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ABS assetbackedsecurities

ALMM additional liquidity monitoring metrics
COREP commonreporting

CRR Capital Requirements Regulation
DGS depositguaranteescheme

EBA European Banking Authority

EU European Union

HQLA high-quality liquid assets

ITS Implementing Technical Standards
LCR liquidity coverageratio

Q&As guestion and answer documents
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1.1 Background

The liquidity coverage ratio (LOfRsbeenapplicablein the European Union (EW)ncel October
2015 andthe[ / viull Enplementation at a minimum of 100%ecameeffectivein January 2018,
which put an end to any national provisions in the area of liquidity requirem@mticle 412(5) of

the Capital Requirements Regulation (GRRpmmission Delegated Regulation (EU) 2015/61 (LCR
Delegated Regulatiohgontains the specifications of the LORe LCR Delegated Regulatisets

out a material number of national discretions to be exercisedcbynpetent authoritieswhen
implementingthe LCR requirementsand envisagessome leeway tocredit institutions’ in the
assessment of some material LCR items.

Against this background and as per tBeropean Banking Authorit{BA monitoring duties with
aview to contributing to a consistent application of EU law @noimotingcommonsupervisory
approaches and practic@sthis areathe practical implementation of the LORs been monitored,
with particular attentionpaidto the itemshighlighted above

The analysis focused on those LCR itEmes/hichmaterial differences have been obseniadheir
implementationacross jurisdictionand which havehus hada significantimpact on theuniform
application of the LCR.These differences have been observed itmhe identification and
quantification of wholesale depositsreceived that can benefit from theutflow preferential
treatment of operational deposifsand inthe definition of¢haterial penaltfdn the context ofetail
deposits maturingbeyond 30 dayghat can beexcluded from outflows. In addition, dher
implementation issuetave beerobserved including in theecognition of inflowsfrom maturing
high-quality liquid assetsHQLA, in optionality and contingent inflowsin interbank swaps of
retained covered bonds assetbacked securitiesABS, in the time dimension of the LCR aiil
items subject tahe natification process

Thegeneral objective of the EBA monitoring work in the area of liquidity is to foster a higher degree
of harmonisationin the implementation of the LCR in the areas where divergent practices have
been observedpartly due to insufficient clarity of the regaflory provisions. More precisely, the
purpose of this report is to

1 Regulation (EU) N&75/2013 of the European Parliament and of the Council aft2f 2013 on prudential
requirements for credit institutions and investment firms and amending Regulation (E638@012 (OJ L 176,
27.6.2013, p.1)https://eur-lex.europa.eu/legatontent/EN/TXT/PDFE/?uri=CELEX:32013R0575&from=EN

2 commission Delegated Regulation (EU) 2015/61 @d®ber 2014 to supplement Regulation (EU)3N&2013 of
the European Parliament and the Council with regard to liquidity coverage requirement for Credit Institutions (OJ L 11,
17.1.2015)https://eur-lex.euopa.eu/legaicontent/EN/TXT/PDF/?uri=CELEX:32015R0061&from=EN

3 This report refers to credit institutions and banks interchangeably.
4 Article 27 of the LCR Delegated Regulation.
5 Article 25(4)(b) of the LCR Delegated Regulation.



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32015R0061&from=EN
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91 outline the EBAR observations on some aspects of LCR implementation
1 outline theEBA views on the assessment of some observed practices;

1 identify best practices and/or aredsr whichfurther guidancdor banks and supervisors
might be necessarywhile providing some guidance for some of the areas monitored to
date; and

9 underline areador whichfurther monitoring is ongoing.

The EBA has usgaks a primary sourceéhe data reported by banks under the supervisory reports
(LCRcommon reporting (COREPreports), complemented by some qualitative analysesad
observations reported by competent authorities on the basis of their experience of liquidity risk
supervision

The quantitative information usetbr the purposes of this repois based orsupervisoryreporting
datafrom June 201&om asample ofcredit institutionswhoseLCRCOREReports are received by
the EBA on a regular bagisline with Article415(4) and %) of the CRR. This sample, determined
following the criteria set out in th&ecision of the European Banking Authority on reporting by
competent authorities to the EB®f 23 September2015°, was composedof 192 banks as of
30June2018.

Tablel Number of banks in the sample by jurisdiction as of 30 June 2018

AT 7 FR 12 LV 3
BE 7 GB 23 MT 4
BG 3 GR 4 NL 6
CcYy 4 HR 3 NO 3
Ccz 3 HU 3 PL 3
DE 20 IE 12 PT 6
DK 4 IS 3 RO 3
EE 4 IT 11 SE 8
ES 12 LT 3 Sl 4
Fl 4 LU 7 SK 3

The analysis in threport differentiates betweerMarger institution€and ¥maller insitutionsQ
Larger institutions include those identified in the scope of the EBA Guidelines on disclosure of
indicators of global systemic importanGewhich intendsto cover all EU institutionshat are

6

http://www.eba.europa.eu/documents/10180/16082/EBA+DC+090+%28Decision+on+Reporting+by+Competent+Aut
orities+to+the+EBA%29.pdf/9beaf58€244e36a75bb77aa3164f3f

7 https://eba.europa.eu/requlatiorand-policy/ownfunds/quidelinesfor-the-identificationrof-globatsystemically
important-institutions-g-siis



http://www.eba.europa.eu/documents/10180/16082/EBA+DC+090+%28Decision+on+Reporting+by+Competent+Authorities+to+the+EBA%29.pdf/9beaf5be-2624-4e36-a75b-b77aa3164f3f
http://www.eba.europa.eu/documents/10180/16082/EBA+DC+090+%28Decision+on+Reporting+by+Competent+Authorities+to+the+EBA%29.pdf/9beaf5be-2624-4e36-a75b-b77aa3164f3f
https://eba.europa.eu/regulation-and-policy/own-funds/guidelines-for-the-identification-of-global-systemically-important-institutions-g-siis-
https://eba.europa.eu/regulation-and-policy/own-funds/guidelines-for-the-identification-of-global-systemically-important-institutions-g-siis-
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potentially systemically relevantvith a leverage ratio exposure measure above ROGbillion.
Within the sample35 banksare defined as larger institutiohs Smaller institutionsnake upthe
rest of the institutions in the sample. The sample represents around 75&teabtal assets of the

EU banking systein

The business models of 171 bantithin the sample have been identified. Therefotke report
uses a reduced sample when describing business mobieltde2 describes the business models

used.

Table2: Description of business models

Business model type Description Number ofbanks
Automotive and consumel Banks specialising in originating and/or servi@agsumer 5
credit banks and/or automotive loango retail clients
- L Banksspecialising in the provision of residential loans 3

Building societies .

retail clients

Banks specialising in setting trading accounts, clea 1
Central counterparties trades, collecting and maintaining margin  monig

regulating delivery and reporting trading data

Crossborder banking groups engaging in several activi 47
Crossborder universal banks | including retail, corporateand investment banking anc

insurance

Banks specialising in offering custodian services (i.e. 7

hold customer&securities in electronic or physical form f

safe keeping to minimise the risk of loss). These banks
Custody banks also provide other services, including accol

administration, transaction settlements, collection

dividends and interest payments, tax supportdaioreign

exchange

Banks focusing on retail banking (payments, savi 9
Locally active savings and log products, credit and insurance for individualssonall and
associations/cooperative mediumsized enterprisés and that operate through a
banks decentalised distribution network, providing local an

regional outreach

Banks specialising in originating and/or servicing consu 74
Local universal banks loans to retail clients andsmall and mediunsized

enterprises

Banks engaging ifinancing domestic and internationg 2
Merchant banks trade by offering products such as letters of credit, bg

guarantees and collection and discounting of bills
Mortgage  banks _mcluqllng Banks specialising in directly originating and/or servig !
passthrough financing

mortgage loans
mortgage banks

Other specialised banks such as promotional banks 5

Other specialised banks

ethical banks

8 Of which 10 are global systemically important institutions.

9 Some data might be duplicated, for example cases of EU-baydsr groups for whih the subsidiaries also reported
at an individual level in their own jurisdiction. However, this is not expected to distort the results and conclusiosas of thi
report and is necessary to ensure that the sample represents all Member States.



http://en.wikipedia.org/wiki/Mortgage_loan
http://en.wikipedia.org/wiki/Mortgage_loan
http://en.wikipedia.org/wiki/Mortgage_loan
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Business model type Description Number ofbanks

Banks specialising in financing public sector proje 10
Public development banks and/or the provision of promotional credit or municip
loans

Banks facilitating trading done in derivatives and equit 1
markets by guaranteeing ¢ghobligations in the contrac
Security trading houses agreed between two counterparties and/or by holdir
securities and other assets for safe keeping and rec
keeping on behalf of corporate or individual investors

Quantitative description is provided for aif the banksand also by business modéihere

relevant) size and complexityQuantitative description is particularly usefulhen discussing
operational deposits and excluded retail depositsn outflows A priorj it might be presumed that
larger institutionswill be moreaffectedby these implementation issudisan banks withspecialised
business mode|swhich would not be especiallyaffected. While the analysis includeseveral

dimensions, the most relevant ondid seem to be the size dimension for the issues emd
investigation.

Qualitative supervisory input frorall of the competent authoritiesn the EU has also been used.
This informatioris mainlycomposed ofpecific rules or guidance issued by competent authorities
andapproachesobserved in practice

Feedlack from the industry has also bedmken into account Roundtables with banking
associations, surveys credit institutionsand a public hearing have beerganisedo understand
the approaches undertaken in practice and gaininput onthe guidanceo be provided

1.2 TheEBAR observations and main conclusions

Observatios and conclusions have been drawn for the different items analyisethis report. It
should also beecalledthat the LCRecame applicableelatively recently (October 2015 ndthe
first reporting date fothe LCRvaseven more recenfSeptember 2016 Therefore, it was expected
that a relatively high number of issues would béserved during the assessment of the
implementation of the liquidity standardsin the EUand of the corresponding reporting
requirements.

As detailed further in the reporthrough itsfirst attempt atmonitoring LCR implementation in the
EU, the EBA has identified areimswhich further guidance is deemed useful for banks and
supervisors in order to fosr a common understanding ardirmonisatiorof the application of the
liquidity standard while at the same timaeducing somdssues as regards thevel playing field.

In particular guidance is provided by the EBA regardoperational deposits and tail deposits
excluded from outflows.The EBA is also providing guidance to supervisors with regard to
notifications on additional liquidity outflows.

In addition, the EBA has identified arghat may need further attention from supervisors in their
ongoing supervision of liquidity risks, particulathe time dimension of the LCRomparison
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between endof-month LCR and intrmonth LCR valuesind casesin whichbanks are swapping
some retained own securities

This report contains specific guidance fagdit institutions and supervisomn different topics. The
guidance identifies good and prudent practices in the application of several provisions of the LCR
Delegated Regulatiofor which, currentlythe degree of discretion is such that divergent and
undesired resultare reached jeopardisingthe consistent application of those provisions and the
level playing field. The EBA intends to follow a pragmatic approach to addyéssse issues by
publisking this guidancewith the expectation that credit institutions and supervisors ¥aillow it.

The issues flagged in this report and the application of this guidance will be monitored in the future
asthe EBA continugits monitoring activitieson an on@ing basisBased orthe results of this
monitoringexercisethe EBA might consider developing other more formal legal instruments at its
disposal in the future if considered necessary.

The report refers to operational wholesale defiesdefined as thoseeceived for the purposes of
obtaining clearing, custody, cash management or other comparable services in the context of an
established operational relationshias well as those received in the context of an established
operational elationship other than thaf. Only the part of the operational wholesale deposits that

is required for the provision of operational services can be treated as operational.

There is a significant difference in the Ld&fRending on whethewholesale depositseceived are
treated as operational or neoperational sincethe outflow rates are materially lower fahose
treated asoperational depositsWholesale deposits treated aperational depositare assumed
to be less vulnerable to significant deposithdrawals during a period of combined idiosyncratic
and marketwide stresghanthose treated asion-operational depositsThe amountof wholesale
deposits and their outflowseported by the banks in the sampkegenerally significant.

The LCR Delegat&kgulation does not provide sufficientlgtailedcriteria to identify, on the one
hand, which specific transactions should be identified as operational deposits and, on the other
hand thetransactionamounts that should be considereéxces®perationaldeposit€, whichthe
Regulation requirede treated as nonroperational. Thisnay lead tothe use ofinconsistentor
imprudent identification approacles, which could jeopardis¢éhe harmonisedimplementationof

the LCRand rai® some issues regarding théevel playing fieldacrosscredit institutions and
jurisdictions

Thisreport provides some clarification twedit institutionsand competent authorities, fleshgout
the general aspects of a couple of methoblg providingnon-exhaustiveexamples ofprudent
approaches and good practicder estimaing the ‘¥xcessoperational depositQwithin the
operational depositavhich need to be treated as nesperational. These approachase expected

10 Article 27(3(a) and (c) of the LCR Delegated Regulation.

Ynaccordance with Artice T 6 no 2F GKS [/ w 58t S3F 4GSR wS3IdA FGA2yY WCdzy/Ra
of operational services shall be treated as #mJIS NI U A 2 Yy I £ RS L2 dolthiese Qdus if ékeesshS L2 NI NB T S
YSEOS3da 2LISN)} UA2yIf RSLI2aAUAEAQ TNRY V2¢g 2V P
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to be applied in a proportionate mannéy smallercreditinstitutions. They are meant t@rovide
banks and supervisorgith a transparent benchmark for@nsistentand prudent approach. These
approachesestimate excessperational deposit®n the basis of historical observations of either
payments made or balansenaintained for the necessary operational services of the deposit

The EBA guidancaiso providessome examples ofspecific transactionshat, according to the
practices analysed so far and provided that the conditions set forth by the LCR Delegatetidtegula
are met,should fall under operational deposits (cash management, custody or clearing activities)
and others that should not

Article25(4) of the LCR Delegated Regulation allows credit institutitmsexcluce from the
calculation of outflowghoseretail deposits maturingfter 30 calendardays whe the depositor is
not legally allowed to withdraw the depodiefore 30 calendar dayare upor when the depositor
can doso onlyby paying a material penaltitherefore the exemption responds either legal or
economic constraints.

Excluding retail deposits from outflows has a significant impad¢he LCR of banks. This is because
the outflow rate applicabléo themwould be reduced significalyt(expectedto be at leastL0% or
even highemat 0%).The lack of @oncretedefinition of material penalty irticle 25(4) of the LCR
Delegated Regulatiomay lead to bankssing different implementationapproachedo assess the
materiality of the penalty applicableesulting invery different outcomess regardthe amount
that can be withdrawrearly. Thigeopardiseshe level playing fiel&icross banks in the EBor
example, sme banksmight determinethat the penalty should exceed the amount of interest paid
or accrued at the moment of early withdrawabhereas others mightonsiderthis not strictly
necessary.

The report discusses good practeE¢hat could serveas a benchmark for the application of
Article 25(4) of the LCR Delegated Regulatibhese good pradtesare basedon whether or not
there is some evidence that outflows are not expected to happEme report isintended to
contribute to a common understandiraf the LCRindto alevel playing field across the EU.

Recognition of inflows stemming fromaturing HQLA

The EBA has observeasesn whichassetsrecognisedas HQLA ansubject to high haircutd)ave
been reclassifiedsnon-HQLA during the last 3talendardays of their lifetimaunder the rationale
that some operational requiremeistare no longermet.

The impacbf this reclassificatioon the LCRiight be material. Banks might computglows from
non-HQLA maturing within 30alendardays with an applicable 100% inflow rat#nat are more

eSS NBLRNI NBFTSNB (2 GKSasS RSLRarda a WSEOf dzRS
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favourablethan their liquidity valueassessedafter applying the cited high haircutghen included
in HQLA.

For these reasonst should be fullyjustified to supervisordf and howthe relevant operational
requirements are ndongerbeing metprecisely during the 1as80 calendardays of the lifetime of
securities

Optionality and contingent inflows

Generally inflows whose materialisation dependsn the exercise of an option should not be
considered eligible in the LCBnder Article32(1) ofthe LCR Delegated Regutatj inflows are
requiredto be contractual. This approach is also supported by prudential considerations.

By contrast, atflows happening upn the exercise of an optioshould be integratedhasedon the
expectationghat the optionwill be exercisedArticle22(2) ofthe LCR Delegated RegulatioRyr
prudential reasons, the option should be expected to be exercised in a stress scenario and the
relevant outflow rate should therefore apply.

This approach has beatarifiedin anumber of EBAquestion aml answerdocumens Q&A9 on
specific transactions of this kinoh whichquestions weregaised on whether or not some inflows
should be considered contingent and on how contingent outflows should be treated

Interbank swaps of retained covered bonds 0iISAB

Retained own securitieare noteligible forHQLA. Howevethere seem to be casés whichtwo
banksswapretained own securities (covered bonds and ABfslthen each othe bankgecognigs
the assets receiveih the swapas HQLA.

Strictly speakinghe assets received could be considered HQ#eifmeet Articles7 and 8 of the
LCR Delegated Regulation on general and operational requirements, belong to any cafegory
liquid assetawithin Chapter2 of Titlell of the LCR Delegated Regulat@md fal within the caps
envisaged irrticle 17 of that Regulation

However, i casesn whichthe swapped assete always retainedrom the issuanceadate andare
not placed inthe market before being swappedparticular attentionshould be paid to the
compliance with the operationatriteria requiring pricing evidence otested marketabilityof the
assets received iaswapbeforethey areconsidered eligible for HQLA

Time dimension of the LCR

Cases have beeavbservedin which due tooccasionatransadions with material incoming cash
flows, end-of-month LCR valueare higher thanintra-month values

10
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In addition, liabilities with evergreen contractual maturity beyond 8alendardays? containing
unwritten/informal arrangements for early withdrawal migtnigger cliff effects for different time
horizons.

These types of transactionsshould becloselymonitored and their risks assessed. Institutions are
reminded to immediately notify the relevant competent authorifythe LCR falls or is reasonably
expecteal to fall below 100% at any time. Supervisors are reminded that the maturity |aoldee
Implementing Technical Standardkr'S)on additional liquidity monitoring metricfALMM)
contains daily and weekly granularity to further assess the risks of firastices on a casky-case
basis for different survival periods.

1.3 Feedback from the industry

The EBA has heldriousexchanges witlstakeholderson the objectives and main features of the
work conducted as well as on preliminary conclusioAs informal technical discussionvith
professional associations and selected banks held in February 201&8nd the EBA Banking
Stakeholder Group has been consult@utwo occasions (April 2018 and February 2019). Written
comments weresubsequentlyreceivedand addresed to refine or clarify some methodological
aspects in the relevant parts of this report, where deemed approprRégticipants have generally
welcomed and supportethe EBAR work on the aspects included in this report, while additional
areasthat the EBA could further clagjfin the future were also mentioned.

In addition, apublic hearing wasrganisedon 8 July2019in order to present lie rationale of the
work and expin the way forward

The EBA will continue twold exchangeon a regular basis with stakeholders while progressing with
its monitoring work.

1.4 Next steps

The EBA intends to regularly monitor the implementation of the LCR for EU drashkgpdate this
report on anongoing basis tcset out its observationsand provide further guidancewhere
necessaryThis wilincludefurther scrutiny d the aspects mentioned in this first report, as well as
new aspectsThe EBA js$n particular working on implementation related térticle 26 of the LCR
Delegated Regulatigmhe LCR by significant currency and HQLA diversification.

While some guidance is already proposed for some areas monitored in this report, the EBA will
further assess how this guidance will be used by banks and supervisors and consider taking further
steps if needed (including some fully fledged prodwsish agyuidelines, recommendationstc.),

while continuing its monitoringfdhe aspects mentioned in threport.

13 These are liabilities that are formally renewed on a permanent basis as long as the maturity apprd@clag's and
no early withdrawal option is formally contemplated.

14 Commission Implementing Regulation (EU) 2017/23f19 November 2017 amending Implementing Regulation (EU)
No 680/2014 as regards templates and instructions (OJ L 321, 6.12.2@AF)/eur-lex.europa.eu/legal
content/EN/TXT/PDF/?uri=CELEX:32017R2114&from=EN

11
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In addition, the EBA is paying attention to the notificaticsent to the EBAy competent
authorities, in particular thse that may have a significant impact on the LCR calculation. The EBA
is providing, where necessary, guidance to supervijsorgxampleas regard#rticle 23 of the LCR
Delegated Regulation.

TheEBAIntends touse this monitoringexerciseas a tool to assesschangesre needed to the LCR
COREP reports. For instance, the B&%alreadybuilt on this first monitoring exercise to propose
some changes to the ITS on the LiGRtheremoval of some memo itentbat aredeemed to have
filled their role andare no longerproviding useful information)these changes wereonsultedon

in September/October 2018

The EBA will engage on a regular basis withestaklers to explain its monitoring work, collect
additionalinformation on implementation practices and discwgisere guidance is deemed to be
most helpful

12
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2.1 Operational deposits Article27 ofthe LCR Delegated
Regulation

2.1.1 Background

1. In accordance witlthe LCR Delegated Regulatirholesaleoperational depositsgpart from
those in the context of amstitutional protection schemeor a cooperative network) are mainly:

a) deposits maintained by the depositor in order to obtain clearingJstody, cash
management or other comparable services in the context of an established operational
relationship from the credit institution which is critically important to the depositor
(Article27(1)(a) and 27(4f the LCR Delegated Regulation).

b) deposits maintained by the depositor in the context of an established operational
relationship other than that mentioned inpointa) above(Article27(1)c) of the LCR
Delegated Regulatiot?)

2. The gerational depositseferred toin paragraphl must meetthe conditions that arespecified
in Article27(4) and (5) of theLCR Delegated Regulation:

a) They shall have significant legal or operational limitations that make significant withdrawals
within 30 calendar days unlikely

b) Funds in excess of those required for theypsion of operational services shall be treated
as nonoperational deposits

¢) Correspondent banking deposits and prime brokerage deposits shall not be considered
operational deposits.

Clearing, custody, cash management and comparable services

3. The identification ofspecific transactions undecash management, clearing and custody
activities in the context of operational depositeferred to in Article27(1)a) of the LCR
Delegated Regulatiodoes not seem satraightforward In the past some claification was

B¢KS NBLEZNI NBFSNEB (G2 (KAa OFiSIA2NRRARIAQSHNBNZ2YR®G RFII2 4 A
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providedvia Q&A 2013 15@ligningthe definitions of those activitiewith the definitions set
out in the Basel.CRstandards®. In this Q&Aiit is specified that:

a) Cash management services refers to those productssandces provided to a customer to
manage its cash flows, assets and liabilities, and conduct financial transactions necessary to
the custome® ongoing operations. Such services are limited to payment remittance,
collection and aggregation of funds, palfradministration, and control over the
disbursement of funds.

b) A clearing relationship, in this context, refers to a service arrangement that enables
customers to transfer funds (or securities) indirectly through direct participants in domestic
settlementsystems to final recipients. Such services are limited to the following activities:
transmission, reconciliation and confirmation of payment orders; daylight overdraft,
overnight financing and maintenance of pesttlement balances; and determination of
intra-day and final settlement positions.

c) A custody relationship refers to the provision of safekeeping, reporting, processing of assets
or the facilitation of the operational and administrative elements of related activities on
behalf of customers in therpcess of their transacting and retaining financial assets. Such
services are limited to the settlement of securities transactions, the transfer of contractual
payments, the processing of collateral, and the provision of custody related cash
management sefices. Also included are the receipt of dividends and other income, client
subscriptions and redemptions. Custodial services can furthermore extend to asset and
corporate trust servicing, treasury, escrow, funds transfer, stock transfer and agency
services including payment and settlement services (excluding correspondent banking),
and depository receipts.

4. However, in practice, cataloguing these transactions still remains challenging for many banks
and supervisorsand guidancecomplementary to this Q&A isecessary.

Other operational deposits

5. The process ofidentifying other operational depositsn the context of an established
relationship that could fall under Article27(1)c) of the LCR Delegated Regulatioemains
unclear formanybanksand supervisorsvhile directly drawn fromArticle 422(3)(c) of the CRR
There does not seem to be sufficiestarity onwhich specificservicesare expected to be
consideredn the context ofan established relationshiphile not beingclearing, custody or cash
management services.

Excess operational depositseated as ron-operational deposits

6. The LCR Delegated Regulatioeats asnon-operational depositshose that could also be
defined asexcess operational deposjtse. the part of the operational deposit that is not

1 paragraphst n M (i 2 BamehIb: THe Eiquidity Coverage Ratio and liquidity risk monitoringoots . I 4 St / 2 YYA G @
on Banking Supervision, January 2013).

14
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necessary for the provision of operational services and that subsequently will not receive the
preferential outflow treatment envisaged for operational deposits.

7. Article27(4) ofthe LCR Delegated Regulation states #Hatds in excess of those required for
the provision of operational services shall be treated as-operational deposit®In the same
vein, the second subparagraph Afticle 27(6) of the LCR Delegated Regulati@garding other
operational depositsalsoprovidesthat ‘@nly that part of the deposit which is necessary to make
use of the service of which the deposit is agrgduct shall be treated as an operational deposit.
The excess shall be treated as raperationalQThe LCR DelegateRegulation specifies that
these fundsshouldbe treated ashon-operational deposi but does not provideenough clarity
for their identification.

8. Q&A 2016 264'added some general lingbat should be folleved for the purposes of the
identification of excess operational depositemely

a) The institution should develop its own method to estimate these amounts, under the
supervision of the relevant competent authority. Should the institution fail to do so, the
entire deposit should be treated as naperational.

b) The quantification method shouldse factors related to the nature of the operational
serviceandthe client@ usage of this service

9. Reporting data and observedrgetices show that the identification and classification of
wholesale deposits as operational or noperational isnot easyand resultsin quite diverse
situationsacross bankas a consequence of the uncertainties mentioneifficulties appear in
practice in the identification ofthe specific categories of operational depositsd excess
operational deposits.

10.The LCR Delegated Regulation envisages preferential outflow rates in the case of received
wholesale deposits considered operation&pecifically operational deposits triggea 25%
outflow rate (5% if covereldy adepositguaranteescheme(DG9) versus a 40% (20%cdvered
by aDGS) or 100% outflow rafer non-operationaldepositsstemming from norfinancial or
financialcustomes, respectively.

11Outflows from wholesale deposits have a material weight in LCR comporente they
represent in total, 46% of all outflowspf which38%are for non-operational depositand 8%
are for operational deposits for the 192 banks in the sam@wingto this weightandto the
significanty different outflow ratesapplicableto operationalandnon-operationaldeposits the
wrong classification of wholesale deposits hasgaificantimpact on the LCR.
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Operationalversusnon-operational deposits

12.The LCReporting template on outflows’ treats operational deposits and neoperational
depositsseparately(with the latter alsoincluding funds in excess of those required for the
provision of operational servicesamelyexcess operational deposjtdVithin the operational
category it also differentiates betweerthose in the context of clearing, custody, cash
managemenbr other comparable serviceand Wther operational deposipoints (a) andd)
of Article27(1) ofthe LCR Delegated RegulatjoespectivelylFigurel).

Figurel: Treatment ofwholesale deposits determination of outflows

Clearing, custody, cas
management or other
comparable services
(Article27(1)(a) LCR
Delegated Regulatign

Operational deposits

Other operational
deposits (Article 27(1)(a
LCRDelegated
Wholesale deposits Regulation
Nonoperational deposit
(Articles 28(1) and 31(1
LCRDelegated
Non-operational Regulatio)
ERELEE Excess operational
deposits (Article 27(4)
and 27(6) LCRelegated
Regulation

On average34% of all wholesale deposits wearkassified asperational {n the EBA sample as of
30June2018) in addition,35%o0f wholesale deposits were classified as operatidnalarger
institutions, which wassomewhat higher thathe proportionby smallerinstitutions (29%) While
there isless dispersiorior larger institutions the figures are quite different across banlks
shown inFigure2. This figuredepicts on a bankby-bank basis,the proportion of wholesale
deposits thatare being treated as operational bgrger institutionsand by smaller institutionsn

the sample

13.Lager institutionsaccount foralmost 85% ofhe operational deposits of all banks in the sample.
More smaler institutions 46%) than larger institutiong119%) report no operational deposits.

14.

17 Annex XXII (template 13.00) of Commission Implementing Regulation (80§80/2014, as amended by
Commission Implementing Regulation (EU) 2016/322 & 800 NXzl NUIES on IDQR supenigory reporfing Y
https://eur-lex.europa.eu/legatontent/EN/TXT/PDF/?uri=CELEX:32016R0322
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15Figure 3 shows howsmaller institutionsmore often have dow percentageof operational
deposits among wholesale deposits whereas larger institutions typically have alarger
percentageof operationaldeposits among wholesale depositéoweverthere are alssmaller
institutionswith materialproportionsof operational deposits.

Figure2: Operational deposits by bank (as percentageof total wholesale deposity as 0f30June2018
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Figure3: Operational deposits larger institutionsversussmaller institutions as 0f30June2018
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FHgure4 shows the composition of wholesale depositseitber operational or noroperational
deposits by jurisdiction. It can beseen from this figurahat the percentage of operational
depositsrangesfrom 0% to 65% across jurisdictions.
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Hgure 4: Operational and noroperational deposits by jurisdictiorfasa percentageof total wholesale deposity as of
30June2018
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17 When lookingat banksby business modeB4% of all operational deposits aeported bycross
border universal bank&.ocal universal banks report 9% of all operational deposits. The presence
of operational deposits ithe other business models igery limited (except in some custody
bankg. Figure5 shows theproportion of operational depositby bank and business model.

Figure5: Operational deposits by bank and business model égsercentageof total wholesale deposit}, as 0f30 June
2018
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18.Transactions identified underticle 27(1)(a) of the LCR Delegated Regulation (clearing, custody
or cash management serviceme the mostcommonand represent around 81% of operational
deposits in the sample.

19.Transactions undékrticle 27(1)(c)of the LCR Delegated Regulat{other operational deposits)
are also relaively commonconsidering the uncertaintieegardingthis categoryyepresenting
nearly 16% of all operational deposiéad aremainly concentrated itarger institutiong93%).
Figure6 shows theproportion of these deposits on a bask-bank basis
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Figure6: Other operational depositshy bank(asa percentageof total operational deposit$, as 0of30June2018
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20Based on the reporting data and additional qualitative information collected, it catberved
that some transactions reported undéirticle 27(1)(c)of the LCR Delegated Regulatiother
operational depositsshould have been reportednder Article 27(1)(a)of the LCR Delegated
Regulation(on operational deposits for clearing, custody or cash management or other
comparable servicgsOther transactions should not have been a prieported as operational
depositsat all

21 From the infomation collected, it appears thém some banks

1

there could bea misunderstandingnamelythat all operational deposits from nefinancial
customes should be reportedsother operational deposits

there might be uncertaintiesegardingthe definitions of cash management, custody and
clearing services and, for this reason, all operational deposits are being refasttder
operational deposits

it is considered that depositgemmingfrom central government or local authoritistould
be reportedas other operational deposits

deposits received in the context of the centralised liquidity managentieat the bank
conducts are being treated as operational depgsits

intragroup deposits are being treated as operational deposits.
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Excessoperational deposits

22.TheLCR CORHE&porting templates do noturrentlyidentify the excess amount as a separate
item. It is proposed that ddicated rows be introduced in the upcomingdated LCRupervisory
reportingtemplatesfor proper monitoringto take place

23.The pactices observed show that generally banks with highvalue operational deposits
implement approaches thamaximisethe amount of the deposit that isnecessary fothe
provision ofoperational servicesin orderto benefit from lower outflow ratesBy contrast,
banksin whichthese deposits arémited invaluegenerally danot seem to find iteconomically
worthwhile to developanapproach to estimatéhe amountthat is necessarfor the provision
of operational serviceandinsteadconsiderall depositsnon-operational.

24 The approaches observedrtsist in most casef estimating the amounthat isnecessaryor
the provision obperational service® a given customeand then calculahgthe excess amount
asthe differencebetween the former amount anthe total valueof operational depositsThe
approaches were based on different variableatflows, deposit balance®tc) while dfferent
metrics (minmum, mean etc) were used to estimate the current amount necesskmythe
provision ofoperational servicethroughdifferent time horizons.

25.The fact that the LCR Delegated Regulation does not provide suffictetyied criteria to
identify specific transactions undéirticle 27(1)(a) or (c) and to determine tteamount ofexcess
operational depositsesults ina wide variety of pactices across banks in the classification of
wholesale depositdo be treatedas operational or nomperational, whichin turn, has a
significant impact on the LCR

26.n the absence of harmonised approachthe use of imprudent approachesuld lead toan
overestimated LCRndthis could affecthe level playing field across banks a resulithe EBA
sees benefits in providing some guidance in this aaeaxpained below.

2.1.2 EBA guidancen operational deposits

27 Guidance ha been developedn two aspects (i) clarifying the identification of operational
deposits andii) providing nhorexhaustive examples of good practi¢geguantifyingthe amount
of excess operational deposits.

28 Wholesale @posits fromboth financial and nofinancialcustomeramay fallunderthe category
of operational depositgeferred to inArticle 27(1)a)of the LCR Delegated Regulatiatereas
the category of other operationadeposits underArticle27(1)c) covers deposits from non
financial customersn particular This isalsoin line with theinstructions of thelTS on LCR
supervisoryreporting, rows 130 and 190 itemplate C73.00.
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29.The following constitutes a neexhaustivelist of examples ofproductsthat could fall under
Article27(1)a) subject to the conditions irArticle27(4) of the LCR Delegated Regulation
separate accountsstablished for custodian banks for securities leettent only cashpooling
accounts, deposits provided by customers in the context of project finance where the deposit
account is used centrally for all projestlated cash flows, deposits specifically designated for
the collection and payment of taxes on a recurrbéasis, bill remittances, payment of salaries,
payment of social security contributions and income fromegueremittances.

30.0Operational depositaeed to meet the conditions iArticle 27 of the LCR Delegated Regulation
the mere fact that deposits stem from central government, regional government or local
authorities is nosufficientfor them to be classifiedas operational

31.Deposits received in the context of centsalil liquidity management are not expected to qualify
as operational deposifssince they e expected to, at least partially, incorporate funds for
purely financial investment purposes and therefdine criteria underArticle 27(6)a) and (bpf
the LCR Delegated Regulatiaan the remuneration of the account and incentives for the
depositor, ae not expected to be met.

32.The mere fact that the deposit isan intragroup depositis not sufficient for it to qualify as
operational. In this respect,the application of preferential outflow and inflow rates for
intragroup transactions in the context of credit and liquidity faciliiespecittally considered
under Articles29 and 34 of the LCR Delegated Regulation.

33.For the identification of excess ofional depositsthe guidancealsoincludesa description of
the general aspects ofwo methods given as nonexhaustive examples of appropriate
approaches and good practiceBheguidance isexpected to be implemented by banks under
the supervision of th relevant competent authority J&A 2016 264) These approaches
intend to give banks and supervisors a transparent benchmark of a harmonised prudent
approach.Thesenethodsare outlined below and arexpected to be applied in a proportionate
mannerby smaller institutionswith regard to the exhaustiveness of their specificities

Method 11 an approach based odeposit balance

34.This methodologyakessomeof the basic aspects of cash management modelsorporate
finance BaumotAllaisTobinmodel, MillerOrr model) and adagtthem to the specificities of
the clien@ trade cycl¥&.

35.0verall cash management strategies in large corporarsbasedn holding a specific amount
of available bank deposits, to cover shortfalls of inflows from outflows, to meet the general
payments in the context of their ongoing operations (payrolls, suppies.

18 Alternatively, the deposit activity cycle can be used, whereby the depositor should be able to demonstrate to the
supervisor, upon request, that the identification of the trade cycle is a very complex and igtignsome task.
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36.Corporates make use of these deposits during theldraycle to face their ongoing payments
(blue lines irFigure?). Once these depositeave beerfully used during a trade cygleorporates
then need to replenish thesdeposits for the next trade cycle.

37 Corporates are expected to place deposittarger amounts than those strictly needed for their
ongoing payments during the trade cycle. This is done for safety reasons to cover potential
unscheduled payments. Theseeatgfbalances or safety stocks are not expected to be used and,
strictly speaking, are not necessary for their ongoing payments.

38 Figure7 shows an example of the use bgrporates of deposit balances ovérweek trade
cycles.

Figure7 Evolution of deposit balances

Deposit
balance

Safety stock

0 1 2 3 4 5 6 Time(weeks)

39.Banks might be interested in holding larger balances in scenarios of low interestsiatasin
such scenarios, thepportunity costs would be very low. Therefore, higher operational balances
might be expected under those scenarios to cover more thangkestrade cycle.

40.n the context of the LCR, the deposit balances used for ongoing payments by corporates (blue
lines inFigure7) would fall within the definition of eligible operational deposits to benefit from
the preferential outflow treatment envisaged in the LCR Delegated Riégul Their proneness
to withdrawal in a normal scenario is not expected to differ frtmat in stress scenarios and
this can be measured by the preferential rate envisaged in the Regulation. The safety balance,
however, could beonsidered agshe excessamount of operational deposits that would not
benefit from the preferential outflow treatment. This is because, even though it is expected to
remain stable in a nostress scenariahe safety stocks the part of the deposit balance that
corporates are gxected to be able to use under stresénce it is not expected tigopardise
their business continuity.
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41 Safety balances could be considered as the amounts remaining over time across various trade
cycles and could be estimated to some extent (via differaatricssuch asmeans, miimum
valug etc) within a sample of historical observations of deposit balances.

42 For custodian banks, this methodology could be adapted to collect data on and evaluate the
relationship between account balancesand assets under wstody. Investment funds are
expected to place depositsf larger amounts than those strictly needed for their ongoing
payments to ensure the smooth settlement of their transactions.

Method 21 an approach based owperational payment

43.This methodologylooks into historical daily payments made for operational services in a
corporate (or assets under custody) during a certain period of time related to its tradé®cycle

44 Corporates focus on holding available bank depasithe amountnecessaryo cover omoing
payments during a trade cycle. This enshe continuity of their business.

45 This necessary amount would be estimated from the observations of historical daily payments
referred to previously It could be a rolling average of cumulative paymentos&rvarious
periods of time related to trade cycles.

46.This amount would beconsidered equalto the amount necessaryfor the provision of
operational services in the context of LCR operational deposits and would subsequently benefit
from the preferential LCButflow treatment.

47 The excess operational deposits, which would not benefit from the preferential outflow rate,
would result from the difference between the total balance of operational deposits and the
amount necessary faendering operational serviceas estimated in the previous paragraphs.

48 Both of thesemethodswould require banks to provide evidence that an assessment of cash
management on a cliedty-client basis or by client type (financial versus diimancial
customers by business line, by dliebehaviour or considering the type of operational services
clearing, custody or cash management) is available to identifgxbessamount of operational
deposits.

19 Alternatively, the deposit activity cycle can be used, whereby the depositor should be able to demonstrate to the
supervisor, upon request, that the identification of the trade cycle is a very complex and highly burdensome task.
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2.2 Retail depositxcludedfirom outflowst Article25(4) ofthe
LCR Delegatedegulation

2.2.1 Background

49 Article25(4) of the LCR Delegated Regulation allows credit institutitmgxclude from the
calculation of outflows retail deposits maturiadfer 30 calendardays wha the depositor is not
legally allowed to withdraw the deposhiefore the 30 calendar daysre up or when the
depositor can dsoonly by paying a penaltyasfurther delimitedin Article 25(4)(b) of the LCR
Delegated Regulatidh Therefore the exemption respondwo either legal(Article 25(4)(a) of
the LCR Delegated Regulaliam economic constraintArticle 25(4)(b) of the LCR Delegated
Regulation.

50.In the context of the economic constraintarticle 25(4)(b) of the LCR Delegated Regdida):

- Whenthe first part of thatprovision states thatthe depositor has to pay a penalty that
includes the loss of interest between the date of withdrawal and the contractual maturity
dateQthe interpretationthat the amount of the penalty to be effectively paitustinclude
at least the interesthat would have beemaccrued between the date of withdrawal and the
contractual maurity date, would not be consistent witlthe second part of the provision
where it might be sufficient forthe material penalty to be limited up to the amount of
interest due for the time elapsed betwedhe date of deposit and the date of withdrawal.

- Thesecond part of thaprovisionstates Plus a material penalty that does not have to
exceed the interest due for the time that elapsed between the date of deposit and the date
of withdrawaQHere the expressiol® 2 Sa y 2 (i K| @i&allyindeanSHuc &S R X
does) notnhecessarily exce€However, some language versions of the LCRda&d
Regulation have translated the terfoes not have t@by Whall not excee@ Hoes not
exceedr Hot to excee@ Given the divergence between the language versions of this
provision, theEuropean Court of Justideas consistently held thain such cases, the
provision inquestion must be interpretedvith reference to the purpose and general

scheme of the rules of which it forms p#rt

According to the most liberal readir@oes not have to exceéyl the provision would
assune that a material penalty might range froat leasta part of the interest due for the
time elapsed between the date of the deposit and the date of the withdrawal to the whole
amount of that interest, but withoutexcluding orprohibiting the setting ofa méerial
penalty exceeding #whole amount ofthat interest. In this way, the provision would

0y x depoSitor has to pay penaltythat includes the loss of interest between the date of withdrawal and the
contractual maturity date plus a material penalty that does not have to exceed the interest due for the time that
elapsed between the date of deposity R U KS RIU0S 2F gAUKRNI gt Qo

2170 name a few: Case 30/77, paragrdph Case ©49/93, paragrapte8; and Case-236/97, paragrapl26.
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sufficientlyachieve the objectives pursued by the LCR Delegated Regulaticepture the
specific risk of early withdrawal of those depoditsder a severe LCRress scenarip
without precluding the setting of a higher material penalty, if allowed under nation&flaw

The alternative reading (\8hall not excee@ would assume that the LCR Delegated
Regulationrequiresthat a prudential requirement (the impositiony banksof a material
penalty for early withdrawal of a term deposit in order &xhievemore favaurable
treatment in the LCR be translated into a private right or dutghé prohibition of
contractuallyestablisting a material penalty that exceeds the interest due for the time
elapsed between the date adhe depasit and the date of withdrawal)thus adding a
conduct of business and/or consumer protecti@omponeni which would not be in line
with the rationale of he LCHRegulation as a prudential regulation

51.The pactices observed show different implementations of this provision by bafks.
implementationranges from casds whichbanks do not apply it in practicenainly due to the
current low level of interest rates, which makes any inteftegsed penalty nomaterial, to
cases in whicla penalty not exceeding the interest accrued from the date of the deposit until
the early withdrawal date could be considered miaal. There are othecases in whichhe
application of the exemption can happemly if the penalty incorporates the accrued interest
plus some nofaccrued interests and thus reduces the amount of deposit to be withdrawn below
the amount of the principaf. Thereforethere are different approache® implementing this
provision in place without contradicting the object and purpose of the LCR Delegated
Regulation.

52 Retail erm depositsnaturingafter 30 calendardaysare generallyexpected to be subject tthe
default outflow rates set out ikrticle 25 of the LCR Delegated regulation, i.e. T§tefaultor
higher (up to 20% depending on their conditionsTheyare not expected to be stable retalil
deposits subject t@-5%outflow rate, since they are not gpected to beheld inatransactional
account(for the very reason that they maturater 30 calendardays) or, in some casés, be
part of en established relationshipe(g.if the duration of thedeposito@ relationship with the
credit institution is under 12 months)

53.Therefore the application ofArticle 25(4) of the LCR Delegated Regulation these deposits
due to either the legal athe economic constraints citedvould exclude them from any outflow
whichmeans that their outflow rate would be reducét some caseby at least 10 percentage
points (from 10%at a minimumto 0%).Banksare not requiredto hold anyHQLA fotéxcluded
retail depositQmeaning thathe impact on the LCRp®tentially sgnificant This is becauseo
withdrawalis expected tdappen undela severe LCR stress scenario.

22 |ndeed, the inclusion of f penalty clauses in cases of early termination of a term deposit is inherent to the legal nature

2F F WGESN)Y RSLRAAGQ o0AlGa 2028S0GAGS o6SAy3 G2 LINRBGSOG GKS
that the depositor decides to withdraw the deposit early or terminate the deposit before maturity), although in some

Member States this practice is limited or even prohibited for conduct of business and/or consumer protection reasons.

23 Original amount of the term deosit.

25



MONITORING QFQUIDITY COVERAGEIRIMPLEMENTATION INHEUW FIRST REPORT
EUROPEAN

BANKING
AUTHORITY

54 Figure8 shows how much excluded retail deposiepresent,as perArticle25(4) of the LCR
Delegated Regulatignvith respect to total retail deposits subject to outflows for each of the
banksin the sample eitherlarger institutions or smaller institutions

Figure8: Excluded retail depositen a bankby-bank basigasa percentageof retail deposits subject to outflowy as
of 30June2018
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55 Figure8 andFigure9d show that, overall, 80% ddrger institutiorsand 70% o$maller institutions
report excluded retail deposits below 10% of retail deposits subject to outflows. However, in
some casesthese deposits are indeed material. It seems tbataller institutionsare more
prone to notrecognisng excluded retail depositsA larger proportion of smaller institutions
(479 than larger institutiong(20%)do not report excluded retail deposits.

Figure9: Excluded retail deposits larger institutionsversussmaller institutions, as of June 2018
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56.Figure 10 provides this information in an aggredad manner by jurisdiction Divergent
approaches appear to be applied across jurisdictions. In some countries, mainly those with
excluded retail depositsf higher valuesbanks report very different amounts.
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FigurelO: Excluded retail depositby jurisdiction (asa percentageof total retail deposits subject to outflow} as of
30June2018
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57 Asregardsbudness modelscustody banks, merchant banked securities trading houses do
not report retail deposits and most of the public development banks do not report retalil
deposits FigurellandFigurel2show the reported excluded retail deposits for each of the rest
of the business modelsy bank andn averagerespectively.

Figurell: Excluded retail depositby bank and business modéhsa percentageof total retail deposits subject to
outflows), as 0f30June2018
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Figurel2: Excluded retail depositby business modefasa percentageof total retail deposits subject to outflow} as
of 30June2018
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Business models

58.Excluding retail deposits froMQLArequirements has a significant impact on the LCR.LCiR
Delegated Regulation does not provide precise definition of material penalty for the
application of that exclusion. THimsprompted the use ofvery diverse approachdhat areall
compliant with theregulation inforce, althoughsomeappear to benore prudent than others.
Someare based on the reasing that the material penalty that would ensure no withdrawal
should exceed the amount of interest paid or accrued at the moment of early withdrawal
whereas othergonsiderthat this is not necessaryrherefore, there is material risk if it is not
sufficiently ensured that outflows will nahaterialiseunder severe stres#. also jeopardises the
level playing field across banks.

59 Against this backgroundhe EBA sees merit in providiregpme guidanceproviding anon-
exhaustivdist of good practice and prudent uses of the notion of material penalty withithe
limits set aut in the LCR Delegated Regulat@sa benchmark for banks and supervisors

2.2.2 EBA guidance on excluded retail deposits from outflows

60.The following aspectsonstitutethe generalprinciplesof the EBA guidancesset out in detalil
in paragrapk 59 and 60, on a common understanding dfe term $haterial penalt@in the
context ofArticle 25(4)b) of the LCR Delegated Regulaftbn

a) As aresult of the 0% outflow rate to be appligdexcludedretail depositsfrom outflows
there should be a sufficient degree of expectation that there will be no withdrawithin
30 calendardays includingduring a period of combined idiosyncratic and marikéde
stressscenariq as referred to in Articl® ofthe LCR Delegated Regulation

24|n the case of legal constraints, the exclusion envisaged in A26¢8(a) applies directly. No guidance is needed for
this case. The EBA guidance does not refer to this case.
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b) The LCR Delegated Regulation seems to assume that this happens when a material penalty
has to be paid by the depositor ihe eventof early withdrawal within 3@alendardays.

¢) In assessing the materiality of the penalipder a prudent approachthe degree of
expectation of withdrawal in different situatiomeeds to be assessed

d) The approaclkshould also assesise expectatiorof or pronenesgo withdrawal on the basis
of whether or not the early withdrawal penalty woudkceed the interest accruedhaking
the amount to be withdrawrearly eitherlower or higher than the principal amounf the
deposit

e) In particular,deposits that can be withdrawearly under stress by an amouadualto the
total amount of the principalvould necessitate additional factote the loss ofaccrued
interestto show prudent expectatiors of no withdrawal. These additional factors do not
necessariljhave to trigger additional payments to the bank. In this mantie¥ reportalso
takesinto accountthe existence osome national legislations ahe conduct of business
and/or consumer protectiorthat limit the amount of theearly withdrawalpenalty to
protect the principal amountFor these casethis report explains the way théstanksunder
these circumstanceare expected t@applyArticle 25(4) of the LCR Delegated Regulation

f) The approach interslto be realistic and prudent simultaneously. It primafiygets a
category of retail deposits in the LCR Delegated Regulatiorhich depaits with terns
longer than30 calendardays are expected to be foun@eposits held in transactional
accounts are not expected toave terms longer thaB0 calendardays. The same can be
applied in some caseso depositsthat are part of @ established relatioship. At the same
time, the approach intends to be prudent by focusing on the most sticky retail deposits
within their expectedscope of applicationi.e. those subject to 10% outflow rate and the
amount of which is fully covered byC:GS.

61 .Credit institutionsare expected tde able to provideheir competent authorityupon request
with a reasoned justificatiort based on samples (or experiences) consistent with stress
scenarios for the purposes of th€Ras envisaged iarticle 5 of the LCR Delegated Regulation
T that they do not expecearlywithdrawals from the deposits excluded from the calculation of
outflows in accordance witlrticle 25(4) ofthe LCR Delegated Regulation (implicit in the 0%
outflow rate to be applied). The cegories of retail deposits excluded should be clearly
identified ®ircumscribed categori€®n Article25(4) ofthe LCR Delegated Regulation) under
this assumption. Thereforéhere should be specific reasoned features or historical behaviour
in the concrete categories of retail deposit categories in order to benefit from 0% outflows.
Indeed a similar reasoning already existsArticle 24(5) of the LCR Delegated Regulation fo
assessing whethaor not stable retail deposits could benefit from a reduced 3% outflow rate
(versusa5%rate). The need tdoe able toprovide thisjustificationis even more relevant in the
case ofetail depositexcluded from the calculation of outilvs in accordance witArticle 25(4)
of the LCR Delegated Regulation (ar.outflow rate of 0%). Thiseasoned justificatiorthat

29



EUROPEAN
BANKING
AUTHORITY

MONITORING QFQUIDITY COVERAGEIRIMPLEMENTATION INHEUW FIRST REPORT 7
(ll we
nj
(({

credit institutions shouldoe able to provide does not add a requirement buather further
clarifies the frameworlin whichthe exemption can be applied in tliegulation.

62.In addition the followingnon-exhaustiveexamples which could servasa benchmark for the
application ofArticle 25(4) of the LCR Delegated Regulation,deemed to be prudent practices
andto contributeto a common understanding and level playing field across the EU:

a) The etail deposits envisaged Aurticle 25(1)of the LCR Delegated Regulation dadwhich
the entire amount is covered by BGSn accordance with Directive 2014/49/EU loy an
equivalentDGSin a third country are tbse for which it isexpected thata reasoned
justificationcanbe provided, aseferred to in pointa). This provides a realistic and prudent
approach in practice fadeposits with terms longer thaBO days.

b) A penalty definedas a percentage of interest, in the contextakituation ofan evident
extremely low interest rate, is not expected jisstify the 0% expected withdrawal.

c) A penalty that wouldesult inthe amount of the deposit to be received,time case of early
withdrawal, beingmaterially lower than its principal amount is generally enougfustify
the 0% expected withdrawal.

d) A penalty that wouldesult inthe amount of the deposit to be received,time case of early
withdrawal, beingequal to or lower (but not materially lower) than its principal amount
would necessitate additional factorsich asigh opportunity cost¢e.g.due to a significant
marketwide decreaseén interest rates, the interest rate of the early withdrawn depdsit
substantially higher than the offered interest rates for similar products for reinvestyoent
the possibility that an early withdrawal might make the depositor lose material public
subsidies or tax advantagesr other transactional costée.g. linkedto other productsin
the bank, to provide justificatiorof the 0% expected withdrawal.

e) A penalty that wouldesult inthe amount of the deposit to be received,time case of early
withdrawal,beinggreater than its principal amounaéfdtherefore includhg some interest)
would notlikely be able tojustify the 0% expected withdrawal.
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2.3 Recognition of inflows stemming fromaturing HQLA

63.This section covers the caseH®LA subject to high haircuts and maturing within 30 dagse
it is argued thabperational requirementsre no longer beingmet.

64.0&A 2013 154 recognises that HQLA meetitige general and operational requirements and
maturing within 30calendardays should be computed as HQLA and not as inflows.

65.In particular,Article 32(6) of the LCR Delegated Regulation states ‘#radit institutions shall
not take into account any inflows from any of the liquid assets referred to inlITikaer than
payments due on the assets that are not reflected in the market valueeohsse®

66.In the same veinparagraphl55 of theBaselLCRstandard states thatWWPevell and Leve?
securities maturing within 30 days should be included in the stock of liquid assets, provided that
they meet all operational and definitionegquirement

67.This allows the true value of the liquidity available from day 1 in the L&RB®indowto be
better reflected,whereas contractual inflows could be effective later on during the@@ndar
day period.

68.Cases have been obseniedvhichinstitutions havereclassited HQLAsubject to high haircuts
asnon-HQLA during the 3@alendardays prior tatheir maturity, with these institutionsargung
that some operational requirements are mongermet by those HQLAThese assets athen
consideed not in the liquidity buffer but asinflows. The inflow rate from maturing securities in
the LCR Delegated Regulation is 10@tidle 32(2) ofthe LCR Delegated Regulatio®s a
result, the LCRmight be materially improved by computing 100% inflowsrrahose assets
despite being subject to the 75% inflow cap with the rest of the infloather than considering
them in the buffer subject to high haircuts.

69.For examplea bank might have been holdingvel2B assets withhnominalvalue and market
value gqual to 100 subject to 50% haircut. The liquidity value of these assets in the buffer would
be 50. Assuming that some operational requirement islormer met and that the residual
maturity of these assetis lessthan 30calendardays, the assets woulkstop being eligible as
HQLA and woulbe computed as inflows at 100% inflow rate of the payment due on maturity.
Thus the bank wouldchangefrom computing HQLAT 50 in the liquidity buffer to 10G@&s
inflows.

70.These practices woulde reflected as decrease in thealueof HQLA subject to high haircuts,
in reporting template @2.00 on HQLA, and simultaneouaban increase in the inflows from
securities, in reporting template 721.00 on inflows.

71.Compliance with@me operational requirementis not observable in a purely objective manner
and needs somejudgement Therefore, institutionsre expectedin these case$p be able to
clarify in detail totheir competent authority upon request why the relevant operational
requirements are nolonger met and to explain the impact on the LCIEhanges in the
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compliance with operational requirements should be well substantiaté®.intention of this
approach $ to avoid the risk of computing higher liquidity resources than those that would
indeed beavailable via a potential liquidation of the relevant HQLA prior to maturity.
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2.4 Optionality and contingent inflows

72The general treatmenbdf inflows and outflows in the LCR, in the context of transactions
containingan option exercisable within 30 days, Haeen assessedGeveral Q&As have been
raised in the context of various transactions with these characteristics. Against this background
the EBA has worked omapproach tobe appliedin a consistent manner based on legal and
supervisonfoundations. Thisapproachis meantto ensure a harmonised implementation of the
LCR in the context of these specific transactions

1 Generallyinflows dependenbnthe exercise of an optioare not eligibleor the LCR. They
should be considered contingent and therefore not contradiuebncluded.

T In contrast, aitflows dependent on the exercise of an option would depend on the
expectations of the option being exercigédrhe optionis expected to be exercised in a
stress scenario and the relevant outflow rate should apply.

73.The EBA has alreagyovided guidance by publishing number of Q&Ad this regard in the
context of different transactions:

1 Potential inflows fromdeposits with tems longer than30 calendardays placed by an
institution with an option for early withdrawaD&A 211 Zlarifies that@ptions that would
advance inflows from term deposits to the reporting institution shall be considered
contingentand not contractual, hence as not to be exercised. Accordingly, term deposits
maturing beyond the 30 day horizon, for which the depositor (being the reporting
institution) has the option to withdraw the money within the next 30 days, shall not be
consideed as inflows in the LQR.

1 Potentialinflows from HQLA wheran institution hassold call options exercisable during
the following 30calendardays on these HQLA&A 254 Xlarifies thatdh the case of sold
call options which are exercisable within 30 calendar days an expected outflow should be
considered as the positive difference between the market value of the underlying and the
strike pri@ of the option, if the option is expected to be cash settled, or as the positive
difference between the liquidity value calculated accordindtticle9 of the Commission
Delegated Regulation (EU) 2015/61 of the underlying asset and the strike pribe of t
option, if the option is expected to be subject to physical delivery. In case those differences
resulted negative (strike price is higher than the liquidity value), no inflow should be
considered since it would be contingent and not recognisable in tG& following
Article 32(1) of the Commission Delegated Regulation (EU) 201G/61.

25|n accordance with Articld2(1) of the LCR Delegated Regulatinfipws may comprise only contractual inflows from
exposures that are not past due and for which the institution has no reason to expegentormance within 30
calendar days.

26 |n accordance with Articl22(1) of the LCR Delegated Regulation, liquulitiflows shall be calculated by multiplying
the outstanding balances of various categories or types of liabilities adzhtzfhcesheet commitments by the rates at
which they are expected to run off or be drawn down as indicated in Chapaéitlelll.
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91 Derivative contracts allowing a credit institution to sell some of the inventory of pre
specified securities at their market value less a slight discountth&eCprice) over the
life of the transaction, the credit institution pays a running fee to the counterparty and has
the right (but not the obligation) to trigger the sale. The underlying instruments are mostly
listed equities from main indices that generally quadi§yl evePB assets for the purpose of
the LCR. The counterparty is usually not subject to the LCR (e.g. pensionSuaok).
derivative contractshave similar characteristics as put options t#ve moving strike
prices, essentially resulting in negativayouts amounting to the discountfthe option is
exercised) Computing potential inflows steming from the exercise of the cited right to
sell the underlying securitids an issue that has been raised in practice in the context of
such derivative conaicts EBAQ&A 2112and EBA Q&A 2542uggest general prohibition
of consideimg contingent derivative inflows in the L@RBIculationin accordance wittthe
LCR DelegatedeBulation.No inflow can be computed until the effective exercise of the
option or the right to sell

74.The general approach developed here, and particularihe Q&Asissued on the matteris
expected to be applied in the context of contingent inflows and outfloiMsis ensures a
consistent and harmonised approach in the identificatand quantification of inflows and
outflows in the LCR. Otherwighe level playing field would be materiajgopardised
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2.5 Interbank swaps of retained covered bonds or ABS

75.Paragraphd and 3 ofArticle 7 of the LCR Delegated Regulation, on general requirements for
liquid assets, state

1. In order to qualify as liquid assets, the assets of a credit institution shall comply with
paragraphs 2 to 6.

HX®

3. The assets shall not have been issued by the ensdiution itself, its parent undertaking,
other than a public sector entity that is not a credit institution, its subsidiary or another subsidiary
of its parent undertaking or by securitisationspecial purpose entity with which the credit
institution has close links

76.Banks cannot compute retained own securities as HiglperArticle 7(3) of the LCR Delegated
Regulation However caseshave been observedn which two banks swap retained own
securities (covered bonds and AB8&jirecognisethe assetse&ceived as HQLA.

77 Strictly speakingthe assets receiveth the swapcould be considered HQLAtlfey meet the
requirements laid down idrticles7 and 8 of the LCR Delegated Regulateam be classified in
any category withirChapter2 of Titlell of the LCR Delegated Regulatimd comply withthe
capsset outin Article 17 of the LCR Delegated Regulation

78.Policy concerns could be raised about the potential liquidity of these assets regaldiing
marketability, especially in cases where theseets$iave been retained since their issuance
without having been traded ithe market,together with the fact thathese assetsould exceed
recommenakd concentration thresholdgarticularly on mortgage exposures.

79 Institutions are expected toprovide the elevant supervisory authorifyupon request with
detailedpricing evidence and marketability tesi§ those assets received (maiyticles7(5),
8(2) and 8(4) ofthe LCR Delegated Regulatioantain the relevant general and operational
requirementsto be met), whicharerequired forthemto becomeLCR HQLA eligible.

80.According toArticle 7(5) of the LCR Delegated Regulation, banks have to make sure that the
value of assets recognised as liquid assets in the L\&ipable of being determined on thasis
of widely disseminated and easily available market prices. In the absence of rhadest
prices, the value of the assets must be capable of being determined on the basis of do-easy
calculate formula that uses publicly available inputs and is mptifscantly dependent upon
strong assumption&The latter condition i( the absence of markebased prices) may be
particularly relevant to this case. In this regard, supervisoesexpected toverify whether the
value of the asset can be determinediaélly based oreither (i) similar assets of the same
issuance programme of the originating institution for which maitk@sed prices are available
or (ii) comparable assets for which marltetsed prices are available that are issued by a
different credit hstitution within the same jurisdiction.

35



EUROPEAN
BANKING
AUTHORITY

MONITORING QFQUIDITY COVERAGEIRIMPLEMENTATION INHEUW FIRST REPORT 7
(ll we
nj
(({

81As defined undeArticle8(2) of the LCR Delegated Regulatidnedit institutions shall have
ready access to their holdings of liquid assets and be able to monetise them at any time during
the 30 calendar dawtress period via outright sale or repurchase agreement on generally
accepted repurchase markets. A liquid asset shall be deemed readily accessible to a credit
institution where there are no legal or practical impediments to the credit institu@ability to
monetise such an asset in a timely fasiidn this regard, supervisors should verify that the
assets obtained through the swap are classified as HQLWAf their monetisation is practically
feasible. In particular, the bank should be able to destmate that the monetisation of these
assets would not impede, or conflict with, tikentractualobligations related to the unwind of
the swap.

82 Article 8(4) of the LCR Delegated Regulation statesratlit institutions shall regularly, and at
least oncea year, monese a sufficiently representative sample of their holdingliquid assets
by means of outright sale or simple repurchase agreement on a generally accepted repurchase
market it adds thatredit institutions shall develop strategies fosgosing of samples of liquid
assets which are adequate to: (a) test the access to the market for those assets and their
usabilityOCredit institutions should inform supervisors if they have performed theparchase
agreementor sales tests on a sampié the cited swapped assets received.
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2.6 The time dimension of the LCR

83.This section exploresansactions improving the LCR at the end of the month for supervision
purposes

84 Policy concerns arigegardingthe fact thatsomeinstitutions might build up stronger liquidity
positions towardghe reporting date, while still incurring significant outflows within the- &gy
period. If the LCR were to be reported on a daily basis, the LCR could be significantly lower than
its month-end level. For example bank might receive a cash transfer from its parariew
days prior to the reporting date and return the amount at the beginning of the following month.

85.t should be recalled thahrticle4(4) of the LCR Delegated Regulation canjunction with
Article414 of the CRRequires thatjf the LCR falls or is reasonably expected to fall below 100%
at any time jnstitutionsimmediately notify the relevant competent authority and submit a plan
for the timely restoration of compliance witthe LCRSupervisorsnight complement theit. CR
assessment of stressed inflows and outflows with higher granularity by using the maturity ladder
of the ITS on ALMNtemplate C66.00, which contains daily and weekly granularity to further
assess theisks of this practice on a cabg-case basifor different time horizons

Benefiting from the time dimension of the LCR via risks beyond theda® window

86.Some banks might deenefitingfrom the time dimension of the LCR via risks beyond thd&0
window. For example:

1 evergreen?’ Bl-dayQ liabilities contain unwritten/informal arrangements for early
withdrawal

1 banksissuea 3-month paper to investors and, at the same time, enter into unwritten
understandings thgbnce the residual maturity for the commaal paper reache month,
the investors will sell back or exchange the securityafioew 3-month paper.

87 Thesepracticesmightallow banksto not compute the relevantoutflows in the LCBndnot hold
the correspondingiecessary liquidity buffefhese initiatives generate potenti#liffQisks with
significant potential outflows building up just outside the-@@y horizon. For exampl¢he
exercise of such informal arrangementsuldlead toearlywithdrawals.There isalsoa risk tha
under stess, investors would not roll the transaction over, leading to a sudden increase in
outflows withinthe 30 days.

88 Credit institutions are adsed to develop prudent approacheSupervisorsmight have a more
detailed picture of the liquidity risk of theanksby using specific survival periodsljusted to
thesematurity scenariosnamely in scenarioghere potential outflows might concentraten
an institutionspecific basignd via stress tests in the context of tf&upervisory Review and
Evaluation Preess In this regardthe maturity ladderin the ITS on ALMM is a useful tom$ it

2" These are liabilities that are formally renewed on a permanent basis as long as the maturity approaches 30 days and
no early withdrawal option is formally contemplated.
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containsdaily and weekly granularity in the short and medium téanproject inflows, outflows
and counterbalancing capacity in different time horizamorder to assesthe availability of
liquidity under stresdor the various maturity scenarioeferred to above
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2.7 Notification process

89.There are components in the LCR calculatnwhich the implementation by banks ssibject
to specific interaction with the competeruthority and for which competent authorities need
to explain their approach to the EBA aaotification requirement.The EBA is collecting and
reviewing these notifications and ains establish a further harmonised understanding of the
provisions on tie basis of the information providedhis includeshe following articles of the
LCR Delegatedegulation

1 Article23 requires additional liquidity outflows for other products (i.e. products not
covered elsewhere in the LCR framework), which, if matexial required to be reported
by institutions Article23(2)) and notified by the competent authorities to the EBA
(Article23(3)). The frequency of this process is at least annual and the appropriate outflow
rates need to be determined by competent authag.

1 Article33 isrelated tothe (full or partial) waiver bthe cap on inflows, which is for the
competent authorities to apply, under conditions, and relates to certain specialised credit
institutions: Article 33(3)relatesto leasing and factoring aeities andArticle 33(4)relates
to auto-loan, automotive consumer credit financing. In accordance witiicle 33(5), the
competent authorites notify the EBAf the waiversthat have been applied, and the EBA
publishes and maintagma list of the speci@ed credit institutions exempted or subject to a
higher cap®.

1 Articles29 and 34 require notifications on the preferential treatment of crbossder
outflows and inflows within a group or an institutional protection scheme. It is the
responsibility of theelevant competent authorities to grant this treatmenthich involves
givingpermission to apply a lower outflow on a casgcase basis for undrawn credit and
liquidity facilities.

9 Article 26 is related to outflows with interdependent inflows, authoddgy competent
authoritiesand subject to the compliance with specific conditiotider the amende#!
LCR Delegatedegulationwhich shall apply frorB0 April 2020,there will be an additional
notification requirementunder which conpetent authorities shk inform the EBAof the
institutions that benefit from the netting of outflows with interdependent inflows under
Article26. The application of this provision may have a material impactthe LCR
significantlyreducing the HQLA requirementEhe conditbns required for its application
need to be met in a strict manner and atisk of misuse of this provisi@nould be promptly
spotted. Thereforeclose monitoring of the use of this provision by the EBAbe key.

28 http://www.eba.europa.eu/supervisorconvergence/supervisorglisclosure/optionsand-nationaldiscretions

29 https://eur-lex.europa.eu/legal
content/EN/TXT/?uri=uriserv:0J.L_.2018.271.01.0010.01.ENG&toc=0J:L:2018:271:TOC
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2.7.1 EBA guidance oArticle 23 of the LCR Delegatdglegulation

90.As regard#irticle 23 of the LCR Delegat&kgulationin particular,questions have beeraised
on how to consistently understand tHi broad outflow categoriesnentioned therein Under
this article,institutions need taassess the likelihood and potential volume of liquidity outflows
during 30 calendar days for other products and servibatare not referred to irArticles27 to
31 and which they offer or sponsor or which potential purchasers would consider associated
with them. Consequentlyit is important thatboth banks and competent authoritiese ableto
identify the relevant products and services

91 .For these reasons, the EBA laselopedsome guidancéor supervisorshat provides common
definitions of thecategories of products and servicestte included. For examplé deals with
the questiors of whetheror not certain productsshould be covered byrticles27 to 31 and
whether or not there should be a distinction be®en uncommittedand committed produts.
While the guidancecoversthe product categories, at this stagier lack of experiencef does
not provide any support othe outflow rates to be determined by theompetent authorities

92.The guidancewas primarilydeveloped b clarify howcompetent aithorities should notify the
EBA against the backdrop of the common definitiddsmpetent authoritiesiotify the EBA at
least once a yeanf the outflows assigned regarding material products and services covered by
Article 23. Competent authoritieswill notify the EBAmore oftenthan annuallyin casesn which
significant changes would occur in the types of products or services for which they have
determined outflows oiin the methodology used to determine outflo#’sOn the basis of the
experience to be gjined, the EBA will broaden its assessment in the future to also encompass
the consistency of oulibw rates where justified.

General considerations for the assessmentAxtticle 23 of the LCPelegatedRegulation

93.This guidance provides a common interpretatmArticle23 of the LCR Delegated Regulation
for useby competent authoritiedo foster consistent application of thadrticle throughout the
EU.

94 The starting premises are the following:

i For the purposes ofrticle 31 of the LC®elegated RegulatignfommittedOmeans nonr
cancellable or conditionally cancellable. The tédommittedoes notcover offers that
have not (yet) been accepted by the counterparty/client.

1 For the purposes drticle31 of the LC®degated Regulatiora Eredit facilityCds a facility
committedto extendngfunds if requested by the client in the future. This does not include
(i) derivatives, (ii) guarantees, (iii) liquidity facilities in accordance Auiticle 31(1) or (iv)

OArticleHno 600 2F G(KS [/w 58831 G8SR wS3dA A2y adl 6SdY WeKS
the EBA the types of products or services for which they have determined outflows on the basis of the reports from

credit institutions, and shall include in that report an explanation of the methodology applied to determine the
2dziTi26aDQ
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a Wontractual commitment to extend fundifginder Article 32(3)(a)of the LCR Delegated
Regulation

i For the purposes ofArticle32(3)(a) of the LCRDelegated Regulatign®ontractual
commitment to extend fundin@means a transaction that is contractually due within the
next 30 daysafter which the extension would lead to an outflow of liquidity within the
following 30 days and thusvould reduce inflows of monies dyeinless the outflow is
captured elsewhere in #hstandard as a 100% outflow.

95 Accordingly, all uncommitted products are treated und&ricle23 of the LCR Delegated
Regulationand committed credit facilities are generally treated undticle31 of the LCR
Delegated RegulatiodProducts belonging tthe Article 23 categorie¥ W) mortgages that have
been agreed but not yet drawn dowand Wii) planned outflows related to renewal or extension
of new retail or wholesale loa@mormally are committedln addition,the treatment under
Article 23 of guaratees and contingent outflows due to triggers other than downgrade triggers
can relate to committed products.

96.0n the basis of these starting premises, as well as the understanding that specific products or
services already captured iArticles27 to 31 ofthe LCRDelegated Regulatiomannot be
considered for the purposes dfrticle 23 ofthe LCRDelegated Regulatigra (norexhaustive)
list of products or services for which a treatment undeicle23 would be warranted is
provided below

List of productsor services to be reported undéhrticle 23 of the LCRDelegated
Regulation

97.The list of products or services below represents a common understanding ofvwealoid fit
under the different categories drticle 23 of the LCRelegated Regulatiofhe list of products
follows the categorisation of the notification template used by competent authorities for
notifying the EBA and does not necessarily follow the order of the rows in the COREP t&mplate
This notification template includes, amoather columns, an outflow rate column and a column
for explanation on the methodology.

98.In this categorythe following should be reported:
T uncommitted credit facilities

1 uncommitted funding facilities that may arise from undeiting activities (i.e. activities to
originate debt or equity)

31 See the nexsection for the list of products and services.
32|n COREP, rows 720 to 870 of templaf&2.00 relate to Articl@3 of the LCR Delegated Regulation
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991t must be mted that guarantees other thatrade financerelated off balance sheeproducts
should be notified under categofy) instead of categorf§i).

100. It must also be ated that contingent outflows due to triggers other thahe downgrade
triggers referred to inArticle 30(2) of the LCP®elegated Regulatioshould be notified under
category(x) instead of categorf).

101. The prodets or services falling under this category should be exceptisimale most of
them would qualify as credit or liquidity facilities undérticle31 of the LCRDelegated

Regulation
102. Among those exceptional caséise following items could be mentioned:

1 Wlagship projec@which can be described as exceptional cases of Itzatsare high in
volume and whose amount is likely to be delivered within the next 30 calendar days but is
not contractually fixed especially when the treasury function has alreadken into
account outflows for such a project. Often they have a héglel ofmanagement attention
and are objects of prestigsuch adinancingfor an airport, nuclear power plants, opera
housesetc.

1 Constructionrelated loansgt whichare contractually not yet fixed which may be drawn
down within or beyond the 3@ay horizon.

103. The products or services falling under this category should be exceptsined most of
them would qualify as credit or liquidity facilities undérticle31 of the LCRDelegated
Regulation Only undrawn advances should be included.

104. The products or services falljrunder this category should be exceptigrehce most of
them would qualify as credit or liquidity facilities undarticle31 of the LCRDelegated

Regulation
105. Among those exceptional cases, the following items could be mentioned:

1 Pipeline mortgageswhich are the aggregate of formally agreed advances, including
amounts recommended for retention, all instalment elements and further advances. As a
background, agreed mortgage loans, even when they have been accepted, do not
necessarily result in actual oldfvs in thefollowing 30 days. After a loan has been agreed,
the borrower will typically withdraw the monies lent by the bank within a couple of weeks
or sometimes months, which means that not 100% of the amount of the agreed mortgage
loans will lead to aoutflow within 30 days.fithe competent authority notifieshe EBA of
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pipeline mortgages in catego(iv), it will need to explain in the comment column why a
treatment elsewhere under the LCR framework would not be appropriate for the items
notified.

1 If mortgage loans have nget been accepted by the prospective borrowtrey should be
reported undercategory(x) (see below)The degree to which the mortgages are accepted
or not by the prospective borroweshould be clarified as much as possible

106. This category includes only uncommitted credit caits are settled at regular intervals
(mostly monthly) and does not include services provided through debit cards. This category
should inparticular, include credit cards that:

1 may be canelled unconditionally at any time without notice

1 are unadvised (i.e. not known to the client but prepared for by the bank).

107. This category comprises all uncommitted overdraft facilitied may be allowed by a credit
institution on an accant but that the customer has not applied for.

108. It must be mted that committed overdraft facilities (as they are credit facilities) are already
captured inArticle 31 of theDelegated Regulatioand cannot be captured in catega).

109. This category comprises those extensions exceeding 100% of the maturing amount.

110. It must be mted that a product within this category can be uncommitted if there is no
contractual comntiments to the customer(s) to extend funding but there is an expectation that
the customer will ask foan extension

111. Forward starting transactiordo notfall into this category.

112. Competent authorities may apply up to a 5% outflow rate in accordanceAwiitie 23(2)
of the LCPelegated Regulation

113. It will need to be clarified what type of trade finanoelated off-balancesheet product it
is. In particular, this includes the fotlwing items in Annekof the CRR:

Point 2(a):Wade finance offbalance sheet items, namely documentary credits issued or
confirmed
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Point 3(a)4#ade finance offbalance sheet items:

114.

0] documentarycredits in which underlying shipment acts as collateral and other self
liquidating transactions;

(i) warranties (including tender and performance bonds and associated advance
payment and retention guarantees) and guarantees not having the characteredit cr
substitutes;

(iii) irrevocable standby letters of credit not having the character of credit substiutes

The products or services falling under this category should be exceptamdekrivative

related outflows wouldnormally be captured undeArticles21 and 30 of the LCRelegated
Regulation

115.

116.

This residual category includd® following,among other items:

Guarantees other than trade financelated off-balancesheetproducts which should be
included undela categoryentitled ) Guarantees other than trade finanosated off
balance sheeproductQ

Contingent outflows due to triggers other thahe downgrade triggers referred to in
Article 30(2) of the of the LCBelegat@ Regulationwhichshouldbe namedgk) Contingent
outflows due to triggers other thathe downgrade triggers referred to iArticle 30(2) of
the Delegated Regulatid®

Mortgage loans that have been offered but have not been accepted yet by the borrower.
These should be included undex categoryentitled ) Mortgage loans offered but not yet
accepted This would typically represent the situation in which a loan offer is made to a
borrowerandit is not yet certain that the borrower will accept the offdhe estimation of

the likelihood of these outflows and other relevant aspects should be clarified as much as
possible.

It will need to be clarified whihe product or service being categorised hereuld fit under

Article 23 of the LCR Delegated Reguatand why itvould notfit within categorieqi) to (ix).
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