations to low-probability and high-impact events that
occur less frequently but may significantly affect a bank’s safety and soundness.

A bank’s liquidity needs depend significantly on the balance-sheet structure, product mix,
and cash flow profiles of both on- and off-balance-sheet obligations. External events and
internal financial and operating risks (interest rate, credit, operational, compliance, and
reputation risks) can influence a bank’s liquidity risk.

Bank-specific factors that could affect the bank’s liquidity risk include

e deterioration in asset quality,

events that affect public reputation or market perception (e.g., accounting scandals,
adverse consumer or market events),

deteriorating earafags performance,

@ ating,

langg rowth, and

e s or controls (fraud).

S
External factors or eventsthat coild @ffect a bank’s liquidity risk include
e geographical—deterioratin con@mic conditions,
e systemic—major changes in natibnal or‘€lgbal economic conditions or dislocations in

financial markets,
¢ financial sector—financial scandal or il major firms affecting public confidence,

e market-oriented—yprice volatility of certéin t f assets in response to market events,
and
e operational—disturbances to payment and sett stems or local natural disasters.

Contribution of Balance-Sheet Structure t@!'ty Risk
Examiners should evaluate the cash flow characteristics, stru @ ability of each major
asset and liability category to determine the effect on operating dhg caffingent liquidity. This
evaluation, combined with an assessment of the interrelationship of these asset and liability

accounts, provides the basis for determining the quantity of liquidity risk. (Updated in
version 1.1)

aggressive b
breakdowns in i

The cash flow volatility of assets and how quickly assets can be converted to cash without
incurring unacceptable loss form the basis for evaluating the liquidity contained in a bank’s
asset base. Several factors influence this evaluation, including the credit, interest rate, and
price risk profiles of the assets, as well as the accounting treatment. Figure 1 illustrates the
primary assets found on a bank’s balance sheet and their relative contribution to meeting a
bank’s liquidity needs. (Updated in version 1.1)
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Figure 1: Asset Contribution to Meet Liquidity Needs (Sell or Pledge)

Portfolio Loans

M“T;’S':t:”‘e‘ Held for Sale—
Active Bank Program
U.S. Govt. and GSE-Guaranteed Bank-Owned
GSE Securities Loans Real Estate

Most Liquid Least Liquid

Private Label, Portfolio Loans—
Fed Funds Sold LA Securities Lower-Rated Mo Active
‘ Securities Program
Banks Repos Secondary
or Commercial Market Loans BOLI
Paper Held for Sale

Note: GSE stands for government-spons@ted OLI stands for bank-owned life insurance.

Funding stability of liabilities and thg ability'tggrenew or replace liabilities at favorable terms
form the basis for assessing the liqui 1S ank’s liabilities. The stability of a bank’s
liabilities depends on many factors, inclu cllevel of deposit insurance, the degree of
credit-risk sensitivity to the bank, and the le¥el
illustrates the primary liabilities on a bank’s bal
funding sources to both interest rate and credit ris

and the relative sensitivity of those

Table 1: Liability Sensitivity

Increasing Credit Sensitivity

Insured Retail Deposits Uninsured Retail Depo
Retail Demand Deposits Retail Demand Deposits
Retail Savings Deposits Retail Savings Deposits

> Insured Retail Deposits and Uninsured Interest-Bearing Deposits

S Borrowings and Unsecured Borrowings

E Money Market Deposit Accounts Unsecured Borrowings

® Negotiable Order of Withdrawal Commercial Paper

2 Accounts Eurodollar Deposits

14 Certificates of DepOSit Brokered Deposits

_E’ Collateralized Borrowings

§ Commercial Demand Deposits

) Secured Public Funds

= Internet Deposits

v Brokered Deposits
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Banks with large mismatches between liability maturities and asset maturities have greater
earnings exposure to changes in interest rates. Changes in market conditions are often
unpredictable and sometimes severe. These changes can make it difficult for a bank to secure
funds, retain additional funding, and manage the maturity of its funding structure.

Banks that manage liquidity predominantly with liabilities, particularly volatile funding
sources, warrant more robust planning, strategies, and management oversight than banks that
manage liquidity by relying principally on assets. In banks that manage liquidity
predominantly with liabilities, the interrelationship between liabilities and the assets they
fund is critical for sound liquidity risk management. For example, banks that depend heavily
on volatile liabilities with high rollover risk generally need a higher level of support from
liquid assets. Banks that rely on volatile liabilities to fund assets that are less liquid generally
exhibit lower credit quality or produce less predictable cash flows and possess higher
liquidity risk profilesgSuch banks would typically warrant well-established funding
strategies, such a Bp liquidity lines, contingent calls on equity capital, or a
countervailing l4fge, lity securities portfolio. These banks face the risk that asset
cash flows decline afithe ime as liabilities mature and roll out of a bank. In addition, if
assets with higher credif’ri
condition, some credit-s
bank. (Updated in version

Operating Liquidity

A key building block in managing liquiditgffis he estimation of cash inflows (sources of

balance-sheet account, given a

positive or negative impact on cash flows. Specific g dpgregate funding mismatches can
result in the bank lacking sufficient capacity to funigblig in the normal course of
business (funding gap). Effective management and contl i

from funding gaps depends heavily on the use of operati y projections and the

. Ba pecific factors that
O
e Deteriorating asset quality

e Highly volatile or unpredictable asset amortization (prepayments), nonmaturity deposits,
off-balance-sheet commitments (lines or letters of credit), and other estimated cash flows.

e Unexpected fluctuations in loan demand or deposit balances.

e Unanticipated new business due to poor management reporting or communication.
(Updated in version 1.1)

e The inability of permanent takeout lenders to perform as expected.

affect the development of cash flow assumptions include the fo

Developing multiple scenarios is an effective way to fully assess the impact of these factors
on funding gaps and cash flow projections. These scenarios should include institution-
specific risk (e.g., the risk of a credit rating downgrade), market risks such as a market-driven
liquidity crisis, and a combination of the two. (Updated in version 1.1)
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Funding mismatches can expose a bank to significant liquidity risk that can be exacerbated
by unexpected fluctuations in cash flows under both normal business conditions and stressful
contingent events, including swings in collateral required to support off-balance-sheet
derivative contracts. By estimating and reporting future balance-sheet cash flows,
management can identify periodic funding mismatches and cash flow shortfalls and excesses.
This allows bank management to take steps to generate funds from a bank’s asset base or to
obtain or attract additional liabilities before actual cash flow mismatches occur.

Asset-Based Liquidity Sources

Liquidity managers may look toward a bank’s assets as a source for primary (operating
liquidity) and secondary (contingent liquidity) funding. Asset-based liquidity sources include
cash flows stemming from a bank’s various asset classes, the use of assets as collateral for a
variety of funding alggatives, or the securitization or liquidation of assets for cash.

Cash Flows

The primary source o ding st ing from a bank’s asset base is the periodic principal
and interest cash flow pro@gcgd By thg loan and investment securities portfolios. The cash
flow schedules of a bank’s as§ets Gan ased on the assets’ contractual maturity and are
predictable and expected, or th e aqyusted by contractual options afforded to the

counterparty and occur unexpectedl§f. A sigfificant impact on a bank’s liquidity position
% cording to their contractual requirements

typically occurs when counterparties
because of credit problems or other issue

Pledging of Assets

s or line commitments.
rces of liquidity and are

Banks routinely pledge various types of assets to se
Secured or collateralized borrowings generally are more 1
generally lower cost when compared with unsecured fun
commitments are also a common form of liquidity provided
Common providers of secured funding are the FHLBs, the Fedctg
and broker-dealers (repurchase agreements).

While pledging provides a lower cost and a more stable alternative to unsecured borrowings,
it is important for banks to carefully manage the amount of assets available for pledging. A
bank should have the ability to calculate all of its collateral positions, including the value of
assets currently pledged relative to the amount of security required and unencumbered assets
available to be pledged. A bank’s level of available collateral should be monitored by legal
entity, jurisdiction, and currency exposure. Furthermore, systems should be capable of
monitoring shifts between intraday and overnight, or term collateral usage. (Updated in
version 1.1)

Although secured funding providers are less sensitive to a bank’s condition and performance
than unsecured creditors, credit risk exposure has a significant impact on the ultimate
liquidity provided by pledged bank assets. In addition, changes in the following factors may
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affect counterparty collateral requirements and may force a bank to increase the amount of
assets necessary to secure funding: (Updated in version 1.1)

The credit quality, underwriting, or performance of pledged loans

The liquidity or market value of pledged assets

The bank’s financial condition

Collateral margin requirements

The counterparty advance rates on various types of collateral

The amount of borrowings or collateral pledged when compared with the overall size of
the bank (e.g., total assets, total loans)

e Regulatory actions against the bank.

Liquidation of Assets

Banks obtain fu, ucing or liquidating assets. Most banks incorporate asset
liquidation into their@ngoj anagement of operating liquidity. They also use the potential
sets (generally, a portion of their loan or investment

urce under adverse liquidity circumstances.
Unencumbered, marketabl® agset§ with a low interest-rate and price-risk profile are effective
f less liquid assets usually requires a bank to

engage in an active and ongoin
market pricing, which limits availa

. /imes of stress. (Updated in version 1.1)
Securitization of Assets
Asset securitization is another method that som

Fusqto fund their activities.
Securitization involves the transformation of on-bafa et Joans (e.g., auto, credit card,
commercial, student, home equity, and mortgage) intoug oups of loans in various
forms that are subsequently sold to investors. Depending buSiness model employed,
securitization proceeds can be a material source of ongoin®fundingfdfg a significant tool for
meeting future funding needs. However, for banks that have @ ly used
securitization as a funding tool, the operational hurdles for secu gh may mean
significant delays in obtaining funds. In addition, a bank without experience in using
securitization may find that its underwriting and administrative policies and procedures do
not meet market requirements or expectations. In addition, banks’ securitization structures
and activities must adhere to all applicable accounting and regulatory requirements.
Securitization activities are sometimes complex, warranting strong risk management. If a
bank relies significantly on securitization as a liquidity source, refer to the “Asset
Securitization” booklet of the Comptroller’s Handbook (national banks) and Office of Thrift
Supervision Examination Handbook section 221, “Asset-Backed Securitization” (federal
savings associations), for more information on how to examine these activities. The

examination of securitization activities should be closely coordinated with the assessment of
liquidity risk. (Updated in version 1.1)

Comptroller’'s Handbook 11 Liquidity



Version 1.1

Liability-Based Liquidity Sources

Liability funding sources are typically characterized as retail or wholesale. Banks distinguish
between retail and wholesale funding because the two sources of funding have different
sensitivities to credit risk and interest rates and react differently to changes in economic
conditions and the financial condition of a bank.

Retail Deposits

Retail deposits from consumers and small businesses are often important and relatively stable
sources of funds for banks. In many instances, the decision made by consumers and business
owners to deposit funds in a bank is driven by service and relationship factors, and not
merely by the rate of return. Banks focusing on retail deposit generation can build a more
diversified and sta ding base, one that is less sensitive to changes in market interest
rates and a bank 1 condition. The protection afforded by Federal Deposit Insurance
Corporation (FDIC) ifgsurance also provides insured banks with an advantage over

liquidity risk during crisi
quickly by offering interest r

generated by high interest rate depos
match market rates to retain the funding.
from generating a large volume of new acc
operating costs, as well as the costs associated

clude personnel, advertising, and
expansion.

Public or municipal deposits are another source for
deposits, public deposits are usually in larger denominatig laced by a professional
money manager or through a bidding process, and may réqui afral in the form of high-
quality investment securities. A bank may have existing finaRgi
municipalities that give the bank a competitive advantage in att¥g deposit accounts.
Nonetheless, public funds are generally more sensitive to interest T8€s than retail deposits
and often have competitive rates at placement and subsequent rollover dates. Municipalities
have a fiduciary responsibility for the safe placement of funds and typically are mandated to
place funds only in banks that are sufficiently capitalized and in otherwise sound financial
condition. Therefore, public funds are also more sensitive to the financial condition of the
depository and may react to a bank’s negative press or deteriorating financial condition more
rapidly than retail depositors. The sensitivities of public-funds providers are important
considerations in banks’ operational and contingency planning activities. Public funds have
become more complex over time. (Updated in version 1.1)

Borrowed Funds

A bank can also generate funds through borrowings from various counterparties. Borrowed
funds include secured and unsecured debt obligations across the maturity spectrum. In the
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short term, borrowed funds include purchased federal funds (fed funds) and securities sold
under agreements to repurchase (repos). Longer-term borrowed funds include various types
of collateralized loans and the issuance of corporate debt. Depending on their contractual
characteristics and the behavior of funds providers, borrowed funds vary in maturity and
availability because of their sensitivity to the perceived risk of the bank, general trends in
interest rates, and other market factors.

When a bank that relies on borrowed funds for ongoing or contingent funding, it is important
for bank management to understand the credit standards of the entities lending to it. Bank
management typically determines the credit policies of key funds providers and uses that
information to estimate the amount of funding that would be available to a bank as its
financial condition changes. This is an integral part of planning for funding contingencies.
Some funds providers may be less sensitive to the financial condition of a bank since the
lenders are primarilydgcused on the quality and liquidity of collateral and are looking to the
pledged assets to gfiS payment. However, other funds providers, including sellers of

: ' s, usually have credit policies that lead them to require
alternative or additighal 1 if the actual or perceived condition of the bank begins to
i ight also freeze or reduce funding provided to a bank that is

condition. (Updated in version 1.1)

Deposit Listing Services

A bank may use a national deposit 118§ing seryiCe to raise both time and money market
deposits. This source of funding can be cog¥enigtif and usually involves minimal noninterest
costs. A bank can also tailor the tenor of list i#s to meet its funding needs. However,

Further, funds generated from these sources tendto rate-sensitive than deposits
C principally on the offering
rate. Funding strategies that incorporate deposit listing uld be complemented

with risk management systems to control associated risk

listing service have behavioral characteristics similar to deposite gr through a broker.
However, they generally do not meet the formal definition of a br d deposit, because the
service merely involves the listing of offering rates and does not employ the use of a third
party to communicate with the customer. (Updated in version 1.1)

Brokered Deposits

Brokered deposits® are deposits that are obtained or placed through the use of or relationship
with a third party (deposit broker). Banks obtain brokered deposits typically through
arrangements with securities brokerage firms. However, brokered deposits can be gathered
through other means as well, including a deposit listing service. Brokered deposits can also
be obtained through a sweep arrangement with an affiliated broker dealer. While sweep

8 See appendix A, “Brokered Deposit Use and Restrictions,” for additional information. (Footnote updated in
version 1.1)
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accounts pay a market rate, these accounts are established to maximize insurance coverage.
The use of brokered deposits provides a means for banks to raise large amounts of funds
quickly with a predetermined maturity structure. However, similar to deposits gathered via a
listing service, the primary motivation for placing or depositing funds is the offering rate.
These funds are highly rate-sensitive. Thus, at maturity, a bank would ordinarily need to
match prevailing market rates to successfully roll over or renew the deposit. Brokered
deposits with short-term or immediate (e.g., money market deposit accounts) maturities are
particularly at risk to rollover risk and should be closely monitored and managed. When a
bank has material reliance on brokered deposits, management should identify and maintain
committed alternative funding sources for short-term deposit maturities as conditions
warrant. Funding strategies should generally also address the potential higher costs
associated with renewing or replacing funds garnered through a deposit broker. In addition,
banks that do not meet regulatory requirements to be “well capitalized” (under 12 CFR 6,
“Prompt Corrective Aggtion” [PCA]) will find their ability to access or renew brokered funds
restricted or elimig <Q Banks that rely upon brokered dep051ts should also incorporate

Some banks, particularly large multinational banks, turn to the financial
markets for funding. Today, financi@l markd§s provide funding to banks in a variety of ways,
including asset purchases, repurchas eemgfits, and equity and debt issuances. These
sources provide a broader and more diversifte
market-based funding programs, when condy€tedion @broad scale, can allow banks to access

A bank’s reliance on the financial markets for fun
uncertainty, and complexity of a bank’s liquidity risk 1
products and services by the financial markets can be aff

liquidity risks can arise from the volatility of global and domestic funds supply and demand,
unexpected disruptions in normal market trading and pricing, settlement and operational
interruptions, and pronounced adjustments in a market’s risk pricing and acceptance.

Many financial market funding vehicles that remove assets from a bank’s balance sheet
sometimes carry with them both contractual and noncontractual funding commitments. These
noncontractual or implied commitments are usually not exercised during normal market
conditions. However, during market disruptions or times of stress, these commitments to
financial investors and other market participants may necessitate substantial and unexpected
use of funds or require a bank to repurchase underlying assets. Often, the fulfillment of these
nonlegally binding commitments is necessary to preserve the reputation of the bank and

% Refer to 12 CFR 303, “Filing Procedures” and 337.6, “Brokered Deposits.” (Footnote added in version 1.1)
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allow a bank continued access to that segment of the financial markets. When the quality and
performance of these assets has deteriorated, this condition may elevate the issuing bank’s
liquidity risk profile. (Updated in version 1.1)

When a bank relies on funding from the financial markets, it is important for operating and

contingent liquidity management and planning programs to incorporate strategies designed to
mitigate these unique and sometimes complex liquidity risks. (Updated in version 1.1)

Risks Associated With Liquidity

(Section added in version 1.1)

From a supervisory perspective, risk is the potential that events will have an adverse effect on
a bank’s current or pf@jected financial condition!® and resilience.!' The OCC has defined
eight categories bank supervision purposes: credit, interest rate, liquidity, price,

operational, coniplia gic, and reputation. These categories are not mutually
exclusive. Any proddct may expose a bank to multiple risks. Risks also may be
interdependent and m or negatively correlated. Examiners should be aware of
and assess this interdepe . iners also should be alert to concentrations that can

business lines, geographic are
Process” booklet of the Comptrolle
and their definitions.

Handbook for an expanded discussion of banking risks

Credit Risk

(Section added in version 1.1)

Credit risk is the risk to current or projected financial condi
obligor’s failure to meet the terms of any contract with th
agreed. Credit risk exists any time bank funds are extended,
otherwise exposed through actual or implied contractual agree ether reflected on or
off the balance sheet. Credit risk, however, encompasses more thaf™#¢ traditional definition
associated with lending activities. Credit risk also arises in conjunction with a broad range of
bank activities, including selecting investment portfolio products, derivatives trading
partners, or foreign exchange counterparties. Credit risk also arises because of country or
sovereign exposure, as well as indirectly through guarantor performance.

resilience arising from an
erwise perform as
invested, or

Credit risk exists in the form of loan customers and debt issuers on the asset side of the
balance sheet and retail depositors, brokered depositors, and wholesale funds providers on
the liability side of the balance sheet. Concentrations within a highly credit-sensitive
product/customer/depositor/provider can exacerbate liquidity levels during periods of market

19 Financial condition includes impacts from diminished capital and liquidity. Capital in this context includes
potential impacts from losses, reduced earnings, and market value of equity. (Footnote added in version 1.1)

11 Resilience recognizes the bank’s ability to withstand periods of stress. (Footnote added in version 1.1)
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stress. If a bank has a high concentration in a credit-sensitive deposits (i.e., brokered
deposits, municipal deposits, corporate deposits, etc.) and the bank’s credit rating is
downgraded, there is the possibility that those credit-sensitive deposits would go to another
bank, leaving the bank with a gap in funding that will need to be filled with either cash flows,
borrowings, or other retail deposits. Because of the rating downgrade, it may be more
difficult for the bank to obtain deposits or borrowings at a reasonable cost.

Interest Rate Risk
(Section added in version 1.1)

Interest rate risk (IRR) is the current or prospective risk to earnings and capital arising from
adverse movements in interest rates. IRR results from differences between the timing of rate
changes and the tim 3 of cash flows (repricing risk); changing rate relationships among
different yield cug tmg bank activities (basis risk); changing rate relationships across
the spectrum of at 1d curve risk); and interest-related options embedded in bank
products (options ris

Interest rate fluctuations @ffect piciiig on investments, deposits, and borrowings. As interest
rates increase, bond prices fall, w c causes depreciation in the investment portfolio.
Therefore, a falling interest ra t diminishes readily available liquidity should a
bank have to sell or pledge bonds f fundi urposes

s cost of funds by increasing the amount

s (e.g., FHLB, correspondent banking

ise in an increasing rate

B borrowings) could affect a
pucreasing rate environment. If
nd§by either borrowing at a

Increases in interest rates typically i 1ncreas
it pays on deposits to retain customers. Borr:
lines, and other secured and unsecured funding
environment. Call features in a bank’s borrowin
bank’s liquidity risk because borrowings might be &g
borrowings are called, the bank would need to replace
higher rate or with another form of liquidity.

Price Risk

(Section added in version 1.1)

Price risk is the risk to current or projected financial condition and resilience arising from
changes in the value of either trading portfolios or other obligations that are entered into as
part of distributing risk. These portfolios typically are subject to daily price movements and
are accounted for primarily on a mark-to-market basis. This risk occurs most significantly
from market-making, dealing, and position-taking in interest rate, foreign exchange, equity,
commodities, and credit markets. Price risk also arises from bank activities whose value
changes are reflected in the income statement, such as in lending pipelines, other real estate
owned, and mortgage servicing rights (MSR).

Banks that maintain trading portfolios or otherwise hold assets classified as “held-for-
trading” have exposure to price risk that arises from changes in interest rates. Trading
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portfolios could negatively affect the bank’s liquidity position as well as liquidity coverage
ratio (LCR) requirements because of their mark-to-market nature.

The cash flow volatility of assets and how quickly they can be converted to cash without
incurring unacceptable loss form the basis for evaluating the liquidity contained in a bank’s
asset base. Changes in market value and price volatility of various asset types, such as
securities and derivatives, could negatively impact a bank’s liquidity position depending on
the level of open positions on a bank’s balance sheet.

Market volatility could also negatively impact MSR valuation should a bank have a mortgage
banking operation. MSRs should be recorded at fair value when first booked, and on
subsequent report dates, reported at fair value or at the lower of cost or market. Therefore,
declines in market interest rates can cause prepayment speeds to increase and the fair value
of the MSR to decli ometimes resulting in a large MSR write-off.

Operational Risk

(Section added in versi

Operational risk is the risk tofurr@nt 8r projected financial condition and resilience arising
from inadequate or failed inte or systems, human errors or misconduct, or
adverse external events. Operationalflosses fhay result from internal fraud; external fraud;
inadequate or inappropriate employgnt prac#iCes and workplace safety; failure to meet
professional obligations involving clients, g#f0 , and business practices; damage to
physical assets; business disruption and syst ilugges; and failures in execution, delivery,
and process management. Effective challenge a audit play a critical role in
preventing and detecting operational errors.

Intraday liquidity monitoring is an important compon
process for banks engaged in significant payment, settle
bank’s failure to manage intraday liquidity effectively, un
could leave it unable to meet payment and settlement obligation§ glcly manner,
adversely affecting its own liquidity position and that of its count@gpastics. Operational risk
can occur in wholesale payments when there is an inability by a bank to meet its daylight
overdrafts with the Federal Reserve Banks.

idity risk management
garing activities. A
d stressed conditions,

Operational risk is introduced when monitoring and reporting systems are inaccurate or not
sufficient for the needs of the bank. This is especially true for banks with dynamic and
complex funding needs or funding dependencies.

Compliance Risk
(Section added in version 1.1)

Compliance risk is the risk to current or projected financial condition and resilience arising
from violations of laws or regulations, or from nonconformance with prescribed practices,
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internal bank policies and procedures, or ethical standards. Compliance risk is not limited to
risk from failure to adhere to consumer protection laws; it encompasses the risk of
noncompliance with a// laws and regulations, as well as prudent ethical standards and
contractual obligations. It also includes the exposure to litigation (known as legal risk) from
all aspects of banking, traditional and nontraditional.

A bank’s failure to maintain a “well-capitalized” status under 12 CFR 6 is subject to
brokered deposit restrictions, which can affect the bank’s liquidity. Moreover, for banks that
are not well-capitalized, the effective yield on the deposits cannot be more than 75 basis
points greater than the yield on a comparable deposit offered in the normal market area. '
Undercapitalized, significantly undercapitalized, and critically undercapitalized banks may
not accept, renew, or roll over any brokered deposit.

o limits on the transfer of liquidity among regulated entities. These

’s liquidity during economically stressed periods. Other relevant
lated to correspondent banking relationships,'* the LCR,!'* and
R)."> For example, the bank must notify the OCC if its LCR
ents and take certain actions as prescribed in the

Banks are also subjeg
limits can constrajfa bat
requirements ind
the net stable fundi
falls below the minim
regulation.

Liquidity could be negatively affegte bank incurs fines or civil money penalties for
failure to comply with laws and reg@lations MIf fines and penalties are significant enough, the
bank’s liquidity position could deterigrate. Alg#, increased compliance risk could result in a
negative reputation for the bank, whic (% t customer retention and the bank’s ability
to attract customers.

Strategic Risk

(Section added in version 1.1)

silience arising from

adverse business decisions, poor implementation of business d
responsiveness to changes in the banking industry and operating 8 0
function of a bank’s strategic goals, business strategies, resources, and quality of
implementation.

Strategic risk is the risk to current or projected financial comdition :E! X

12 Refer to 12 CFR 337.6(b)(2)(ii)(A). (Footnote added in version 1.1)

13 Refer to 12 CFR 206.3(b) and (c). (Footnote added in version 1.1)

14 Refer to 12 CFR 50, “Liquidity Risk Measurement Standards.” The full LCR requirement generally applies to
advanced approaches banking organizations and to their depository institution subsidiaries with total
consolidated assets equal to $10 billion or more. The LCR does not apply to federal branches and agencies.

(Footnote added in version 1.1)

15 Refer to 12 CFR 50.100. (Footnote added in version 1.1)
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The failure to consider liquidity risk in strategic business plans can hinder a bank’s ability to
obtain and maintain liquidity levels at a reasonable cost both in a normal and stressed
operating environment. Strategic plans and budgets typically consider multiple funding
avenues and associated costs when considering new product or growth strategies. Not
understanding the structure of the funding, pledging requirements, and any optionality within
funding could cause unnecessary risk within the balance sheet. The failure to consider all
relevant information or the full range of possible outcomes results in ineffective risk
management.

Reputation Risk
(Section added in version 1.1)

to current or projected financial condition and resilience arising
ion. This risk may impair a bank’s competitiveness by affecting its
gonships or services or continue servicing existing relationships.
bank activities, and management should exercise an

wg with stakeholders, such as customers, counterparties,
correspondents, investor: rsyemployees, and the community.

ability to establi
Reputation risk is in

Reputation issues, whether rea € (e.g., credit rating downgrade, fraud, money
laundering, consumer harm) could gduse a rlin on deposits or cause funds providers to call
borrowings before anticipated, conscquently gf#tising liquidity stress.
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Risk Management

Each bank should identify, measure, monitor, and control risk by implementing an effective
risk management system appropriate for the size and complexity of its operations. When
examiners assess the effectiveness of a bank’s risk management system, they consider the
bank’s policies, processes, personnel, and control systems. Refer to the “Corporate and Risk
Governance” booklet of the Comptroller’s Handbook for an expanded discussion of risk
management.

Sound liquidity risk management identifies, measures, monitors, and controls a bank’s
liquidity risk exposure. Well-managed banks have their liquidity risk management process
integrated into the bank’s overall risk management framework. (Updated in version 1.1)

The key component§
version 1.1)

a sound liquidity risk management process include (Updated in

e corporate governa aceountability.

e strategies, policies, pyocedurg®;and limits.

¢ risk measurement and itoging&systems.

¢ intraday liquidity and coll ent.

¢ funding diversification.

e maintenance of a cushion of highly liquid#8sets

e comprehensive contingency funding plafis.

¢ internal audit of the adequacy of liquidityfisEmasagement processes.

Corporate Governance

Boards of directors and bank management have the respo
liquidity risk management process. Both work to ensure { ge and structure are
commensurate with a bank’s level of liquidity risk. A bank
management information system designed to provide the board
management, and other appropriate personnel with timely and forwa
on the liquidity position of the bank.

cfOrs, senior
-looking information

The board’s responsibility centers on setting the strategic direction for the bank. Part of this
process includes an assessment of the board’s liquidity risk appetite as well as the liquidity
needed to fulfill strategic initiatives. The board implements policies that govern liquidity risk
management under both business-as-usual and stressed conditions. These policies should
clearly define the roles and responsibilities of board committees, senior management, and
senior management committees with appropriate segregation of duties between execution and
oversight of liquidity risk. It is also appropriate for bank policies to define the board’s desired
risk tolerance by establishing key liquidity risk limits. The board should regularly receive
reports that detail a bank’s liquidity position and be immediately informed of any material
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changes in a bank’s liquidity risk profile. In multibank holding companies, the board should
also understand the liquidity profile of important affiliates and their impact on a bank.
(Updated in version 1.1)

Policies, Procedures, and Limits

Banks should have policies and procedures for identifying, measuring, and controlling
liquidity risk exposures. These should translate the board’s goals, objectives, and risk
tolerances into operating standards. Formal policies and procedures approved by the board
should provide a consistent approach to identifying, measuring, and controlling liquidity
risk. !

Policies should assign responsibility for managing liquidity throughout the bank, including
separate legal entitiggh¥glevant operating subsidiaries, and affiliates, when appropriate.
Policies should a, @ ss the approach for managing liquidity, set liquidity risk tolerances,
and discuss to what o¥ iuidity risk management will be centralized or decentralized.

Policies communicate phasis a bank places on asset liquidity, liability
gathering, and operating Gash flogvs t@ meet its day-to-day and contingent funding needs.
Policies include both quantitdfive qualitative targets. Examples include (Updated in
version 1.1)

e cash flow projections that includSgdiscretgfind cumulative cash flow mismatches or gaps
over specified future time horizons u expected and adverse business condition.
e target amounts of unencumbered liquid

funding.

e asset concentrations that could increase liquidity risk thr
to cash (e.g., complex financial instruments, bank-owned [@
insurance, and less marketable loan portfolios), funding conceffations that address
diversification of funding sources and types such as large liability and borrowed funds
dependency, secured versus unsecured funding sources, exposures to single providers of
funds, exposures to funds providers by market segments, and different types of brokered
deposits or wholesale funding.

¢ funding concentrations that address the term, repricing, and market characteristics of
funding sources with consideration given to the nature of the assets they fund. This may
include diversification targets for short-, medium-, and long-term funding; instrument
type and securitization vehicles; and guidance on concentrations for currencies and
geographical markets.

e contingent liability exposures such as unfunded loan commitments, lines of credit
supporting asset sales or securitizations, and collateral requirements for derivatives

16 For more information, refer to OCC Bulletin 2010-13. (Footnote added in version 1.1)

Comptroller's Handbook 21 Liquidity



Version 1.1

transactions and various types of secured lending.

e exposures of material activities such as securitization, derivatives, trading, transaction
processing, and international activities, to broad systemic and adverse financial market
events. This is most applicable to institutions with complex and sophisticated liquidity
risk profiles.

e alternative measures and conditions that may be appropriate for certain institutions.

Policies should also identify the primary objectives and methods to use in meeting daily
operating cash outflows, providing for seasonal and cyclical cash flow fluctuations, and
addressing various adverse liquidity scenarios. This includes formulating plans and courses
of actions for dealing with potential temporary, intermediate-, and long-term liquidity
disruptions.

i#§ and procedures should define management responsibilities. These
should address thefl§ @f authority for the following:

o agement policies, procedures, and limits.
o trategies and tactics used in managing liquidity risk.
J ty fanagement.
e Establishing and maintai
e Authorizing exceptions to
e Identifying potential liquidity ri
products and activities.
Policies and procedures should identify the iffdi or committees responsible for

liquidity risk management decisions. Less com

LCO). Policies should
clearly identify the individual or the committee’s duties a ghilities, the extent of
their decision-making authority, and the form and frequenc pgfiodidyreports to senior
management and the board of directors. When a bank uses an A
management committee, the committee should monitor the liquidit§®tofile of the bank and
include representation from all major business lines that can affect liquidity risk (e.g.,
lending, investment, deposit-gathering, funding, operations). Committee members should
include senior managers who have clear authority to execute strategies and transactions that
affect liquidity. The committee should ensure that the liquidity risk measurement system
identifies and quantifies all primary liquidity risk exposures. They should also ensure that the
reporting process communicates accurate, timely, and relevant information about the level
and sources of risk exposure.

Liquidity risk tolerances or limits should be consistent with a bank’s complexity and liquidity
risk profile. Risk tolerances should reflect both quantitative targets and qualitative guidelines.
These limits, tolerances, and guidelines may include the following:
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e Limits on projected net cash flow positions (sources and uses of funds) over specified
time horizons. Projected sources and uses statements are dynamic statements of cash flow
and should include on- and off-balance-sheet change projections (e.g., loan growth,
deposit outflows). Limits may be placed on liquidity projection ratios (e.g., total
projected sources/ total projected uses), or on the capacity coverage ratio (total available
secondary funding/net projected cash flow) over various time frames (e.g., daily, weekly,
monthly, semiannually, annually).!”

e Limits on discrete or cumulative funding mismatches or gaps over specified short- and
long-term time horizons (e.g., next day, one week, two weeks, one month, six months).'8

e Target amounts of highly liquid asset reserves expressed as aggregate amounts or as
ratios calculated in relation to, for example, coverage of net cash outflows, or expected
liquidity needs under stress scenarios.

e Limits or triggers on the structure of short- and longer-term funding of the asset base,
under both normgland stressed conditions.

e Limits or trigg nding concentrations or guidelines that promote funding
diversification s ifits on large liability and borrowed funds dependency, limits on
single funds pro@idesili on exposure to market segment funds providers, and limits

osits or other wholesale funding.

e (QGuidance on the minimum
assets and liabilities.

Banks may use other risk indicators in sp wfelimits: loans-to-deposit ratios; loans-to-
equity capital; purchased funds-to-total ass

and comparisons. In using these measures, how grikg, should be fully aware that they
might not address the time dimension and scenario haracteristics of a bank’s
liquidity risk profile. Static balance sheet measures ificant liquidity risk that
can occur in the future under normal and adverse business itf@gs. Therefore, they should

not be the exclusive measures that banks use to monitor iquidity.

Well-managed banks develop policies governing the creation afig nance of a written,
comprehensive, and up-to-date liquidity contingency funding plan™@@ficies should also
ensure that, as part of ongoing liquidity risk management, senior management identifies early
warning indicators of potential liquidity problems.

Policies and procedures ordinarily take into account compliance with appropriate laws and
regulations that can have an impact on the bank’s liquidity risk management and liquidity
risk profile. These laws and regulations include the Dodd—Frank Act, Federal Deposit
Insurance Corporation Improvement Act, the Federal Reserve Act, and certain regulations
issued thereunder. Procedures for determining a bank’s compliance with certain laws and
regulations are included in “Quality of Risk Management” at the end of this booklet, but this
section does not address all laws and regulations that may be applicable. The Consumer

17 See appendixes B, F, G, and H for examples of these types of reports.

18 See appendix C, “Example-Bank Liquidity Gap Report.”
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Compliance series of the Comptroller’s Handbook contains examination procedures related
to deposit regulations. (Updated in version 1.1)

Liquidity Risk Measurement, Monitoring, and Reporting Systems

A bank’s liquidity risk measurement process should be commensurate with its size,
complexity, and liquidity risk profile. Similar to a bank’s policy limits and targets, the
measurement of liquidity should be comprehensive and prospective. Comprehensive liquidity
measurement should incorporate all the cash flows and liquidity implications from all
material assets, liabilities, off-balance-sheet positions, and other activities, including the
potential optionality embedded in the bank’s assets and liabilities. In order for measurement
to be prospective, the measurement should be forward-looking by attempting to identify
potential future funding mismatches, as well as those that currently exist. Analysis of
liquidity should inc oth quantitative and qualitative factors. This analysis, at a
minimum, shouldgf the following: (Updated in version 1.1)

The bank’s sourdgs uscof cash and their relevant trends.
Pro-forma cash floWgsta nd funding mismatch gaps over different time horizons.
New products and the econ Niquidity.

sheet items that may signift

e Trends in the relative cost of funlls need€d for existing and alternative funds providers
and the impact on net interest inc % in.

e The diversification of funding sourcesfdn ds in funding concentrations.

e Asset quality trends.

e The sensitivity of funds providers to both fi
events.

e The bank’s exposure to both broad-based marke apl-spgcific contingent liquidity
events.

e A discussion of highly liquid assets, trends in those assegs, an arket dynamics that
could affect their conversion to cash.

e The market’s perception of the bank as indicated by excess s id relative to similar
banks.

e If applicable, the impact of cash flows related to the repricing, exercise, or maturity of
financial derivatives contracts, including the potential for counterparties to demand
additional collateral in the case of a weakening of the market’s perception of the bank.

e If applicable, the impact on cash flows by providing correspondent, custodian, and
settlement activities.

e Ifapplicable, the bank’s capacity to manage liquidity risk exposures arising from the use
of foreign currency deposits and short-term credit lines to fund domestic currency assets,
as well as the funding of foreign currency assets with domestic currency.

et and institutional trends and

In addition to a review of the bank’s specific sources and uses of funds, measurement of
liquidity should also take into consideration relevant national and local trends. These should
include the following:
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e Economic and financial market developments, such as trends in interest rates and funding
costs.

e General credit conditions in the bank’s target market.

e General corporate earnings trends and projections.

A fundamental measure of prospective liquidity risk is the projection of the bank’s cash
flows under alternative scenarios. These projections include business-as-usual scenarios that
incorporate relevant seasonality, growth assumptions, or alternative business plans and
various adverse stress scenarios. Management’s analysis of the trends in the bank’s funding
sources and balance-sheet structure should be used to develop these cash flow projections.
The level of sophistication can range from simple spreadsheets to very detailed analytical
reports; these projections should be consistent with the bank’s complexity and its liquidity
risk profile.

al role in the construction of liquidity measures and the
jections. Liquidity risk managers need to ensure that all
assumptions used arg/re ab¥¢ and appropriate. Key assumptions should be reviewed,
documented, and appreed dgnually.

Assumptions used in assessi
positions with uncertain cash
documentation and review. Banks
should perform stress tests to dete
have on their liquidity profile.

ial amounts of complex or uncertain cash flows
ect changes to their material assumptions

Assumptions surrounding the stability of retail itggAgd brokered deposits as well as
secondary market borrowings are important, parffc en evaluating the availability of
alternative sources under adverse contingent scenafg g8 of these assumptions should
consider, at a minimum

¢ historic behavior of deposit customers and other funds

e current and future business conditions that may change the
and funds providers’ behavior.

e general conditions and characteristics of the bank’s market for various types of funds,
including the degree of competition.

e anticipated pricing behavior of funds providers under each scenario.

sponses of customer

Banks that rely significantly on secured financing should have strong processes in place to
evaluate asset liquidity under a variety of business-as-usual and stress conditions. They
should also include a determination of whether the asset is free to be used as collateral, an
assessment of market haircuts, market capacity constraints, access to the central bank
borrowings, concentrations in collateral, potential name-specific concerns, and the ability to
complete the transaction.

Methods used to measure and monitor liquidity risk should be sufficiently robust and flexible
to allow for timely computation of the metrics used in ongoing liquidity risk management.
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Risk monitoring and reporting should be able to provide information for day-to-day risk
management and control. Additionally, the frequency and scope of risk monitoring systems
should be developed so they are easily expandable during times of stress.

The complexity and sophistication of management reporting and management information
systems (MIS) should be consistent with the bank’s liquidity risk profile. Liquidity MIS
should be sufficiently detailed to allow management to assess the sensitivity of the bank to
changes in market conditions, its own financial performance, and other risk factors. Reports
may include

e cash flow projections that assess both “business-as-usual” and contingent liquidity
scenarios. These may be both static (to identify recent trends) and forward-looking (to
identify prospective needs).

¢ funding concentighion reports that highlight the dependence on sources of funds that may
be highly sensi @ bank-specific contingent liquidity risk.'®

e critical assuinptig yed in cash flow projections and other measures as well as
their implication§l

e the status of key e ing signals or risk indicators.

e the status of contingef§ fundifig SQurces or collateral usage.

e aselected set of appropri idity ratios that highlight the liquidity risk profile of the
bank and trends in these ra

e the impact of new product and i

e measures and ratios tailored to th
strategies, liquidity risk profile, and sigfiif]

e when appropriate, both consolidated an
with multiple offices, international branches

Intraday Liquidity Management
Intraday liquidity monitoring is an important component ofgghe [ig
ficarit pd¥y

process for banks, particularly for those engaged in signi settlement, and
clearing activities. A bank’s failure to manage intraday liquidity rely, under normal
and stressed conditions, could leave it unable to meet payment and settlement obligations in a
timely manner, adversely affecting its own liquidity position and that of its counterparties.
Among large, complex organizations, the interdependencies that exist among payment
systems and the inability to meet certain critical payments have the potential to lead to
systemic disruptions that can prevent the smooth functioning of all payment systems and

ry liquidity management and funding

activities.?’

dated liquidity risk reports for banks
iaries.

risk management

19 Examples of reports on funding concentrations include information on the types and amounts of negotiable
certificates of deposit (CD) stratified by size and origin (e.g., community or market area; brokered, deposit-
splitting networks; internet-rate listed) and other obligations, as well as the collateral and credit triggers or
policies of major wholesale funds providers.

20 Examples include reports on the quality, pledging status, and maturity distribution of the investment
securities portfolio in those banks that are heavily reliant on those assets as a primary source of contingent
liquidity. Alternatively, a bank reliant on securitizations or loan sales as a primary source of funding should
develop reports that target the liquidity risks inherent in those activities.
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money markets. Therefore, banks with material payment, settlement, and clearing activities
should actively manage their intraday liquidity positions and risks to meet payment and
settlement obligations on a timely basis under both normal and stressed conditions. Senior
management should develop and adopt an intraday liquidity strategy that allows the bank to
do the following:

e Monitor and measure expected daily gross liquidity inflows and outflows.

e Manage and mobilize collateral when necessary to obtain intraday credit.

e Identify and prioritize time-specific and other critical obligations in order to meet them
when expected.

o Settle other less critical obligations as soon as possible.

e Control credit to customers when necessary.

e Manage the collateral and liquidity needed for payment-system obligations (Added in
version 1.1)

For small, noncompl
the adequacy of fun
settlement and clearin
version 1.1)

intraday liquidity management process typically focuses on
within the bank’s Federal Reserve (Fed) or correspondent
would usually encompass the following: (Updated in

e Active monitoring of signi ifftraddy settlement and clearing activity.

e Maintenance of sufficient cash Balances%and daylight overdraft capacity, when necessary.

e Adequacy of collateral pledged t Fegdlacggunt to cover both expected and unexpected
intraday funding needs. %

e Incorporation of intraday liquidity maint€nan€e i#to contingency funding planning and
scenarios.

Funding Diversification

A bank should establish a funding strategy that provides e dgsification in the
sources and tenor of funding. A bank should diversify availa sources in the short-,
medium-, and long-term. Diversification targets should be part ofyged#m- to long-term

funding plans and should be aligned with the budgeting and business planning process.?!

Funding plans should take into account correlations between sources of funds and market
conditions. Management should also consider the funding implications of any government
programs or guarantees that a bank uses. The desired diversification should include limits by
counterparty, secured versus unsecured market funding, instrument type, securitization
vehicle, and geographic market.

Banks that rely on market-based funding sources should maintain an ongoing presence in
their chosen funding markets and strong relationships with funds providers to promote
effective diversification of funding sources. A bank should regularly gauge its capacity to
raise funds quickly from each source. The bank should identify the main factors that affect its

2! For more information, refer to OCC Bulletin 2010-13. (Footnote added in version 1.1)
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ability to raise funds and monitor those factors closely to ensure that estimates of fund-
raising capacity remain valid.

An essential component of ensuring funding diversity is maintaining market access. Market
access is critical for effective liquidity risk management, as this access affects the ability to
both raise new funds and liquidate assets. A bank should identify and build strong
relationships with current and potential investors, even in funding markets facilitated by
brokers or other third parties. Building strong relationships with various key providers of
funding can give a bank insight into providers’ behavior in times of bank-specific or market-
wide shocks. Senior management should ensure that market access is being actively
managed, monitored, and tested by the appropriate staff.

A bank should identify diversified alternative sources of funding that strengthen its capacity
to withstand a varietygf severe bank-specific and market-wide liquidity shocks. Depending
on the nature, sev d duration of the liquidity shock, potential sources of funding
include, but are ffot the following actions:

Tactical actions
e Sale (either outright 8gthrou urchase agreements) or pledging of liquid assets.
Drawing down committedfacfliti

Wholesale deposit growth.
Lengthening maturities of new lg@abilitie
Borrowings. (Added in version 1%

Strategic actions

e Retail deposit growth.

Raising capital.

Issuance of debt instruments.

Sale of subsidiaries or lines of business.
Asset securitization.

Cushion of Highly Liquid Assets

Liquid assets are an important source of both primary (operating liquidity) and secondary
(contingent liquidity) funding at many banks. Indeed, a critical component of a bank’s ability
to effectively respond to potential liquidity stress is the availability of a cushion of
unencumbered highly liquid assets without legal, regulatory, or operational impediments that
can be sold or pledged to obtain funds in a range of stress scenarios. These assets should be
held to protect against a range of liquidity stress scenarios, including those that involve the
loss or impairment of typically available unsecured or secured funding sources. The size of
the cushion of such high-quality liquid assets should be supported by estimates of liquidity
needs revealed by a bank’s stress testing, as well as being aligned with the risk tolerance and
risk profile of the bank. Management estimates of liquidity needs during periods of stress
should incorporate both contractual and noncontractual cash flows, including the possibility
of funds being withdrawn. Such estimates should also assume the inability to obtain
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unsecured funding and the loss or impairment of access to funds secured by assets other than
the safest, most liquid assets.

Management should ensure that highly liquid assets are readily available and are not pledged
to payment systems or clearinghouses. The quality of unencumbered liquid assets is
important as it ensures accessibility during the time of most need. For example, a bank could
use its holdings of high-quality U.S. Treasury securities or similar instruments and enter into
repurchase agreements in response to the most severe stress scenarios.??

Contingency Funding Plans

A CFP includes policies, procedures, projection reports, and action plans designed to ensure
that a bank’s sources of liquidity are sufficient to fund normal operating requirements under
contingent liquidity ts. The objectives of the CFP are to do the following:

e Provide a plan fo
e Designate mana
reporting expectati

ing to various and increasing levels of a bank’s liquidity stress.
sibilities, crisis communication methods and channels, and
in version 1.1)

increasing adverse liquidify cifgumstances.
e Describe steps that should ure that the bank’s sources of liquidity are
sufficient to fund scheduled opefating n and meet the bank’s commitments with
i ion 1.1)

Contingent events arise from both unexpect
conditions. They increase the risk that a bank wj

1se off-balance-sheet
zmatic financial
°s, changes in economic

liabilities, the exercise of options by customers to withdraw @gpQ
commitments, and other unforeseen events. External events ma
market occurrences, such as changes in the price volatility of secu
conditions, or dislocations in financial markets.

Contingent liquidity events range from high-probability and low-impact events that occur
during the normal course of business to low-probability but high-impact events. These may
develop from liquidity pressures that are immediate and short-term in nature. They may also
present longer-term or sustained situations that may grow over time and have long-term
liquidity implications. The duration of an identified stress event is a primary factor when
developing contingency plans.

Well-managed banks incorporate planning for high-probability and low-impact liquidity risks
into the day-to-day management of their sources and uses of funds. Banks generally

22 For more information, refer to OCC Bulletin 2010-13. (Footnote added in version 1.1)
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accomplish this by assessing possible variations around expected cash flow projections and
providing for adequate liquidity reserves and other means of raising funds in the normal
course of business.

The CFP primarily addresses low-probability and high-impact events. It addresses both the
severity and the duration of negative liquidity events. The CFP should accomplish the
following:

Identify plausible stress events.??

Evaluate those stress events under different levels of severity.

Make a quantitative assessment of funding needs under stress events.>*
Identify potential and viable funding sources in response to a stress event.
Provide for management processes, reporting, and internal as well as external
communication ghout the stress event.

Within the CFP, ma
to fund both short-t
strategic needs. These e those situations that have a significant negative impact
on the bank’s liquidity, e r Gapital because of its balance-sheet composition,
business activities, or manag@nen§structure. Possible stress events include the following:

should identify the stress events that threaten a bank’s ability

Deterioration in credit quality.

Decline in the bank’s composite Fagiag. d
A prompt corrective action capital dogfigr,
Negative press coverage.

Public cybersecurity-related event

Rising reputation risks.

Material changes in customer relations and perc s
Actual or threatened adverse action related to the ban,
Actual or anticipated changes in senior and short-term Wgbt ratifg
Rapid asset growth, particularly when funded with potentta @
Deterioration in financial condition that may jeopardize acceSgtQ
central bank funding.

e [External events such as natural disasters and disruptions in the markets from which the
bank obtains funds.

ed in version 1.1)

e liabilities.
arket, wholesale, and

The CFP scenarios should delineate the various levels of stress severity that could occur
during a liquidity crisis. The events, stages, and severity levels should be tailored to the
bank’s specific funding structure.

23 See appendix D, “Examples of Liquidity Stress Events, Triggers, and Monitoring Items or Reports,” for
additional guidance.

24 See appendix E, “Example-Bank Liquidity Contingency Funding Scenarios.”
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A critical element of the CFP is the quantitative projection and evaluation of expected cash
flows and the ability of the bank to meet any shortfalls during a stress event. The bank should
identify a series of actions it will take during a stress event and commit sources of funds for
contingent needs in advance of those stress events. To evaluate a potential stress event, the
bank should evaluate the potential erosion in funding as well as the cash flow mismatches at
alternative stages of the stress event. As an event worsens, banks should assume that funding
sources could further erode or become cost-prohibitive. This evaluation should be based on
realistic estimates of funds providers’ behavior and collateral expectations and should
include both on-balance- and material off-balance-sheet cash flows. (Updated in version 1.1)

Because a high potential exists for liquidity pressures to spread from one source to another
during a significant event, banks should identify alternative sources of liquidity and ensure
access to emergency standby funding sources. Banks should conduct advanced planning to
ensure that these souggges would be readily available. If a bank intends to use asset
securitization to 1 adby liquidity needs, this planning and analysis should include an
assessment of't th and the implications for those markets if the liquidity crisis
is the result of a broaf stress event rather than a name-specific event.

isis management team and administrative structure,

including realistic action pla ivien levels of stress. It should also be integrated with

iti the continuity of business planning. It should
provide for frequent communicationfamongfthe crisis team, the board of directors,

management, and other interested p . Thigfgommunication optimizes the effectiveness of

% isions are coordinated to reduce the impact

ent may also include increased

preparation of regular liquidity reports as w
prepared. Reports that are generally prepared d
following: (Updated in version 1.1)

Levels and trends in uninsured deposit relationships.
Cash flow projections and run-off reports.

Reports on performance in relation to liquidity limits and
Funding capacity reports by funding type.

Certificate of deposit (CD) breakage or early redemption reports.

Funding source concentration reports.

Reports on alternative funding sources of incremental liquidity, including standby
emergency sources of liquidity.

Vault cash management reports.

Intraday settlement and clearing activity reports.

Daylight overdraft reports.

Wire transfer activity.

Information and reports on the stability, pricing, and performance of the markets from
which funds would be obtained.

To ensure the effective and timely implementation of the CFP, banks should develop a
process for identifying a potential liquidity event before it becomes a crisis. This can be
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accomplished through the use of early warning indicators and event triggers that are readily
observable during the bank’s normal reporting process. These should be tailored to the
bank’s specific liquidity risk profile. For example, a bank should have early warning
indicators that signal whether embedded triggers in certain products (i.e., callable public
debt, over-the-counter derivatives transactions) are about to be breached, or whether
contingent risks are likely to materialize, such as backup lines to off-balance-sheet conduits
(i.e., asset-backed commercial paper), which would force a bank to provide additional
liquidity support for the product or bring assets back onto the balance sheet. Early
recognition of a potential event allows bank management to enhance a bank’s readiness as
the event actually evolves. Early warning signals may include the following:

e Rapid asset growth funded with volatile liabilities.

e A reluctance of traditional funds providers to continue funding at historic levels.

e Rating agency cig@it watches for potential downgrades.

e Pending crimjge n against the bank, regulatory action (both formal and informal), or
component Or cogp@Sitgagating downgrade(s). (Updated in version 1.1)

e Significant deter i e bank’s asset quality.

d subordinated debts, credit default swaps, and stock

¢ Difficulty in accessing lon

Reluctance of trust managers, mahagers, public entities, and credit-sensitive funds
providers to place funds.
Reluctance of broker-dealers to show ¢ffe s name in the market.

Market rumors or concerns that custome#s haVe dfscussed with the bank’s staff.
Rising funding costs in an otherwise stable

Increased redemptions of CDs over $250,000 b
Counterparty resistance to off-balance-sheet prod®
Market reluctance to carry out planned loan sales.
The elimination of committed credit lines by counterpatgies.

Impending triggers in debt issuance and securitization docug @
Rapidly rising credit spreads or disruptions in the markets frohaggdffCh a bank obtains its

funds.

sed margin requirements.

Banks that issue public debt, use warehouse financing, securitize assets, or engage in material
over-the-counter derivatives transactions have material exposure to conditions embedded in
the contracts. These triggers should also be included in the event-trigger monitoring
processes.

Sound CFP planning includes methods for revising both stress scenarios and contingent
funding availability to reflect current market conditions and bank-specific circumstances.
Often, the reaction of significant funds providers can vary widely and may reflect the bank’s
unique crisis situation. As conditions and circumstances change, CFP plans should be
continually revised to most accurately project the amount of funding needs and availability of
primary and contingent sources.
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Banks should test components of their contingency funding plan to assess their reliability
under times of stress. Identified actions such as loan sales, repurchasing securities, and
central bank borrowing should be periodically tested to ensure that they function as
envisioned. Larger, more complex banks can benefit from employing simulations to test
communications, coordination, and decision-making processes. For example, late-day
simulations can point out specific problems, such as difficulties in selling assets or borrowing
new funds when the markets are winding down or staff may become inefficient. In the event
a bank is experiencing stress, it is important to know that a CFP not only exists but is being
acted on.

Internal Controls

A bank’s internal controls consist of procedures, approval processes, reconciliations, reviews,
and other mechanis esigned to provide reasonable assurance that the bank achieves its
objectives for li management. Appropriate controls address all aspects of liquidity
risk management, in licy adherence, the adequacy of risk identification, the
accuracy and appro isk measurement and reporting, fraud prevention and
compliance with applicable laws and regulations.
Controls over assumptio andes to assumptions are critical. Therefore, internal
controls should ensure that as§umftions are not changed without clear justification consistent
with approved strategies. Doc cash flow assumptions should be readily
accessible, understandable, and in aff auditale format. (Updated in version 1.1)

Independent reviews of various compone
should be conducted regularly. These revie

nk’s liquidity risk management processes
st and document the current

d recommend solutions for

Sess compliance with policies and

identified weaknesses. Independent reviews shotfld g
procedures.

Noncompliance should be reported to the appropriate lev€l of anaggment to ensure that
corrective action is taken.

Liquidity Coverage Ratio
(Section added in version 1.1)

This section applies to category I and II banking organizations and category III banking
organizations with more than $75 billion in weighted short-term wholesale funding (STWF).
A reduced LCR requirement, calibrated at 85 percent of the full LCR requirement, applies to
category III banking organizations with less than $75 billion in STWF, and a requirement of
70 percent of the full LCR requirement applies to category IV banking organizations with
$50 billion or more in STWF.?

25 Refer to 12 CFR 50.1(b).” (Footnote added in version 1.1)
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The LCR promotes short-term resiliency by requiring banks to have sufficient high-quality
liquid assets (HQLA) to meet their total stressed net cash outflows over a 30-day period. It
enhances the ability of individual banks and the industry to survive a significant short-term
stress period. The LCR provides standardized liquidity metrics and comparability across
banks and jurisdictions. It reduces potential counterparty flight during a stress period,
enhances bank liquidity management, improves systems and reporting, provides a daily
snapshot of complete bank and holding company liquidity positions, enhances deposit
balance forecasting, and increases control and transparency of HQLA.

The LCR is a ratio consisting of the HQLA, the numerator, necessary to cover the total net
outflows over a prospective 30-day stress period, the denominator. A bank must maintain an
LCR that is equal to or greater than 1.0 on each business day.?® The LCR is calculated as
follows:

R HQLA Amount

~ Total Net Cash Outflow Amount
The total net cash out ount in the denominator consists of two parts. The first part
takes the net of all outflowgs and s, with inflows subject to a cap of 75 percent of
outflows, and the addition of ghe lrgdst net outflow during the 30-day period due to a
maturity mismatch, or a matu dd-on. The second part multiplies the first part
by the outflow adjustment percentage basedfpn the tailoring category. The total net cash
outflow amount is calculated as follOys: /
Total net cash outflow amount
= (Total outflows — min (
+ Maturity mismatch add

ws, 0.75 X Total outflows)
ow adjustment percentage

High-Quality Liquid Assets
(Section added in version 1.1)

The LCR numerator consists of HQLA, which are assets that can sily converted into
cash to meet funding obligations during a 30-day stress period. HQLA is defined as highly
liquid, unencumbered assets that can be efficiently and immediately converted into cash in
private markets with little or no expected loss of value during a period of stress. HQLA is
intended to be usable by the bank to cover funding obligations during times of stress. A bank
is required to maintain an amount of HQLA sufficient to cover the net cash outflows during a
prospective 30-day stress period.

There are three levels of HQLA. Level 1 is the highest quality and most liquid. Level 2A and
2B liquid assets are associated with relatively stable and significant sources of liquidity, but
not to the same degree as level 1 liquid assets. Thus, level 2A and level 2B assets are subject
to haircuts and composition caps. Level 2A liquid assets are subject to a 15 percent haircut

26 Refer to 12 CFR 50.10(a). (Footnote added in version 1.1)
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and when combined with level 2B liquid assets, cannot exceed 40 percent of the HQLA
amount. Level 2B liquid assets are subject to a 50 percent haircut and cannot exceed 15
percent of the HQLA amount.

The composition caps ensure that at least 60 percent of the numerator is composed of the
most highly liquid level 1 assets. The HQLA amount in the numerator reflects the total
qualifying HQLA the bank holds that satisfy the operational and composition limits.

To be included in HQLA, assets should be low risk, remain liquid during times of stress,
have active sale and repurchase markets, high trading volume, low bid-ask spreads, a diverse
set of market participants, and low-price volatility. Level 1 assets generally consist of reserve
balances, securities issued or guaranteed by the U.S. government and securities issued or
guaranteed by certain sovereigns or sovereign entities. Level 2A generally consists of
securities issued or gdaranteed by U.S. government-sponsored entities (GSE) and certain 20
percent risk-weigh @ ereign securities. Level 2B consists of corporate debt and municipal
obligations that €fe 1fivg

that are part of the

HQLA.? Table 2 comp WA, and 2B HQLA and summarizes restrictions.

Table 2: HQLA comparison

Level 1 Level 2B
Asset type e Reserve bank balances o Publicly traded equity
and foreign withdrawable securities included in
reserves Russell 1000 index or

equivalent*®

e Investment grade
corporate debt*

e Investment grade
municipal obligations*

e U.S. Treasury securities

¢ Other securities
guaranteed by the U.S.
government*

e Securities guaranteed by
a zero percent risk-
weighted foreign
sovereign, Bank of
International Settlements,
International Monetary
Fund, European Central
Bank, European
Community, or a
multilateral development
bank*

e Securities issued by
certain sovereigns*

System, FHLB)

o Certain securities
guaranteed by a 20
percent risk-weighted
foreign sovereign or
multilateral development
bank and that are not
level 1 assets™

Composition ¢ No composition cap e Combined level 2A and o Level 2B assets cannot
cap level 2B assets cannot exceed 15 percent of
exceed 40 percent of HQLA.
HQLA.
Haircut ¢ No haircut e 15 percent haircut applied | ¢ 50 percent haircut applied

* Asset must also be liquid and readily marketable.

27 Refer to 12 CFR 50.20. (Footnote added in version 1.1)
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HQLA Operational Requirements
(Section added in version 1.1)

To be included in the numerator HQLA amount, an asset must be one of the eligible level 1,
2A, or 2B asset types and meet certain operational and eligibility criteria. Except for reserve
bank balances, foreign withdrawable reserves, and securities issued by or guaranteed by the
U.S. government, assets must be liquid and readily marketable to be included in the HQLA
amount. A security is liquid and readily marketable if it is traded in an active secondary
market with more than two committed market makers, a large number of nonmarket maker
participants on both the buying and selling sides of transactions, timely and observable
market prices, and a high trading volume.

Wtain policies, procedures, and systems that demonstrate the

nonetize HQLA at any time. In addition, policies and procedures
A is unencumbered and under the control of the liquidity risk
management functiofl (e.gf th&J reasury function).

Management must demongtrate security is HQLA-eligible throughout the life of the
security by periodically mondtiziflg a¥epresentative sample of the portfolio. For the most
liquid securities, such as U.S. “®lat can be accomplished through the ordinary

course of business. Management sh@lld outfine the frequency of monetization by security

type within the bank’s LCR policy.

HQLA must be free of any legal, contracttia atory restrictions. Eligible HQLA
cannot include assets that the bank received wit gthccation (banks using, for their own
purposes, assets that have been posted by their as cAllateral) rights if the beneficial
owner has a contractual right to withdraw the asse paiing more than de minimis
remuneration (minimal fee for services provided) in 0 Galendar days. Assets cannot
be designated to cover operational costs.

HQLA Amount
(Section added in version 1.1)

The amount of HQLA in the numerator is the total eligible HQLA held by the bank that meet
all the operational requirements and are within the level 2A and 2B compositional caps. To
calculate the HQLA amount, the bank sums its level 1, level 2A, and level 2B assets that
meet all the operational requirements and then identifies the excess amount above the caps on
both day zero and day 30 after unwinding certain secured transactions. The larger of the day
zero and day 30 excess amounts are then subtracted from the total of the level 1, level 2A,
and level 2B asset amounts, which results in the total HQLA amount. The numerator HQLA
amount is calculated as follows:
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HQLA Amount

= Level 1 liquid asset amount + Level 2A liquid asset amount

+ Level 2B liquid asset amount

— max(unadjusted excess HQLA amount, adjusted excess HQLA amount)

Where
Level 1 liquid asset amount = Level 1 liquid assets
Level 2A liquid asset amount = 0.85 X Level 2A liquid assets
Level 2B liquid asset amount = 0.50 X Level 2B liquid assets

Unadjusted ss HQLA amount
vel 2 cap excess amount + Level 2B cap excess amount

Adjuste exeess HQLA amount
= Adjusted level 2 cap excess amount
usted level 2B cap excess amount

HQLA in the numerator must ctions that are unwound, which are secured
transactions that mature during the 30-day pgriod.?® “Unadjusted” refers to a bank’s HQLA
profile on the calculation date (day andgfadjusted” refers to a bank’s HQLA profile on

day 30, after certain secured transactions
unwound. For example, a bank borrows $10,
2 and the repo matures on T+5. At T, managem
asset amount (if the cash has been placed in a R8Se
85 percent of fair value, and level 2B are at 50 per
caps being calculated based on including the $100 in IEVE
excess HQLA at T. At T+30, the bank’s level 1 amount
was unwound at T+5 (-$100 cash, +$100 GSEs). Level 2A
now include $85 of GSEs.

re from day zero to day 30 have been
epo, which is secured by GSEs, on T-

To calculate the composition caps, management must use the more conservative of
unadjusted and adjusted HQLA, that is, subtract the greater of the unadjusted and adjusted
“excess” amount. The purpose of using the greater of the unadjusted and adjusted is to
prevent a bank from avoiding the level 2 cap limits. The purpose of the unwind for
transactions that mature between day zero and day 30 is to prevent a bank from artificially
inflating its level 1 assets, thereby expanding its caps, by using short-term transactions. A
bank must unwind the following transactions that mature within 30 calendar days of the
calculation date: secured funding transactions, secured lending transactions, asset exchanges,
and collateralized derivative transactions. A bank does not have to unwind collateralized
deposits, including municipal deposits and collateralized corporate trust deposits.

28 Refer to 12 CFR 50.21(f). (Footnote added in version 1.1)

Comptroller's Handbook 37 Liquidity



Version 1.1

Generally, there are two types of collateralized deposits:

e Public sector, which is a deposit of a state or municipal entity that is secured under
applicable law.

e Trust, which is a deposit of a fiduciary secured under 12 CFR 9.10 (national banks) or
12 CFR 150.300-50.320 (federal savings associations).

Collateralized deposits meeting the above definition are not subject to the unwind calculation
(adjusted HQLA), and outflow rates vary: zero percent if collateralized by level 1, 15 percent
if collateralized by level 2A, and 25 percent if operational. The rate cannot be greater than
the equivalent outflow rate for an unsecured deposit.

Total Net Cash Outflows

e total net cash outflows during a stressed 30-day period.
reflect certain standardized stress assumptions. There
and inflow sources with the denominator. Outflow

nts, collateral, brokered deposits—retail,
erational, debt security buyback, secured

(subject to inflow cap) plus an add-on for contr
calculation. The stressed outflows incorporate a
contingent funding obligations including

ity mismatch or a “peak day”
pntractual, behavioral, and

e withdrawals from retail and wholesale deposit accou

¢ reduction in unsecured wholesale funding, short-term se
financing facilities.

e need to post additional collateral as a result of credit rating dow
market value of bank’s derivatives.

e unscheduled draws on committed credit and liquidity facilities.

g, and structured

pPrade and changes in

Generally, total net cash outflow is the difference between the bank’s total expected cash
outflows and total expected cash inflows during the 30-day stress period. There are uniform
assumptions for run-off and inflow rates across various classes of assets and liabilities. Total
expected cash inflows cannot exceed 75 percent of total expected cash outflows. The

75 percent outflow cap on inflows ensures a minimum amount of HQLA in the numerator by
limiting the ability to rely on inflows to offset outflows during the 30-day stress period.
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A sample of outflow rates by funding category is as follows:

e Retail deposits:
- Stable, insured (3 percent)
- Other (10 percent)
e Wholesale deposits:
- Certain operational deposits (25 percent)
- Nonfinancial nonoperational (40 percent)
- Nonoperational financial (100 percent)
e Secured funding: Outflow rates are based on the liquidity of collateral securing the
transaction.
e Commitments:

are calculated by multiplyin eCified inflow rate by the respective payment amount.
Inflows are capped at 75 perce , which ensures a minimum HQLA buffer to
cover 25 percent of outflows. Total ghflows @re the lesser of the inflows over the 30 days or
75 percent of the total outflows. The W ig not applied in the maturity mismatch add-

on calculation. Some inflows are exclude
contractual maturity date, inflows from H
loans.

calculation, such as inflows with no
ugflows due to forward sales of mortgage

and outflows/inflows
included in the

Outflows and inflows between a bank and consolid®
between two or more consolidated subsidiaries of the Dat
calculation.

Maturity Mismatches
(Section added in version 1.1)

The maturity mismatch add-on calculates the “peak day” outflow during the 30-day period. It
focuses on contractual outflows and inflows as well as overnight funding from financial
institutions. It calculates the bank’s “peak day” and adjusts for double counting of cash flows
by subtracting day 30 net outflow. Day 30 net outflow is subtracted because it is already
included in the total net outflows portion of the denominator. There are two parts to the add-
on calculation:

e Net cumulative maturity outflow amount, which is the largest net cumulative outflow
amount during the 30-day period (“peak day”).
e Net day 30 cumulative maturity outflow amount.
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Outflows included in the maturity mismatch add-on calculation are brokered deposit retail,
unsecured wholesale funding (nonoperational, not from financial entity), unsecured
wholesale funding (nonoperational), all other unsecured wholesale funding, secured funding
and asset exchange, foreign central bank borrowing, and other contractual outflows. Inflows
included in this calculation are retail borrowers, unsecured wholesale, securities, secured
lending, and asset exchange.

Each transaction is assigned a maturity date for the LCR calculation. The timing of cash
flows in the maturity mismatch calculation is significant and affects the overall calculation.
For the purpose of the calculation, an outflow’s maturity date is the contractual maturity date
or earliest possible date the transaction could occur. For example, “open” (repo/reverse repo)
transactions are considered to mature on day one of the calculation. Certain other transactions
that do not have maturity dates are assigned a maturity date on the first calendar day after the
calculation date, suc unsecured wholesale funding. Other cash flows with no maturity
may be placed on no impact to add-on). For inflows, the maturity date is the
contractual mat test possible date the transaction could occur.

1ty

Optionality is treated i servative manner, providing the earliest possible maturity for an
outflow and latest possi r an inflow. When considering outflow optionality
(whether the option belongs t@ th&colinterparty or the bank) in the calculation, the following
requirements are in place: if t n holds the option that could reduce maturity,
management must assume that the offtion will be exercised. If the counterparty holds the
option that could extend maturity, agemepfmust assume that the option will not be
exercised. If the bank holds the option W tend maturity, management must assume
that the option will not be exercised. If th ldsgthe option that could reduce maturity,
management must assume that the option will bgiex€rciged at the earliest possible date,

except

e if original maturity of the obligation is less than 0 t 18guance and the option does
not go into effect for a period of 180 days following ig8uatige, or

e the counterparty is a sovereign entity, a U.S. GSE, or a pblic entity.

For options subject to a contractually defined notice period, man t must determine the

earliest possible contractual maturity date regardless of the notice period.

When considering inflow optionality (whether the option belongs to the counterparty or the
bank) in the maturity mismatch calculation, the following requirements are in place:

e If the counterparty holds the option that could extend maturity, management must assume
that the option will be exercised.

e If the counterparty holds the option that could reduce maturity, management must assume
that the option will not be exercised.

e [fthe bank holds the option that could extend maturity, management must assume that
the option will be exercised.

e If the bank holds the option that could reduce maturity, management must assume that
the option will not be exercised.
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For options subject to a contractually defined notice period, management must determine the
latest possible contractual maturity date based on the counterparty using the entire notice
period.

Derivatives
(Section added in version 1.1)

Derivative in- and outflows are an important part of the calculation. Given the variability in
derivative flows, this part of the calculation takes a historical approach. Management must
collect and retain two years of daily derivative data and calculate the absolute value of each
consecutive 30 calendar day cumulative net mark-to-market collateral outflow or inflow
resulting from derivative transactions realized during the preceding 24 months. They must
then select the largesgfgonsecutive 30-day period absolute value of cumulative net mark-to-

@ or inflows.?’

(Section added in versiomy.1)

Operational deposits are const deposits, so they receive a favorable outflow
rate: 5 percent if entirely covered b ifinsurance and 25 percent if not entirely covered
by deposit insurance. Nonoperationadepositgtitflow rates vary by insurance/counterparty:
20 percent if entirely covered by deposit ipgtiraa€®, 40 percent if not entirely covered by
deposit insurance and is a nonfinancial co y,@nd 100 percent if not entirely covered
by deposit insurance and is a financial counterp

There is a multistep process involved in the recog
the operational deposit outflow rates, management m
linked to one of 12 specified operational services, illustr.
requirements, and calculate the operational balance by subt
nonoperational balance. The 12 types of services that qualify as
LCR are

e payment remittance.

administration of payments and cash flows related to the safekeeping of investment
assets, not including the purchase or sale of assets.

payroll administration and control over the disbursement of funds.

transmission, reconciliation, and confirmation of payment orders.

daylight overdraft.

determination of intraday and final settlement positions.

settlement of securities transactions.

transfer of capital distributions and recurring contractual payments.

e customer subscriptions and redemptions.

2 Refer to 12 CFR 50.32(c). (Footnote added in version 1.1)
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e scheduled distribution of customer funds.

e escrow, funds transfer, stock transfer, and agency services, including payment and
settlement services, payment of fees, taxes, and other expenses.

e collection and aggregation of funds.

The bank must demonstrate an operational deposit methodology that calculates the core
average balance required to maintain the operational service and subtracts out the excess
amount, which is the balance above the amount necessary for the operational service. The
excess balance is the amount that could be withdrawn by the customer that would still leave
sufficient funds to fulfill the ongoing service requirement. The excess amount receives the
wholesale unsecured outflow rate based on counterparty type and insurance coverage.

The operational deposit methodology should demonstrate that the deposit is empirically
linked to an operatiQuf@ service and should take into account factors such as account
volatility of the a @ alance. The methodology should include an analysis of historical

Table 3 summarizes the criteria that Rgust be @€t for a deposit to be recognized as an

operational deposit.

Table 3: Summary of operational deposit criteria

Criteria summary Citation
The related operational services are performed pursuant to a ritten 12 CFR 50.4(b)(1)
agreement and
e termination of the agreement is subject to a minimum 30-day n g
e the customer providing the deposit would incur significant contractial terg
costs or switching costs.
The deposit is held in an account designated as an operational account. 12 CFR 50.4(b)(2)
The customer holds the deposit for the primary purpose of obtaining the operational 12 CFR 50.4(b)(3)

services.

The deposit account is not designed to create an economic incentive for the customer to | 12 CFR 50.4(b)(4)
maintain excess funds in the account.
The bank demonstrates that 12 CFR 50.4(b)(5)
o the deposit is empirically linked to the operational services, and

o the bank has a methodology that takes into account the volatility of the average
balance for identifying any excess amount, which must be excluded from the
operational deposit amount.

The deposit is not provided in connection with prime brokerage services. 12 CFR 50.4(b)(6)

The deposit is not from a depository institution (i.e., correspondent) 12 CFR 50.4(b)(7)

30 Refer to 12 CFR 50.32. (Footnote added in version 1.1)
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LCR Management
(Section added in version 1.1)

The LCR is just one component of liquidity risk management and should be integrated into
the bank’s existing liquidity risk management framework. It provides supervisory specified
stress scenarios and is not intended to replace bank-specific liquidity stress scenarios. The
CFP, audit process, and existing liquidity policies/procedures should be updated to address
the LCR, including the bank’s liquidity plan should the bank drop below the minimum LCR
requirement. The LCR must be calculated at the same time each business day, which
management may select.’!

The LCR calculation is a complex one and typically warrants significant system development
and technology infraglucture. Treasury data, systems, liquidity risk management processes,
data analytics, d @ , and reporting are critical elements in supporting the daily LCR
calculation. Soufcinglef lance-sheet exposures and contingent commitments from
credit systems also en into consideration. Daily calculation and reporting
requirements increase e and complexity of treasury systems.

Policies and Procedur

(Section added in version 1.1)

Bank policies should show that eligible H nder the control of the management
function charged with managing liquidity ri

policies and procedures that determine the com fv) il ts eligible HQLA by identifying
. r

ency, account, or other relevant

identifying factors. The bank must also ensure the ap versification of eligible

Management should be able to show assets with similar operati@ ABhcteristics that are
categorized as either HQLA eligible or non-HQLA eligible consiSt across assets and
time. Examiners should be cautious of assets that switch back and forth from HQLA to non-
HQLA.

31 Refer to 12 CFR 50.10(a). (Footnote added in version 1.1)

32 Refer to 12 CFR 50.22(a)5. (Footnote added in version 1.1)
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LCR Shortfall
(Section added in version 1.1)

Management must notify the OCC on any day the LCR falls below the minimum
requirement.* If the LCR is below minimum for three consecutive days or the bank is
otherwise materially noncompliant with the rule, management must submit a liquidity plan

for achieving compliance. The liquidity plan must include*

e an assessment of the bank’s liquidity position.

e actions the bank has taken and will take to comply with the LCR requirements.

e aplan for adjusting the bank’s risk profile, risk management, and funding sources to
achieve full compliance with LCR requirements.

i any operational or management issues that contributed to shortfall.

or achieving compliance with LCR requirements

e acommitment tofc the OCC not less than weekly on progress being made under
the plan.

The rule provides discreti@g to tdke aflditional supervisory or enforcement actions to address
noncompliance.* Supervisorfiactigns should not discourage or deter a banking organization
from using its HQLA when ne 0 t unforeseen liquidity needs.

Net Stable Funding Ratio /
(Section added in version 1.1) @
This section applies only to category I and II bankido orga zations and category III banking
organizations with more than $75 billion in weighted duced NSFR requirement,
calibrated at 85 percent of the full NSFR requirement, ap ory III banking

70 percent of the full
NSFR requirement applies to category IV banking organizati 0 billion or more in

The NSFR rule requires banks to maintain stable funding structures based on the composition
of their assets, derivative exposures, and commitments. It is designed to limit overreliance on
unstable funding sources, such as STWF, and restricts a bank’s ability to fund illiquid assets
with unstable funding.

33 Refer to 12 CFR 50.40(a). (Footnote added in version 1.1)
34 Refer to 12 CFR 50.40(b). (Footnote added in version 1.1)
35 Refer to 12 CFR 50.40(c). (Footnote added in version 1.1)

36 Refer to 12 CFR 50.1(b). (Footnote added in version 1.1)
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The NSFR rule requires a bank to maintain an amount of available stable funding (ASF) that
is greater than or equal to the amount of required stable funding (RSF) on an ongoing basis.
The NSFR is calculated as follows:

Available Stable Funding Amount
NSFR =

Required Stable Funding Amount

A bank calculates its ASF amount by applying standardized weightings (ASF factors) to the
bank’s equity and liabilities based on expected stability. Similarly, the bank calculates its
RSF amount by applying standardized weightings (RSF factors) to its assets, derivative
exposures, and commitments based on their liquidity characteristics. Banks are required to
comply with the NSFR rule as of the effective date of July 1, 2021, by maintaining a
minimum NSFR equal to or greater than 1.0 on an ongoing basis.?” (Disclosure requirements
are imposed on the ing company and must be satisfied on a quarterly basis.)

NSFR liabilities®and
reflect their liquidit
three maturity “bucket
matures in less than six

assigned ASF and RSF factors based on characteristics that

ity over the NSFR one-year time horizon. The NSFR employs
ign RSF and ASF factors based on whether an asset or liability
ths, fh s® months to one year, or in more than one year.

The NSFR is meant to comple t . Along with the LCR, the NSFR framework
originated with the Basel III internaffonal regulatory accord.

Available Stable Funding
(Section added in version 1.1)

ASF is measured based on the broad characteristic e stability of a bank’s
funding sources, including the contractual maturity of 1ts lighaliticand the differences in the
propensity of different types of funding providers to with@gaw their fanding. ASF factors
afid ar§assigned based on
three characteristics: (1) funding tenor, (2) funding type, and ( efparty type. The
bank’s regulatory capital and liabilities are assigned an ASF factoref€ither 100 percent, 95
percent, 90 percent, 50 percent, or zero percent. Regulatory capital and long-term liabilities
that satisfy certain requirements are assigned a 100 percent ASF factor that represents the
highest level of stability. The sum of the carrying value of the bank’s regulatory capital and

liabilities, multiplied by the applicable ASF factors, determines the bank’s ASF amount.>®

37 Refer to 12 CFR 50.100(a). (Footnote added in version 1.1)

38 Refer to 12 CFR 50.103 and 12 CFR 50.104. (Footnote added in version 1.1)
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Required Stable Funding
(Section added in version 1.1)

RSF is measured based on the broad characteristics of the liquidity risk profile of a bank’s
assets and off-balance-sheet exposures. RSF factors are assigned based on the following
characteristics relating to their expected liquidity over the one-year time horizon: (1) credit
quality, (2) tenor, (3) type of counterparty, (4) market characteristics, and (5) encumbrance.
Balance sheet assets, derivatives, and off-balance-sheet commitments are assigned an RSF
factor of either 100 percent, 85 percent, 65 percent, 50 percent, 15 percent, 10 percent,

5 percent, or zero percent. The RSF amount is the sum of the carrying values of a bank’s
assets and the undrawn amounts of a bank’s credit and liquidity facilities, in each case
multiplied by the applicable RSF factor, and the bank’s derivatives RSF amount, as described
further below.*

Encumbered’As
(Section added in versi@n 1.

Assets are considered encum@erediif they are subject to legal, regulatory, contractual, or
other restrictions on the bank’ etize the asset. In addition, an asset is
considered encumbered if the asset , explicitly or implicitly, to secure or to provide
exception for transactions with a central bank
sset is not currently extended to the bank
o the central bank’s payment services.

or U.S. GSE when potential credit secure
and the pledged asset is not required to sup

The RSF for encumbered assets varies by asset & term of encumbrance, but

[ ncumbered assets. Assets
F of 50 percent. If an
iggvould be applied a
ets with an RSF
higher than 50 percent when unencumbered would receive the ¢ when encumbered
for six months to one year. Assets encumbered over one year recciuesih RSF of 100 percent
and assets unencumbered for less than six months are treated as unencumbered.

encumbered for six months to one year are assigned a 1t
asset type has an RSF of less than 50 percent when unen

Derivatives
(Section added in version 1.1)

Derivative ASF and RSF are calculated separately from other assets, liabilities, and
commitments. There are three components to the NSFR derivative framework:*

3 Refer to 12 CFR 50.105 and 12 CFR 50.106. (Footnote added in version 1.1)

40 Refer to 12 CFR 50.107. (Footnote added in version 1.1)
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1. Current net value component: The bank must determine the asset or liability value of
each derivative transaction and each qualifying netting set. The bank then sums its
derivatives asset values to determine its total derivatives asset amount and separately
sums its derivatives liability values to determine its total derivatives liability amount. The
bank then calculates its overall NSFR derivatives asset amount or NSFR derivatives
liability amount by calculating the difference between its total derivatives asset amount
and its total derivatives liability amount. If a covered company’s total derivatives asset
amount exceeds its total derivatives liability amount, the covered company would have
an NSFR derivatives asset amount. The final rule assigns either a 100 percent RSF factor
to a covered company’s NSFR derivatives asset amount or a zero percent ASF factor to a
covered company’s NSFR derivatives liability amount.

2. Initial margin: Initial margin posted by the bank to a central counterparty is assigned an
RSF of 85 percengunless the posted asset is assigned to a higher RSF category in which
case it would b aned the higher RSF.

3. Potential valuation : An additional 100 percent RSF is assigned to 5 percent of
the gross derivativ itieS amount when calculated as if no variation margin had been
exchanged and no s ents had been made to cover future funding risk from
mark-to-market movenierts r@guifing posting of collateral.

NSFR Remediation

(Section added in version 1.1) /

A bank must notify the OCC within 10 business
that any event has occurred that has caused or

ritten notice following the date
e bank’s NSFR to fall below the
for achieving compliance

that includes (1) an assessment of the bank’s liquidity positi@n; (Mactions management has
taken and will take to comply with the rule, and a plan f jusging ghe bank’s risk profile,
risk management, and funding sources to achieve full com ediation of any
operational or management issues that contributed to the shortf: (@) an estimated time

frame for achieving compliance. The bank would be required to 18 o the OCC not less
than monthly on its progress toward achieving full compliance until its NSFR is equal to or
greater than 1.0. The rule provides the OCC with discretion to take additional supervisory or
enforcement actions to address noncompliance.*!

41 Refer to 12 CFR 50.110. (Footnote added in version 1.1)
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Examination Procedures

(Section updated in version 1.1)

This booklet contains expanded procedures for examining specialized activities or specific
products or services that warrant extra attention beyond the core assessment contained in the
“Community Bank Supervision,” “Large Bank Supervision,” and “Federal Branches and
Agencies Supervision” booklets of the Comptroller’s Handbook. Examiners determine which
expanded procedures to use, if any, during examination planning or after drawing
preliminary conclusions during the core assessment. This booklet also contains supplemental
procedures for assessing a bank’s compliance with LCR and NSFR requirements.

Scope

These procedurd® ar
determine the scope @f t

ened to help examiners tailor the examination to each bank and
ility examination. This determination should consider work
performed by interna ernal auditors and other independent risk control functions and
by other examiners on rcfated argasNExaminers need to perform only those objectives and
steps that are relevant to the gop&ofthe examination as determined by the following
objectives. Seldom will every ©bjebti tep of the expanded procedures be necessary.

Objective: To determine the scope of the gaminatigf? of liquidity and identify examination
objectives and activities necessary to meetgic s of the supervisory strategy for the bank.

1. Review the following sources of informatio
related to liquidity that require follow-up:

any previously identified problems

Supervisory strategy

Examination scope memorandum

OCC’s information system

Previous reports of examination and work papers

Internal and external audit reports and work papers

Bank management’s responses to previous reports of examination and audit reports
e Customer complaints and litigation

2. Obtain the results of such reports as the Uniform Bank Performance Reports (UBPR) and
other OCC reports and analytical tools.

3. Obtain and review policies, procedures, and reports bank management uses to supervise
asset securitization, including internal risk assessments.

4. In discussions with bank management, determine if there have been any significant
changes (for example, in policies, processes, personnel, control systems, third-party
relationships, products, services, delivery channels, volumes, markets, and geographies)
since the prior examination of liquidity.

Comptroller’'s Handbook 48 Liquidity



Version 1.1

5. Based on an analysis of information obtained in the previous steps, as well as input from

the examiner-in-charge (EIC), determine the scope and objectives of the liquidity
examination.

6. Select from the following examination procedures the necessary steps to meet
examination objectives and the supervisory strategy.

%
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Quantity of Risk

Conclusion: The quantity of each associated risk is
(low, moderate, or high).

Objective: To determine the impact of a bank’s overall financial condition on the liquidity risk
profile.

I.

Review factors that influence credit-sensitive funds providers at the bank level. Consider

current asset quality and potential deterioration.
poor earnings performance.

h or downgrade announcements.

as those on brokered deposits, interbank liabilities, pass-

through depo8it i#Syran®, Federal Reserve discount window borrowing, and prompt

corrective actiomby S.

whether a waiver th@ FDIC for accepting brokered deposits is required, and, if it

is, whether it has beerfobtdined and that other legal requirements have been met,

including any restrictio gregate brokered deposit use.

characteristics of the bank’s ustoyuch as whether the bank is oriented toward
bafki

wholesale or retail, the durati relationships, the proportion of customers
using more than one product, the gffSt funds flow cycle, and demographics.
other economic circumstances in th arket or trade area.

Objective: To determine the impact of the bank’s organi @ ructure on the quantity of
liquidity risk.

1.

If the bank belongs to a multibank holding company, 1 view of liquidity and
funding should be on a consolidated basis.

Apply the appropriate core and supplemental procedures included in this booklet to
your review of the consolidated multibank liquidity management system.

Review the parent company’s financial condition. Determine

whether there are short-term liquidity gaps that the parent may have difficulty

funding.

the strength of the parent company’s cash and liquid asset positions.

legal restrictions, such as those related to (Updated in version 1.1)

- loans to affiliates (12 USC 371c)

- dividend restrictions (national banks: 12 USC 56 and 60, subpart E of 12 CFR 5;
federal savings associations: 12 CFR 5.55).

Comptroller’'s Handbook 50 Liquidity



Version 1.1

e capital needs of affiliate banks that may draw on the resources of the parent or,
conversely, affiliate banks with very high capital levels.

3. Determine the level of risk posed by affiliates. Consider

e any trends in the consolidated liquidity management of cash flows between banks or
other affiliates.

e short-term liquidity gaps or other funding or capital needs at an affiliate.

e any surplus liquidity at affiliates.

4. Review the following indicators that the parent bank or any affiliates are viewed
adversely in the market:

e Paying pre over market (peer) rates on liabilities and capital

e Reduced f traditional liability sources

e Reductions i 1 liability maturities

e Significant lidbili turing; for example, a shift from domestic to foreign
funding that is i with strategic plans or objectives

e Political divisiven
liquidity practices
e Rating watch or downgr.
e Widening debt spreads relatige toyof similar credit risk and tenor
p

within the bank or holding company) that impedes prudent

Objective: To determine the impact of the use unds on the quantity of liquidity risk.

1. Review public funds and the bank’s metho
profitability, stability, and rate sensitivity of the§

o such funds to determine the
nts. Consider

e reasons for the acquisition and use of these funds,

provider’s credit and rate sensitivity.

potential for purchasing public debt.

interest rate the bank will pay relative to other funding so d asset yields.
pledging requirements and management’s controls over collateral availability.

pricing policies.

any interest-sensitive deposit products (those with variable rates, floors, or ceilings on
interest paid, for example).

Objective: To determine the impact of nontraditional deposit sources on the bank’s liquidity
profile.

1. Review deposits gathered by nontraditional means (e.g., broker, internet listing service,
or other deposit-gathering or -splitting network). Determine

e the bank’s level of reliance on this funding source.
o the stability and rate sensitivity of these deposits.
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Objective:

I.

e management’s ability to monitor and control both the inflow and outflow of funds
generated via nontraditional methods

e the use of these funds and the bank’s ability to deploy them profitably and without
undue risk.

e the effectiveness of management reporting and controls over concentrations,
collateral requirements, and rollover risk.

e compliance with third-party requirements, including maintaining minimum external
and regulatory ratings, and capital adequacy.

e any competitive pressures, economic conditions, or other factors that may affect the
gathering and retention of these deposits.

To determine the impact of securitization activities on the quantity of liquidity risk.

to determine risk of funding early amortization or

termination.
e the impact of general Wark®t or bank-specific circumstances on the acceptance of the
bank’s securitizations in rketplace.
e contingencies, early amortiz@tion, ot repurchase risk by reviewing securitization
agreements. /
Objective: As applicable, determine the impact ofOverdr d uncollected funds on the bank’s

liquidity risk exposure.

1.

Cross-reference overdraft and uncollected funds
loan departments. Examine credit files on significant

dit line slips of the various
and depositors who

the sample reviewed by the loan portfolio management eXand management to
gs. Submit a list of
overdrafts considered “loss” and the total amounts overdrawn 30°days or more to the

examiner assigned to loan portfolio management.

Determine whether formal overdraft agreements exist. Obtain the trial balance, or list of
agreements, and reconcile it to credit line slips of various loan departments. When formal
overdraft agreements are not included in the loan portfolio management examiner’s
sample, review credit files on significant formal agreements.

Objective: To determine the impact of possible contingent risk related to loan sales and
participations on the bank’s liquidity risk profile.

1.

Determine, from consultation with the examiners assigned to loan portfolio management,
that the following schedules were reviewed in the lending departments and that there was
no endorsement, guarantee, or repurchase agreement that would constitute a borrowing.
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Review

e participations sold.
¢ Jloans sold in full since the preceding examination.

Objective: To determine the reliance on financial market-based funding sources and the risks posed
by these activities.

1. Determine the bank’s reliance on products and programs whose funds are obtained from
financial market investors or whose underlying collateral is traded through primary or
secondary financial market channels (e.g., corporate debt, trust-preferred securities, asset-
backed commercial paper conduits, covered bonds, structured investment vehicles, and
other market-based asset sales and distribution programs). Review

o i ume trends.
uality of underlying assets.

cceptance of specific bank issues or issues originated by
ts management’s efforts to mitigate or address any

concerns.
e changes in the market$s appetite for the collateral underlying these programs.
e trends in interest rates a ari8gn of spreads to other similar market issuances.

support for these facilities tha egatired by the bank under a variety of market
and economic conditions.
e the adequacy of the bank’s contingedCy ifig and planning for liquidity needs
S

during significant market disruptions or

e management’s assessment ofithe de;of contractual or noncontractual funding
y
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Quality of Risk Management

Conclusion: The quality of risk management is
(strong, satisfactory, insufficient, or weak).

The conclusion on risk management considers all risks associated with liquidity.

Objective: To determine whether the contingency funding plan is commensurate with the risk
profile of the bank.

1. Review the liquidity CFP and the minutes of ALCO meetings and board meetings, and
discuss with management the adequacy of the bank’s contingent planning processes for
liquidity. Determaftag whether the planning process incorporates

e breadth of potential str rs amd events and the analyses of various levels of
stress to liquidity that can od€ur und@r defined scenarios.

e quantitative assessment of shi nddfttegmediate-term funding needs in stress
events.

e the reasonableness of the assumption$’usgd fforecasting potential contingent
liquidity needs and the frequency of ma review of these assumptions to
ensure that they remain valid.

e comprehensiveness in forecasting cash flow S conditions, including the
incorporation of off-balance-sheet cash flows.

e use of contingent liquidity risk triggers to monitorygn a g basis, the potential

for contingent liquidity events.
e assessment of the level of severity, timing, and duration'e
e consideration of the limitations of payment systems and theif operational implications
to the bank’s ability to access contingent funding.
e operating policies and procedures to be implemented in stress events, including
assignment of responsibilities for communicating with various stakeholders.
e prioritization of actions for responding to stress situations.

Objective: To determine whether management’s deposit development and retention program is
adequate and whether this program is consistent with the overall strategic plan and budget.

1. Determine whether the bank’s deposit marketing strategy is reasonable. Consider

e whether indications are that the bank’s product offerings are responsive to customer
needs.
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current market share and goals for maintaining or increasing market share.

the bank’s marketing goals and the staff members responsible for meeting those
goals.

the bank’s anticipated deposit structure and interest costs of such a structure.

a periodic comparison of performance with projections, including periodic formal or
informal reports to management on results and the accuracy of cost projections.
consistency of the bank’s overall strategic plan with its budget.

Objective: To assess the adequacy of liquidity risk management information systems.

1.

Review liquidity risk management policies, procedures, and reports. Then discuss with
management the frequency and comprehensiveness of liquidity risk reporting for various
levels of management responsible for monitoring and managing liquidity risk.
Considerations

d include the following:

Management receive reports that
— determin€c an® with limits and controls
— evaluate the t strategies

— assess the pote
— identify the maj or

The need for the reporting sy§tem to ex1ble enough to
— quickly collect and edit datd} Supdthagi@e results, and adapt to changing
circumstances or issues.

— increase the frequency of preparatio itions deteriorate or the need arises.
The need for reports to focus properly o

d returns of proposed strategies.
igga bank’s liquidity risk profile.

gecment to monitor

— sources and uses of funds, facilitating the % n 8f trends and structural
balance-sheet changes.

— contingency funding plans.

— projected cash flow or maturity gaps, identifying po
Reports should show projections using both contract
maturity dates) and behavioral maturities (maturities attributable to the expected
behaviors of customers).

— consolidated large funds providers, identifying customer concentrations. Reports
should identify and aggregate major liability instruments used by large customers
in the consolidated bank.

— the cost of funds from all significant funding sources, enabling management to do
a quick cost comparison.
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Objective: To assess the adequacy of internal controls surrounding the liquidity risk management
process.

1. Determine whether the board and senior management have established clear lines of
authority and responsibility for monitoring adherence to policies, procedures, and limits.
Review policies, procedures, and reports to ascertain whether the bank’s

e measurement system adequately captures and quantifies risk.

e limits are appropriately defined, communicated to management, and routinely
compared to actual liquidity measures.

2. Determine whether internal controls and information systems are adequately tested and
reviewed by ascertaining whether the bank’s

Qo
e frequency of i
of risk manage

tools are accurate, independent, and reliable.
controls is adequate given the level of risk and sophistication
dedigions.

e reports provideSglevamt i ation, including comments on major changes in risk
profiles.
3. Determine whether the liquid nagement function is audited internally, or externally,
or whether it is evaluated by theffisk maflagement function. Also ascertain whether the
audit or evaluation is independen of glifficient scope by determining

e whether audit findings and manage
documented and tracked for adequate fo

up.

e whether risk managers give identified material we seswppropriate and timely
attention.

e whether actions taken by management to deal with mate
verified and reviewed for objectivity and adequacy by s&
board.

¢ that the board and senior management have established adequate procedures for
ensuring compliance with applicable laws and regulations.

Objective: To determine the adequacy of procedures and controls over wholesale funding
activities.

1. Determine whether the bank maintains subsidiary records for each type of borrowing,
including proper identification of the obligee.

2. Determine whether corporate borrowing resolutions are properly prepared as required by
creditors and whether copies are on file for reviewing personnel.

3. Determine whether any area has inadequate supervision or poses risk.
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4. Determine whether subsidiary records are reconciled with the general ledger accounts at

an interval consistent with borrowing activity, and that reconciling items are investigated
by persons who do not also

handle cash.
prepare or post to the subsidiary records.

5. Determine whether individual interest computations are checked by persons who do not

have access to cash.

6. Determine whether an overall test of the total interest paid is made by persons who do not

have access to cash.

7. Determine whet ayees on the checks are matched to related records of debt, note, or

debenture ow

Objective: To determine cofhpliaficeith the terms of wholesale funding agreements.

1.

If the bank engages 1fjany f wholesale funding with written agreement(s),

determine whether the i
review terms of past and pre§ent bo
deteriorating credit position
— recent substantive changes in agreements.

— increases in collateral to support ip@ transactions.

— a general shortening of maturities.
— interest rates exceeding prevailing markse @
— frequent changes in lenders.

— large fees paid to money brokers.

pliance with those terms.
wing agreements for indications of a

Objective: To assess the adequacy of controls over liquidity expostire a8 ed with foreign
currency.

1.

Determine whether the bank has a measurement, monitoring, and control system for its
liquidity positions in the major currencies in which it is active.

Determine whether the bank has undertaken a separate analysis of its strategy for each
currency individually.

Determine whether the bank has appropriately defined and regularly reviewed limits on
the size of its cash flow mismatches over specified time horizons for foreign currencies in
aggregate and for each significant individual currency in which the bank operates.

Objective: To determine whether the bank’s public disclosure (e.g., quarterly or annual public
financial statements) practices are adequate and do not adversely affect the bank’s liquidity
position.
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1. Determine whether the bank has a process in place that ensures that there is an adequate
level of disclosure of information about the bank in order to manage public perception of
the organization and its soundness.

2. Determine whether other factors have a material effect on liquidity risk exposure.
Consider the potential impact of institutional trends such as asset growth, asset quality,
earnings trends, and market risk exposures (both interest-rate risk in the banking book
and trading book exposures). Review also business-line operational considerations and
the potential for legal and reputation risk.

Objective: To determine whether processes for managing risk exposures to correspondents and
processes for complying with Regulation F (12 CFR 206, “Limitations on Interbank
Liabilities”)*? are adequate. For more information, refer to OCC Bulletin 2010-16,
“Correspondent Co tration Risks.”

1. Review OC&an
created by inter

bank reports to identify any undue concentration of risk
posure. Consider

exposures greatethan 2 ¥pefeent of capital.

liability funding conc@htrabion’S with significant counterparties.
exposures as a percent ets.

interbank assets placed with€orresp@ndents whose financial condition is
deteriorating.

2. Request bank files relating to exposures
Standards” section of Regulation F (12 CF

ndents, as defined in the “Prudential
d evaluate

e documentation demonstrating that the bank ially reviewed the financial
condition of all correspondents to which it has signifigant @gposure. The
documentation should address the levels of the cofggspOndeniis capital, nonaccrual
and past-due loans and leases, earnings, and other magter nt to its financial
condition.

¢ information from the bank indicating the levels of exposu correspondents as

measured by its internal control systems. (For smaller banks this information may
include correspondent statements and a list of securities held in safekeeping for the
bank by the correspondent.)

3. Review the information obtained in the preceding step for reasonableness based on
discussions with examiners of other banking activities and review of their findings.

Consider

e asset management

42 The purpose of this regulation is to limit the risks that the failure of a depository institution (foreign or
domestic) would pose to insured depository institutions. “Exposure” includes all types of banking transactions
that create a risk of nonpayment or delayed payment between institutions. “Correspondent” excludes commonly
controlled institutions.
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computer services

payment systems and funds transfer activities
private placements

international department activities
off-balance-sheet products (including derivatives)

4. Request a list of all correspondents to which the bank regularly has credit exposure, as
defined in the “Credit Exposure” section of Regulation F (12 CFR 206.4), equal to more
than 25 percent of capital for a specified length of time. Review the bank’s files to
determine whether

o the capital levels of correspondents are monitored quarterly.

e those banks are adequately capitalized as defined by Regulation F.

correspondents at risk of dropping below the adequately capitalized
iced to an amount equal to 25 percent of capital or less in a timely

mannecr.

5. Determine whetherthe bank maintains accounts at foreign institutions or whether foreign

institutions maintain a@gount§at the bank. If so, determine whether the compliance
examination tested for cofgplidace with 12 CFR 21.21 and 31 CFR Chapter X, and
policies that address the co @tomer background information.

6. Determine whether the bank has ificafft cxposure to a correspondent because of
transaction risks, such as extensive relgc a correspondent for data processing. If so,
determine whether the bank has addressed t

7. Confirm that the bank’s process for monitori
correspondents that are less than adequately capig
appropriate. Consider

t exposure (especially for
ogfipancially deteriorating) is

e type and volatility of exposure.
e extent to which the exposure approaches the bank’s intetg
e condition of the correspondent. Also consider
— capital.
— nonaccrual and past-due loans and leases.
— earnings.
— other relevant factors.

8. For credit exposure to correspondents that are adequately capitalized, review the bank’s
monitoring process to determine whether

e management obtains quarterly information to determine its correspondent’s capital
levels.

e management monitors overnight credit exposure.
e the monitoring frequency is adequate.
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9. Determine how often the bank reviews the financial condition of institutions to which it
has very large or long-term exposure and how often it reviews institutions whose
financial condition is deteriorating.

10. Determine whether the frequency of these reviews is adequate for the level of exposure
and financial condition of the correspondent.

11. Determine whether the bank

e relies on another party (such as its holding company, a bank rating agency, or another
correspondent) to provide financial analysis of a correspondent. If so, verify that the
bank’s board of directors reviewed and approved the assessment criteria used by that

irectors reviewed and approved the selectlon crlterla used.
nt to choose other correspondents to whom the bank lends
that the bank’s board of directors reviewed and approved

o orthinhes§of each correspondent and the appropriate level of
exposure to a corresp@hde ose financial condition is deteriorating.

Objective: To determine compliance withf@pplicallle laws and regulations regarding deposit
accounts. (If there is a concurrent co er iance examination, coordinate with the
examiner assigned to compliance with de latlons when carrying out procedures For

examination procedures regarding consume

the Consumer Compliance series of Comptrolle afthgok booklets and 1nteragency

consumer compliance examination procedures.) '@ version 1.1)

1. Assess the bank’s compliance with 12 CFR 337.6, edWeposits.” If the bank is
below the “well-capitalized” capital category, assess pRancegwith brokered deposit
restrictions and rate caps.
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Conclusions

Conclusion: The aggregate level of each associated risk is
(low, moderate, or high).
The direction of each associated risk is
(increasing, stable, or decreasing).

Objective: To determine, document, and communicate overall findings and conclusions regarding
the examination of liquidity.

1. Determine preliminary examination findings and conclusions and discuss with the EIC,
including

quantity 6t a ted risks (as noted in the “Introduction” section).
quality of risK'ma

o o o o o
)
oQ
(0]
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o
(V)]
[
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o
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Risk category

Credit

Interest rate

Liquidity

Price

Operational

Compliance

Strategic

Reputation

2. If substantive safety and soundness concerns remain unresolved that may have a material
adverse effect on the bank, further expand the scope of the examination by completing
verification procedures.

3. Discuss examination findings with bank management, including violations,
recommendations, and conclusions about risks and risk management practices. If
necessary, obtain commitments for corrective action.
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4. Compose conclusion comments, highlighting any issues that should be included in the
report of examination. If necessary, compose matters requiring attention and violation
write-ups.

5. Update the OCC’s information systems and any applicable report of examination
schedules or tables.

6. Document recommendations for the supervisory strategy (e.g., what the OCC should do
in the future to effectively supervise liquidity in the bank, including time periods,
staffing, and workdays required).

7. Update, organize, and reference work papers in accordance with OCC policy.

8. Appropriately digp@se of or secure any paper or electronic media that contain sensitive
bank or custo ation.

%
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Supplemental Examination Procedures

Liquidity Coverage Ratio Examination Procedures
(Section added in version 1.1)

These procedures only apply to banks that are required to compute the LCR.

Examiners should determine LCR compliance by assessing the classification of
outflows/inflows, assessing the operational deposit methodology and excess calculation, and
reviewing treasury control over HQLA operational requirements. Monitoring changes in
bank investment mix and funding structure such as increased usage of FHLB advances,
increased debt issuangg, or shifting to lower run-off funding categories, is essential.
Examiners shouldg€vieWashort-term transactions for potential strategies that would inflate

Objective: Determine whether over T by board and senior management is effective to
ensure ongoing compliance with LOR requifements.

1. Determine whether reporting and escalaffo cesses are in place to inform the board
when a bank’s LCR falls below the legalg€quirerpent.

2. Determine whether the bank’s liquidity poli&¥ o rmalize key roles and
responsivities for the following:

e supervisory notification of LCR breaches.
e development of regulatory liquidity compliance pla:

3. Assess the adequacy of internal audit coverage and the exten ich material control or
reporting deficiencies are properly reported to the audit committee and remediation plans
are executed.

Objective: Determine whether the bank can effectively manage and maintain HQLA at a level and
composition sufficient to cover net cash outflows over a prospective 30-day horizon.

1. Evaluate the bank’s framework used to determine whether assets meet the definition and
eligibility requirements of “unencumbered.” ** Consideration should be given to all
potential triggers of encumbrance on a daily frequency and at an instrument-level basis
including

43 Refer to 12 CFR 50.22. (Footnote added in version 1.1)
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rehypothecation rights.

legal entity restrictions.

U.S. Securities and Exchange Commission 15¢3-3 accounts.
intraday impacts or constraints relative to the LCR calculation time.

2. Assess the bank’s aggregation and reporting capabilities to monitor HQLAs from various
perspectives and levels of granularity on a daily frequency including

e appropriate instrument level information.

e correct aggregation of affiliate and subsidiary LCR with intracompany limitations.

e identification of known lockups at local jurisdictional level.

e composition by asset class and how management ensures appropriate bucketing of
level 2A versus level 2B liquid assets.

e appropriate caps.*

3. Evaluate the ban ork used to demonstrate operational capability to monetize

the HQLA by (1 appropriate procedures and systems to monetize any
HQLA at any time T accord with relevant standard settlement periods and
procedures; and (2) peodic netizing a sample of HQLA that reasonably reflects
the composition of eligibIg HQL A, including with respect to asset type, maturity, and
counterparty characteristics: er tRe following:

e Conceptual and operational s %f ethods employed.
e Frequency of sampling.
e Scope of sampling including considéfati ditfering liquidity profiles across asset
classes and within different sectors of t
e If'the bank uses existing dealer sales activitf€ red financing transactions to
demonstrate monetization, determine whetheRthsfécti
usual and occur on a regular basis in liquid marke
e Reasonableness of sampling methodologies for lev
e How management determines that each asset class me
readily marketable”*’
e Potential market effects of transacting in size even for highly liquid securities with
consideration for market conditions during times of stress.

4. Determine whether HQLAs are maintained under effective control by the management
function responsible for liquidity risk (e.g., the treasury function).*

44 Refer to 12 CFR 50.21. (Footnote added in version 1.1)

4 “Liquid and readily marketable” means, with respect to a security, that the security is traded in an active
secondary market with (1) more than two committed market makers; (2) a large number of nonmarket maker
participants on both the buying and selling sides of transactions; (3) timely and observable market prices; and
(4) a high trading volume. Refer to 12 CFR 50.3. (Footnote added in version 1.1)

46 Refer to 12 CFR 50.22. (Footnote added in version 1.1)
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5.

Assess the bank’s short-term transactions for potential strategies that would inflate
HQLA (e.g., increased /reverse repo) and transactions just outside the LCR 30-day
calculation window.

Objective: Determine whether net deposit outflow projections are calculated in an accurate manner
that complies with the U.S. LCR requirements.*’

1.

4,

Assess the bank’s methodology to identify and measure operational excess deposits (e.g.,
nonoperational deposits residing in operational accounts).*® Consider the following:

e The adequacy of processes to identify operational deposits.*

e Whether the bank’s methodology is premised on a sufficiently granular measurement
of changes in client balances and behavior.

e  Whether ch in client behavior are translated into appropriately conservative

operational versus nonoperational deposits on an ongoing basis;

itical methods for assessing outflow risk of excess deposit

whether all available data and analytics are applied with

izing an appropriate methodology.

e  Whether pro
balances are

—_

Assess the bank’s processgs uSgd to identify wholesale versus retail deposits across lines

of business to ensure the a it application of outflow factors and accurate
calculation of deposit outflows. Bsset m@nagement and middle market commercial
banking represent key focal poin aug@'thgse lines of business tend to have a mix of

wholesale and retail deposits.

deposit clients as either
es.” Consider the following:

Assess the bank’s processes used to delinea
“financial sector entities”° or “nonfinancial Sect

e Whether management correctly applies the definiti ancial sector entity per
definitions provided in the LCR rule.

e Use of industry designation codes and potential limi

Assess the bank’s rationale for identification of brokered depo

47 Refer to 12 CFR 50.32. (Footnote added in version 1.1)

48 “Operational deposit” means unsecured wholesale funding or a collateralized deposit that is necessary for the
bank to provide operational services as an independent third-party intermediary, agent, or administrator to the
wholesale customer or counterparty providing the unsecured wholesale funding or collateralized deposit. To
recognize a deposit as an operational deposit for purposes of 12 CFR 50, a bank must comply with the
requirements of 12 CFR 50.4(b) with respect to that deposit. (Footnote added in version 1.1)

4 Refer to 12 CFR 50.4. (Footnote added in version 1.1)

30 “Financial sector entity” means an investment adviser, investment company, pension fund, nonregulated fund,
regulated financial company, or identified company. Refer to 12 CFR 50.3. (Footnote added in version 1.1)

3! For more information, refer to 12 CFR 303, “Filing Procedures,” and 12 CFR 337.6, “Brokered Deposits.”
(Footnote added in version 1.1)
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5. Assess the bank’s treatment of the following:

e Aggregation of balances for FDIC insurance coverage including beneficial accounts
with multiple owners and multicurrency balances.

e Methodology for determining the nature of trust accounts and ensuring that
appropriate outflow rates are applied.>?

e Identification of trust ledger deposit account (TLDA) programs.>*

Objective: To determine the accuracy of the LCR calculation based on the “tailoring rule.”>”

1. Determine the bank’s tailoring category.

2. Determine whether the bank applies appropriate outflow adjustment percentage to
denominator for ent tailoring category

3. Review riskYact dghresholds relevant to tailoring category LCR assignment
4. Assess the bank’s @foceSg¢gs to monitor its tailoring category.
Objective: Determine whether infldiv/oWtflows are appropriately premised on the contractual

nature and maturity profile of Thgi ducts consistent with LCR requirements.>®
1. Evaluate the bank’s processes fo rmj the maturity for outflows taking into

account the earliest contractual maturigffa y option that could accelerate the maturity
date.
52 A covered bank must only consider the customer’s U.S. dol i deposit amounts in U.S. branches
when determining whether the customer’s deposit balance is entirely d DIC deposit insurance. A

covered bank should not include foreign retail deposits, which are nd§gove
(Footnote added in version 1.1)

by BDIC deposit insurance.

33 Applicable outflow rate would be based on the characteristics of the trust. 9t has a corporate trustee,
such as the covered company in this instance, deposits of the trust would be subjeCt to the unsecured wholesale
funding outflow rates set forth in 12 CFR 50.32(h) of the LCR rule, and would depend on whether the entire
amount of the deposit is covered by deposit insurance and whether the trust is a consolidated subsidiary of a
financial sector entity. (Footnote added in version 1.1)

4 In a TLDA, a broker-dealer deposits cash in a bank’s trust department consisting of customer funds
maintained by the broker-dealer in accordance with U.S. Securities and Exchange Commission Rule 15¢3-3.
LCR treatment will depend on the relationship of the covered company to the broker-dealer placing the TLDA
deposit. If the broker-dealer is not a consolidated subsidiary of the covered company, deposits placed in a
TLDA at the covered company would be considered unsecured wholesale funding from a financial sector entity
under 12 CFR 50.32(h)(2), or, potentially, as operational deposits under 12 CFR 50.32(h)(3) or (4) for deposits
that meet all the requirements of an operational deposit. (Footnote added in version 1.1)

35 For more information, refer to OCC Bulletin 2019-52, “Applicability Thresholds for Regulatory Capital and
Liquidity Requirements: Final Rule,” and 84 Fed. Reg. 59032. (Footnote added in version 1.1)

56 Refer to 12 CFR 50.31. (Footnote added in version 1.1)
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2. Evaluate the bank’s processes for determining the maturity for inflows taking into
account the latest possible contractual maturity and any option that could extend the
maturity date.

Objective: Determine whether net derivatives cash flow projections are calculated in an accurate

manner consistent with the LCR requirements.>’

1. Evaluate the bank’s processes for properly identifying and aggregating derivative netting

sets under qualifying master netting agreements.>

2. Evaluate the bank’s methodologies for projecting and determining the following:

Objective: Determine whether managemen
categorization of “credit

1.

Assess the bank’s approach for determining
liquidity facility.

Mark-to-market value of derivatives position and associated cash flows over a 30-day

ition (e.g., level 1 versus level 2).
t collateral 30-day lookback period in past 24 months as

teral and appropriate 100 percent outflow if not excluded
or fiom Qther assets that can be rehypothecated.

rdguired collateral not yet posted to counterparties.

ititign from existing collateral posted from counterparties.

from eligible HQ
Amount of contractu
Impact of collateral sub

nd rationale in the identification and
ies.

ployfs s
»59 and “liquidityZ? f;

t etter of credit is a credit or

5712 CFR 50.32(c). (Footnote added in version 1.1)

3812 CFR 50.4(a). (Footnote added in version 1.1)

39 “Credit facility” means a legally binding agreement to extend funds if requested at a future date, including a
general working capital facility such as a revolving credit facility for general corporate or working capital
purposes. A credit facility does not include a legally binding written agreement to extend funds at a future date
to a counterparty that is made for the purpose of refinancing the debt of the counterparty when it is unable to
obtain a primary or anticipated source of funding. Refer to 12 CFR 50.3. (Footnote added in version 1.1)

60 A liquidity facility is a legally binding written agreement to extend funds at a future date made for the
purpose of refinancing the debt of the counterparty when it is unable to obtain a primary or anticipated source of
funding. If a facility has characteristics of both credit and liquidity facilities (i.e., a liquidity tranche and a credit
tranche), the entire facility must be classified as a liquidity facility. A commitment to a counterparty to provide
funds in the event that long-term debt cannot be issued to replace maturities could potentially meet the
definition of a liquidity facility. However, under 12 CFR 32(e), the undrawn amount of a committed liquidity
facility is based on, among other things, the amount that could be drawn upon within 30 days under governing
agreements. Thus, if a draw on the facility is not possible within 30 days, an outflow rate would not apply.
Refer to 12 CFR 50.3. (Footnote added in version 1.1)
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2. Assess the bank’s processes for designating credit and liquidity facility clients as either
“financial sector entities” or “non-financial sector entities.”

3. Assess the bank’s ability to “look through” a client relationship and determine whether a
facility has been extended to a consolidated subsidiary of a financial institution or special
purpose entity.®!

Objective: Determine whether management accurately applies net cash flow factors to credit and
liquidity facilities respectively consistent with the final rule.

1. Evaluate management’s rationale employed for determining whether specific products
are “committed credit facilities.”%?

2. Determine whet ound rationale and support is provided for treatment of credit
facilities whe agement has determined that cash inflows should be recognized.®

3. Assess the bank’§ ideafifidtion of public sector entity® variable rate demand notes and
application of 30 eyoutilow.

Objective: Determine whether strudfurc@ transaction net cash outflows are calculated in a manner
consistent with the LCR requi t

but the issuing entity is not consolidat bank’s balance sheet per generally

accepted accounting practices (GAA

61 “Special purpose entity” means a company organized for a specific
significantly limited to those appropriate to accomplish a specific puf
intended to isolate the credit risk of the special purpose entity. Refer to
1.1)

1. Evaluate the bank’s treatment o yr nsactions for which the bank is a sponsor,

activities of which are
thegstructure of which is
ootnote added in version

62 “Committed: means, with respect to a credit facility or liquidity facility, that under the terms of the legally
binding written agreement governing the facility: (1) the bank may not refuse to extend credit or funding; or
(2) the bank may refuse to extend credit under the facility (to the extent permitted under applicable law) only
upon the satisfaction or occurrence of one or more specified conditions not including change in financial
condition of the borrower, customary notice, or administrative conditions. Refer to 12 CFR 50.3. (Footnote
added in version 1.1)

6 A bank’s inflow amount may include certain payments contractually payable to the bank 30 days or less from
the calculation date, as set forth in 12 CFR 50.33; however, the bank’s inflow amount may not include a
contractual obligation to repay a facility drawdown that has not occurred as of the calculation date because
those repayments are not contractually payable to the bank as of the calculation date. (Footnote added in version
1.1)

6 «“Pyblic sector entity” means a state, local authority, or other governmental subdivision below the U.S.
sovereign entity level. Refer to 12 CFR 50.3. (Footnote added in version 1.1)

65 Refer to 12 CFR 50.32(b). (Footnote added in version 1.1)
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2. Assess the methodology used to determine the maximum contractual amount of funding
the bank “may be” required to provide to the issuing entity in 30 days or less.

Objective: Determine whether management has implemented a sufficiently robust/scalable risk
reporting infrastructure necessary for LCR calculations.

1. Identify any accounts, products, or portfolios not using daily data including tracking and
remediation.

2. Determine whether any aspect of the bank’s LCR calculation deviates from existing
internal stress testing processes, controls, and overall infrastructure.

3. Evaluate data quality controls including

n in feeds.
im reconciliations.
1 adjustment or reconciliation.

Objective: Perform data qualityNgstinglon & sample of transactions to ensure the accuracy of data
from source system of origin ghrotigh to the final LCR calculation.

1. Consider risk-based methods with focus#n areas of manual feeds and/or internal audit
findings. Refer to the “Sampling odglogies” booklet of the Comptroller’s Handbook
for more information about sampling.

Net Stable Funding Ratio tion Procedures
(Section added in version 1.1)
F

These procedures only apply to banks that are required to @g@mptite SFR.

Examiners should evaluate the bank’s NSFR compliance by as e classification and
mapping of assets, liabilities, commitments, and derivative transactions. Review the
calculation of ASF amount, calculation of RSF amount, disclosures, and overall controls and
governance. In addition, monitor changes in the bank’s balance sheet and funding structure
and monitor NSFR volatility by assessing monthly changes in the bank’s funding stability
over time.

Objective: To determine the accuracy of the bank’s calculation of ASF amount (numerator).
1. Review the numerator to assess appropriateness. Consider the adequacy of
e policies and procedures to classify and map capital and liabilities. Determine whether
policies cover

- classification and mapping of regulatory capital.
- classification and mapping of retail deposits and brokered deposits.
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classification and mapping of unsecured wholesale funding.

classification and mapping of secured funding.

identification, calculation, and assignment of operational deposits.

processes to calculate residual maturity on liabilities with optionality and assignment
to appropriate maturity bucket.

aggregation and calculation of the total available stable funding amount.

Objective: To determine the accuracy of the bank’s calculation of RSF amount (denominator).

2. Review the denominator to assess appropriateness. Consider the following:

Objective: To determine the accuracy of the bank’s calculation o

Policies and procedures to classify and map assets and commitments. Review to see
whether policies cover

apping of committed credit and liquidity facilities.
ping of secured lending transactions.

- classification and ghapping of lending to financial sector entity.

- classification and ding to nonfinancial wholesale.
Encumbrance of assets. Detdfmine whether management has
- identified and monitored mbe#€d assets.

- assigned appropriate RSF factouf’
Processes to calculate residual maturg
appropriate maturity bucket.
Aggregation and calculation of the total

s with optionality and assignment to
dble funding amount.

FRNderivatives amount

(denominator).

1.

Review derivative exposures to determine the accuracy of @ calculation.
Consider the following:

Initial margin posted

Type of variation margin posted and received

Netting sets

Calculation of derivative assets and liabilities pre- and post-variation margin netting
Calculation of NSFR derivative asset/liability amount

Classification and mapping of derivative amounts to appropriate RSF category
Calculation of net derivative asset required stable funding, initial margin required
stable funding, and gross derivative liability required stable funding amounts.
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Objective: To determine the accuracy of the bank’s overall NSFR consolidation and calculation.

1. Review the bank’s NSFR consolidation, including, as applicable, the
e calculation of subsidiary available stable amount.
e calculation of subsidiary required stable amount.
e calculation of excess available stable funding and written procedures to identify and
monitor restrictions on asset transfers.

2. Assess the adequacy of the bank’s systems, data, and processes to calculate the NSFR.

3. Assess the adequacy of the bank’s controls, reports, and governance over the NSFR
calculation.

%
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Appendixes

Appendix A: Brokered Deposit Use and Restrictions

(Law: 12 USC 1831f, Regulation: 12 CFR 337.6)

(Section updated in version 1.1)

Figure 2: Brokered Deposit Use and Restrictions Flow Chart

Is the bank well
capitalized?

Is the bank
adequately
capitalized with
a waiver from

May hold brokered
deposits. Rate
ros rictions do not

roply.

May hola bro <ered
deposits. ate
restrictions & nlv

the FDIC?*

Is the bank

adequately

capitalized
without a waiver
from the FDIC?*

May not hold
brokered deposits.
Rate restrictions

apply.

Is the bank
undercapitalized
or worse?

* Includes banks that are reclassified "adequately
capitalized" for being subject to a capital maintenance
provision with a format agreement, cease-and-desist order,
capital directive, prompt corrective action directive, or other
formal agreement issued by a federal regulator. A board
resolution, memorandum of understanding, individual
minimum capital ratio, or other informal agreement does not
reclassify a well-capitalized bank.
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Rate Restrictions
(Section added in version 1.1)

When rate restrictions apply, the bank is subject to a national rate cap and a local market rate
cap. The national rate cap rate is the higher of (1) the national rate based on weighting
deposits rather than branches (including credit unions) plus 75 basis points, or (2) 120
percent of the current yield on similar U.S. Treasury obligations plus 75 basis points. The
U.S. Treasury prong provides that, for nonmaturity deposits, the rate used would be the
federal funds rate plus 75 basis points. These rates are calculated and posted by the FDIC on
a monthly basis.

The local market cap rate is 90 percent of the highest offered rate in the institution’s local
market geographic a8y A less-than-well-capitalized bank may provide evidence that a bank
or credit union wi sical presence in its local market offers a rate on a particular

s of the national cap rate so the bank can offer 90 percent of
that rate. Local markgt a include state, county, or metropolitan statistical area where
its deposits.

Reciprocal Deposi

(Section added in version 1.1)
Under 12 CFR 337.6(e), a capped amoun/ ocal deposits are not brokered deposits for
a bank that

e is well-capitalized and has an outstanding or gg
e is adequately capitalized and has a waiver from thg
deposits.

psite rating, or
wing it to take brokered

f a bank falls below
waiver, then the cap
quarters. Other key

The capped amount is the lesser of $5 billion or 20 percent 0
well-capitalized or a good composite rating and does not have 3
becomes the average amount of reciprocal deposits for the prior fot
points in of the regulation include the following:

e An outstanding or good composite rating.

e A bank can continue to treat as nonbrokered any time deposits it received before a
downgrade to a composite 3 or adequately capitalized.

e A well-capitalized bank rated 3 or worse cannot get a waiver from the FDIC to keep
treating reciprocal deposits as nonbrokered, but an adequately capitalized bank can,
regardless of its rating.

e De novo banks cannot benefit from this relief until they get their first composite rating.

e At a bank that is not well-capitalized, the interest rate cap (12 USC 1831f(e)) applies to
all deposits, even reciprocal deposits.

e FDIC will measure reciprocal deposit amounts as of the call report date.
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Appendix B: Example—Bank Projected Sources and Uses Statement

As of September 30, 20XX, Scenario 1

Actual Six months projected
Primary liquidity position Prior month 1st month 2nd month 3rd month 4th month 5th month 6th month
Fed funds position (purchased or 10 8 5 4 2 1) (4)
sold) (FFP or FFS)
Sources of funds
Loans reductions 1 3 5 13 7 8 3
Nonmaturity deposit growth 2 1 1 2 1 0 2
Time deposit growth 1 2 0 0 3 2
Borrowing growth 0 0 0 0 0 0
Investment maturities 2 3 2 0 0 4
Change in equity 0 0 1 0 0 1
Other (including off-balance-sheet) 0 0 0 0 0 0
A. Total sources of funds 16 15 6 22 10 10 8
Uses of funds
Loan growth/funded commitments 2 3 6 14 9 10 5
Nonmaturity deposit reductions 1 2 1 1 0 0
Time deposit reduction 2 1 0 0 1 1
Brokered CDs maturing 1 0 1 0 0 0
Investment purchases 2 2 2 0 1 3
Borrowing reduction 0 2 2 1 2 0
Other (including off-balance-sheet) 0 0 0 0 0 0 0
B. Total uses of funds 8 10 12 0 1 14 9
C. Projected cash flow* (A - B) 8 5 4 2 (1) (4) (1)
Liquidity coverage ratio (B/C) 2.00 1.50 1.33 1.10 0.91 0.71 0.89
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Actual Six months projected
Secondary liquidity sources Prior month | 1st month 2nd month 3rd month 4th month 5th month 6th month
Unpledged investments 30 30 30 30 30 30 30
(Available for repo/FHLB advance
collateral)
Unsecured Fed funds lines 5 5 5 5 5 5 5
Brokered CD subject to policy limits 10 10 11 12 12 12 12
FHLB and other borrowing lines 20 20 20 20 20 20 20
Loans available to securitize/sell 10 10 10 10 10 10 10
D. Total secondary sources 75 76 77 77 77 77
Capacity coverage ratio (C/D) (secondary N/A N/A N/A 77 19 77
sources to projected negative cash flow)
Total liquidity before Fed discount 3 80 80 79 76 73 76
window borrowing (C + D)
Policy limit** XX XX XX XX XX XX
Within policy limits Yes Yes Yes Yes Yes No Yes

Note: This is a simple example. Banks should tailor the format, level of detail,
projected business strategies, rate environments, local and national economic col

e periods to best meet their needs. Multiple scenarios may be generated for
sh flow uncertainties.
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Appendix C: Example—Bank Liquidity Gap Report

12 Months Projected as of September 30, 20XX

Beg Over- | Month | Month | Month | Month | Month | Month | Month | Month | Month | Month | Month | Month 0-12 >12
Balance sheet B/S night 1 2 3 4 5 6 7 8 9 10 1 12 months | months
Assets
Fed funds sold (FFS) 10 10 0 0 0 0 0 0 0 0 0 10 0
Investment portfolio
MBS 20 0 0 0 1 0 1 1 0 0 0 5 15
Agency callable 10 0 0 0 0 1 0 2 0 0 0 4 6
CMOs 5 0 1 0 0 0 1 0 0 0 0 0 2 3
Corporate fixed 5 0 0 0 0 1 0 0 0 0 0 0 1 4
Municipal bonds fixed 10 0 0 0 0 1 0 0 0 0 0 1 3
Investment portfolio total 60 10 1 2 0 3 2 1 3 0 0 1 25 35
Loan portfolio
cé&l 30 0 1 2 0 0 2 1 16 14
Commercial mortgage 40 0 1 1 0 3 1 1 13 27
Credit card loans 10 0 0 0 0 0 0 0 10 0
Residential 40 0 1 1 1 2 1 0 14 26
Home equity loans 20 0 0 0 1 0 0 0 5 15
Loan portfolio total 140 0 3 4 2 5 4 2 58 82
Total assets 200 10 4 6 5 5 4 3 83 117
Note: B/S stands for balance sheet. CMO stands for collateralized mortgage obligation. C&l stands for 8 industrial.
Comptroller’'s Handbook 76 Liquidity



Version 1.1

e  This report reflects maturities and expected nonmaturity deposit run-off.
e  Toimprove accuracy, banks should adjust cash flows for repayment and prepayments and nonmaturity beha

e  This report should NOT reflect asset and liability repricing.

Note: DDA stands for demand deposit accounts. MMDA stands for money market demand accounts. NOW stands for negotiable order of withdrawal.

included to best meet their needs.

Beg Over- | Month | Month | Month | Month | Month | Month | Month | Month | Month | Month | Month | Month 0-12 >12
Balance sheet B/S night 1 2 3 4 5 6 7 8 9 10 1 12 months | months
Liabilities
Retail funding
DDA 30 0 1 1 1 0 0 1 0 0 1 0 0 1 6 24
MMDA 40 5 0 0 17 0 0 0 0 0 0 0 0 0 22 18
NOW 20 0 2 1 0 0 2 0 0 2 0 0 2 11 9
CDs 40 0 2 2 3 3 0 1 2 3 1 3 1 22 18
Savings 20 0 1 1 0 0 0 0 0 1 1 1 0 6 14
Retail funding total 150 5 5 22 3 3 3 1 2 7 2 4 4 67 83
Wholesale funding
Fed funds 10 10 0 0 0 0 0 0 0 0 0 0 0 10
purchased/overnight
advances
Term advance 20 0 0 0 0 0 0 0 0 0 10 10
Wholesale funding total 30 10 0 5 0 0 0 0 0 0 20 10
Total liabilities 180 25 6 10 22 3 1 2 17 2 4 4 30 150
Equity 20 0 0 0 0 0 0 0 0 0 0 0 20
Total liabilities & equity 200 25 6 10 22 3 1 2 17 2 4 4 97 103
Net period gap (deficit) (15) (2) (4) (3) 4 0 (12) 3 0 1)
Liquidity gap % assets (0.08) | (0.20) | (1.00) | (0.50) | 0.16 (6.00) | 0.60 0.00 | (0.25)
Cumulative gap (15) (17) (21) (24) (21) (21) (18) (18) (19)
Cumulative liquidity gap % assets | -7.5% | -8.5% |-10.5% | -12.0% | -10.5% -10.5% | -9.0% | -9.0% | -9.5%
Policy limit XX XX XX XX XX XX XX XX XX
Policy limit compliance Yes Yes Yes No Yes Yes Yes Yes Yes
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Appendix D: Examples of Liquidity Stress Events, Triggers,
and Monitoring Items or Reports

Stress event

Warning trigger(s)

Possible monitoring items or
reports

Actual or threatened watch or
downgrade to an external credit
rating

Rating agency credit watch for
potential downgrades; widening
credit spreads; rapid decline in
stock price

Market watch or rating agency
reports; credit spreads stock
performance

Actual or anticipated changes in
senior or short-term debt ratings

Rating agency downgrades;
widening credit spreads; rapid
decline in stock price

Debt spreads; stock performance

Significant asset quality
deterioration

Deteriorating trend in loan
performance; classified loans,
nonperforming; and past-due
loans

Problem loan trends report;
volume and trends in loan sales

Decline in the ba
CAMELS rating

Decline in one or more component
rating; adverse financial or
operational performance;
oncompliance with law or
tion

Reports of Examination; violations
of law or regulation; trends in
matters requiring attention; risk
assessments

A prompt corrective action capftal
downgrade

clin® in regulatory capital levels;
in_ prompt corrective action

Capital adequacy report; bank
growth; earnings performance

High and consistent operating
losses

Overhead trends report; margin
and profitability trends

Negative news coverage or public
cybersecurity event

negative n
cybersecurity
to negative news c
market rumors or
customers have disc
staff

Rising reputation risks

operational risk; violations of 13
that could result in penalties, fine
or reimbursement (Updated in
version 1.1)

Local and regional press releases
or news articles; consumer
advocacy attention or complaints

Adverse changes in the costs of
significant funding vehicles

Over-reliance on or concentration
in traditionally high-cost funding;
significant increases in funding
costs

Funding source concentration
report; funding capacity reports by
funding type; trends in cost of
funds by type

Inability to access long-term debt

Difficulty in obtaining long-term
debt; widening spreads; increased
collateral requirements

Reports on alternative funding
sources of incremental liquidity
including standby emergency
sources; credit spreads; liquid
assets to pledged assets report

Loss of name acceptance in the
credit markets

Reluctance of broker-dealers to
show the bank’s name in the
market

Market watch or rating agency
reports; credit spreads; stock
performance

Deposit run; rapid redemption of
CDs

Increased early redemption of
jumbo CDs; significant declines in
overall deposits

CD breakage or early redemption
report; cash flow projections and
run-off reports; vault cash
management reports
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Stress event

Warning trigger(s)

Possible monitoring items or
reports

Inability to access funding lines

Elimination of committed credit
lines by counterparties

Collateral management reports;
credit spreads; daylight overdrafts
and wire transfer activity reports

Inability to securitize assets

Additional or more stringent
requirements for securitization
documentation or debt issuance;
counterparty resistance of off-
balance-sheet products or
increased margin requirements

Put back or exception reports;
securitization performance reports;
underwriting standards

Inability to sell assets

Increasing spreads on assets;
deterioration in asset market
values

Asset spreads; pricing trend
analysis; asset impairment reports

Public funds withdrawn; Fed funds
or FHLB lines frozen

Reluctance of trust managers,
money managers, public entities,
and credit-sensitive funds
providers to place funds

Contingent funding availability
reports; deposit trends; pledging
and safekeeping reports

Significant uncontfolled
outstripping capital andjfiundi

Note: This is not a comprehensive list. L

that best reflect banks’ funding activities a
potential external events that could create a liqui

systems and capital markets disruption.

idityistre

Rapid growth or acquisition;
increasing line draws or usage by
rge local or regional company

Budget variance, operating plan,
strategic plan; loan growth
analysis by sector, office, officer,
or industry; unfunded
commitments or draw schedule

ts, triggers, and monitoring items and reports should be developed
ition to banks’ specific stress events, banks should identify
luding natural disasters and the effect of severe payment
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Appendix E: Example—Bank Liquidity Contingency Funding Scenarios

Time Period: Three Months as of September 30, 20XX

Primary liquidity position Actual Moderate | Severe Crisis Comments on assumptions
Fed funds (purchased or sold) 10 1 14 10
Sources of funds
Loans reductions 0 0 0 Deterioration in local or national economic conditions
Nonmaturity deposit growth 5 2 0 Accelerated gathering until bank’s condition affects efforts
Time deposit growth 0 0 Accelerated gathering until bank’s condition affects efforts
Borrowing growth 0 5 20 5 Increased securitized borrowings as conditions
deteriorate
Investment maturities 2 2 2 2
Change in equity 0 -10 Impact of increasing funding costs and deteriorating
earnings performance
Other sources (including off-balance- 0 0
sheet)
A. Total sources of funds 16 22
Uses of funds
Loan growth 2 2 Loan fundings decline as financial condition or ability to
fund deteriorates
Nonmaturity deposit reductions 1 1 rmal and customary; reaction to stress scenarios
C red in “Additional Funding Requirements”
Time deposit reduction 2 2 3 3 aturity of insured CDs
Brokered CDs maturing 1 1 1 1 urity of brokered CDs
Investment increases 2 0 0 0 cquire new assets
Borrowing reduction 0 0 0 0 8 bank negotiations with counterparties to alter
terms or lengthen advances
Other 0 0 0
B. Total uses of funds 6 7 6
C. Fed funds (period end) (A — B) 16 29 1 Initial build-up of liquidity, then resulting decline as

scenario worsens

Comptroller’'s Handbook

80

Liquidity



Version 1.1

Secondary liquidity position Actual Moderate | Severe Crisis Comments on assumptions
Additional funding requirements
Reduction in DDA, NOW, MMDA, 0 3 10 20 Retail customer desire to withdraw funds because of
savings deteriorating financial condition or negative press
Reduction in gov't. NOW 0 2 4 5 Municipalities unwillingness to place funds or lack of
collateral
Reduction in time 3 10 20 Customer concern with bank condition
Reduction in repos, TT&L 2 10 15 Customer or counterparty concern with bank condition
D. Total contingent uses 10 34 60
Additional funding sources
Unpledged investments 30 20 5 Sale or repo activity
Unsecured Fed funds lines 0 0 Initial build-up then inability to attract unsecured funds
Brokered CDs potential within policy 10 10 10 0 FDIC or prompt corrective action restriction on brokered
and regulatory parameters deposits
FHLB and other borrowing lines 20 10 0 Reflect loss of collateral, increased haircuts, and

elimination or freezing of lines

Loans available to securitize or sell 20 20 Initial funding source, then lack of secondary market
acceptance
E. Total secondary sources 85 85 Determine access to Fed window depending on
establishment of line, primary or secondary program
status, daylight overdraft status, and extent of pledgeable
Total liquidity before Fed discount 93 91 assets.

window borrowing (C - D + E) stablish and tailor policy limit(s) based upon liquidity risk

Policy target * XX XX 03 tl of directors and senior management. Should

Within policy parameters Yes Yes

Note: This is a simple example. Banks should tailor the format, level of account detail, scenarios, and extent of

* Contingency scenarios and policy parameters should be developed and customized to reflect the bank’s liquidity risk exposure. Scenarios should reflect continuing deteriorating
liquidity position and employ meaningful assumptions regarding potential fund outflows.

Note: TT&L stands for Treasury Tax and Loan.
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Appendix F: Example—Problem Bank—Balance Sheet Trend Report

September 30, 20XX

Period Period Period Period Period | Current | period Period Period Period Period
Time horizon -5 -4 -3 -2 -1 period +1 +2 +3 +4 +5

Balance sheet

Cash and due from
FFS
Securities

Loans

ALLL
Other assets (detail)
Total assets
DDAs
MMDAs/NOW
Savings
CDs
Other (detail)

Total deposits
FFPs & repos
FHLB
Other (detail)

Total other liabilities
Total liabilities

Comments and assumptions:

o|ojlo|o|o|O

F

o|0Olo|0O|lo|0O|lo|O|O|O|OC|O|O

oO|l0o|lo|l0O|0O|0O|0O|O|o|O|O|O|O|O|O

oO|lOo|0O|0O|0O|o|O|0O|O|0O|O||O|O|O|O|O|O
oO|0o|0O|0O|0O|Oo|O|0O|0O|0O|0O|0o|O|O|O|O|O|O
O|l0O|0O|0O|O||O|0O|O|0O|O||O|O|O|O|O|O
oO|l0o|0O|0O|0O|0o|O|0O|O|0O|O||O|O|Oo|O|O|O
oO|l0o|0O|0O|0O|0o|O|0O|O|0O|O|©|O|O|O|O|O|O

oO|l0oj0O|0Oj0O|lo|jO|O|O|O|O

o|loj0O|0O|j0o|©0|O|O

Note: ALLL stands for allowance for loan and lease losses.
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Appendix G: Example—Problem Bank—Summary of Available Liquidity Report

September 30, 20XX

Period Period Period Period Period | Current | Pperiod Period Period Period Period

Time horizon -5 -4 -3 -2 -1 period +1 +2 +3 +4 +5
Summary of available liquidity

Cash and due from (net of 0 0 0 0 0 0 0 0 0 0
operating requirements)

Fed funds sold 0 0 0 0 0 0 0 0 0 0
Repos (sold) 0 0 0 0 0 0 0 0 0
FHLB line (fully secured) 0 0 0 0 0 0 0 0 0

Less: outstanding 0 0 0 0 0 0 0 0 0 0
Other borrowing lines (fully 0 0 0 0 0 0 0 0 0 0
secured)

Less: outstanding 0 0 0 0 0 0 0 0 0
Available securities (market 0 0 0 0 0 0 0 0 0
value)

Other (detail) 0 0 0 0 0 0 0 0 0
Total 0 0 0 0 0 0 0 0 0
Less: 0 0 0 0 0 0 0 0 0
Reserve requirement 0 0 0 0 0 0 0 0 0
TT&L 0 0 0 0 0 0 0 0 0
Minimum balance 0 0 0 0 0 0 0 0 0 0 0
requirements

Other (detail) 0 0 0 0 0 € 0 0 0

Total 0 0
Total available liquidity 0 0 0 0 0 0 0
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Period Period Period Period Period | Current | Pperiod Period Period Period Period
Time horizon -5 -4 -3 -2 -1 period +1 +2 +3 +4 +5
Sensitive funding
CDs > $250,000 0 0 0 0 0 0 0 0 0 0 0
DDAs > $250,000 0 0 0 0 0 0 0 0 0 0 0
Savings > $250,000 0 0 0 0 0 0 0 0 0 0 0
MMDAs > $250,000 0 0 0 0 0 0 0 0 0 0 0
Other sensitive depositors 0 0 0 0 0 0 0 0 0 0
(detail)
Brokered deposits (including 0 0 0 0 0 0 0 0 0 0
CDARS)
Deposits gathered via listing 0 0 0 0 0
service
Public funds (secured) 0 0 0 0 0
Public funds (unsecured) 0 0 0 0 0
Other large depositors (> x% 0 0 0 0 0
of total deposits)
Other uninsured deposits 0 0 0 0 0 0
(> x% of total deposits)
Other sensitive funds 0 0 0 0 0 0
providers (detail)
Total sensitive funding 0 0 0 0 0 0
Available liquidity as a % of 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
deposits
Available liquidity as a % of 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
sensitive funding
Available liquidity as a % of 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
total liabilities
Comments and assumptions:

Note: CDARS stands for Certificate of Deposit Account Registry Service.
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Appendix H: Example—Problem Bank—Cash Flow Trend Report

September 30, 20XX, Reported in (000s)

Time horizon

Period
-5

Period
-4

Period
-3

Period
-2

Period
-1

Current
period

Period
+1

Period
+2

Period
+3

Period
+4

Period
+5

Sources of funds from operations

Loan collections (P&l)

Loan sale activities
Investment collections (P&l)
Investment/asset sales

Other operating source of
funds

o O O O o

Use of funds from operations

Loan originations
Investment/asset purchases

Operating and interest
expense

Other operating use of funds

Wire transfer activity (not
reported elsewhere)

o O O O o

o O O O o

o O O O o

o O O o o

o O O O o

o O O O o

o O O o o

o O O O o

o O

Total net cash flow from
operations

Net deposit activity

Net change in demand
deposits

Net change in brokered
deposits

Brokered deposit maturities
Net deposit activity

Net operations and deposit
funds

Note: P&l stands for principal and interest.
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Reported in (000s)

Time horizon

Period
-5

Period
-4

Period
-3

Period
-2

Period
-1

Current
period

Period
+1

Period
+2

Period
+3

Period
+4

Period
+5

Borrowing maturities

Federal funds purchased
maturities

Repurchase agreement
maturities

FHLB borrowing maturities

FRB discount window maturities
Other borrowing maturities
Total borrowing maturities

Cash needed from financing
activities

o O O o o

Estimated borrowing capacity

o O O o o

o O O O o

o O O O o

o O O O o

O O O o o

o O O O o

o O O o o

o O O O o

Available balances from federal
funds

Lines of credit
Brokered CDs

Available repurchase agreement
capacity

Available FHLB capacity

Available FRB discount window
capacity

Total estimated borrowing
capacity

Total change in cash
Beginning cash
Ending cash

Other unencumbered, readily
marketable assets

o O O o

o O O o

o O O o

o O O o

o O O o

o O O o

o O O o

o O O o

o O O o

o O O o

Comments and assumptions:
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Appendix I: Abbreviations

(Section added in version 1.1)

ALCO asset/liability committee

ALLL allowance for loan and lease losses

ASF available stable funding

B/S balance sheet

BCBS Basel Committee on Banking Supervision

C&l construction and industrial

CD certificate of deposit

CDARS Certificate of Deposit Account Registry Service
CFpP contingency funding plan

CFR Code

CMO colfaie ed mortgage obligation
CSA cOvergd™§avudgs association

DDA demagld itfaccount

EIC examin

FDIC Federal D8posit Ifisu

FFP Fed funds pur¢has

FFS Fed funds sold

GSE government-sponsor:

HQLA high-quality liquid as

IRR interest rate risk

LCR liquidity coverage ratio

MBS mortgage-backed security

MIS management information system
MMDA money market demand account
MSR mortgage servicing rights

NOW negotiable order of withdrawal
NSFR net stable funding ratio

OCC Office of the Comptroller of the Currency
P&l principal and interest

PCA prompt corrective action

RSF required stable funding

STWF short-term wholesale funding
TLDA trust ledger deposit account
TT&L Treasury Tax and Loan

USC U.S. Code
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References

(Section updated in version 1.1)

Listed references apply to national banks and federal savings associations unless otherwise
noted.
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12 USC 60, “National Bank Dividends” (national banks)
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Regulation
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12 CFR 9.10, “Fiduciary Finds Awdiiting Injlestment or Distribution” (national banks)
12 CFR 21.21, “Procedures for Mo ri? Secrecy Act (BSA) Compliance”
e

utions by Federal Savings Associations” (federal savings

12 CFR 50 et seq., “Liquidity Risk Measu tandards”

12 CFR 101, “Covered Savings Association savings associations)

12 CFR 150.290-320, “Funds Awaiting Invest istribution” (federal savings
associations)

12 CFR 206, “Limitations on Interbank Liabilities{

12 CFR 303, “Filing Procedures”

12 CFR 337.6, “Brokered Deposits”

31 CFR Chapter X, “Financial Crimes Enforcement Netwo nt of the Treasury”

Comptroller’s Handbook

“Asset Securitization” (national banks)

“Bank Supervision Process”

“Community Bank Supervision”

Consumer Compliance series
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“Federal Branches and Agencies Supervision”
“Large Bank Supervision”
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Office of Thrift Supervision Examination Handbook

Section 221, “Asset-Backed Securitization” (federal savings associations)

Issuances

OCC 2007-21, “Supervision of National Trust Banks: Revised Guidance: Capital and
Liquidity”

OCC Bulletin 2010-13, “Liquidity: Final Interagency Policy Statement on Funding and
Liquidity Risk Management”

OCC Bulletin 2010-16, “Correspondent Concentration Risks”

OCC Bulletin 2019-31, “Covered Savings Associations Implementation: Covered Savings

Associations”

OCC Bulletin 2019828 Applicability Thresholds for Regulatory Capital and Liquidity
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