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Regulatory Emphasis on Liquidity and Balance Sheet 
Management Across Regions: Americas, EMEA, Asia Pac 

Basel: “… the maintenance of a sufficient cushion of high quality liquid assets to meet 
contingent liquidity needs” 

FSA: “A Contingency Funding Plan should set out a firm’s strategy for addressing liquidity 
shortfalls in stressed conditions” 

Fed: “… a cushion of liquid assets, and a formal well-developed contingency funding plan 
(CFP) as primary tools for measuring and managing liquidity risk” 



Basel Principles on Liquidity Stress Testing – Overview 

» Conduct liquidity stress tests on a regular basis in accordance with a bank’s 
risk profile 

» Active involvement of senior management in the stress testing process 

» Apply challenger models and alternative, custom scenarios 

» Analyze the behavior of counterparties and other market participants (for 
example clearing houses) 

» Incorporate the liquidity stress testing process into the bank’s strategy, policies 
and design of contingency and funding plans 
 



FBO & BHC will be Subject to Liquidity Stress Testing by 
the Federal Reserve 

Type Total Assets Requirements 

BHC > $50bn 

 30d liquidity buffer  
 Monthly stress test 

 Overnight, 30d, 90d, 1y, custom horizons  
 Regulatory driven and custom scenarios (driven by business 

model) 
 Results will be reported to the Fed 

FBO > $50bn total assets and/or > 
$50bn US assets  

 30d liquidity buffer  
 Monthly stress test 

 Overnight, 30d, 90d, 1y, custom horizons  
 Regulatory driven and custom scenarios (driven by business 

model) 
 Results will be reported to the Fed 

FBO < $50bn US assets 

 Annual  stress test 
 30d, 90d, 1y horizons 

 Basel compliance: Consistent with Basel Committee’s 
liquidity principles 

 Results will be reported to the Fed 

» The Fed has provided guidelines on implementing effective liquidity stress testing 
frameworks and expectations for bank Holding Companies (BHC) and Foreign Banking 
Organization (FBO) from scenario, modeling, and governance perspectives. 



Dodd-Frank Liquidity Regulatory Requirements Present 
a Unique Integration Challenge Across Risks: An 
Enterprise-wide Infrastructure is an Advantage 

Data 
Interfacing 

Data Flow 
Coordination 

System 
Integration 

Data platforms, ALM systems, credit 
risk systems, liquidity risk systems 

Daily computations of 
regulatory credit risk and 

RWAs  is required 

Credit and market risk data 
feeding and reporting as a 
part of the LCR & NSFR 

calculation 



Increasing Liquidity Requirements Will Become a 
Constraint for U.S. Financial Institutions: LCR and NSFR  

* Source: Moody’s Analytics 

 
 

The Liquidity Coverage 
Ratio (LCR) reflects a 

bank’s ability to convert 
high-quality, unencumbered 

liquid assets to cash to 
offset projected cash flows 
during a one-month period  

 
 

The Net Stable Funding 
Ratio (NSFR) requires 

banks to maintain enough 
funding that is expected to 
be stable to cover potential 
uses of funds over a one-

year period 

 Banks will be required to calculate and report these projected outflows based on a 
scenario set by supervisors and regulators that will incorporate conditions similar to 

those experienced during the 2007-2008 crisis 



The Response to the Regulations: Institutions are 
Improving Their Business Models, Balance Sheet 
Composition, and Liquidity Management  Platforms 
» Portfolios with shorter maturities, simpler deal structures, limited exposure to illiquid 

assets, and increasing competition for deposits 

» Leverage internal behavioral models, exploit hidden competitive advantages and reduce 
their liquidity-driven regulatory, collateral, and funding costs 

» Including institution-specific, forward-looking behavioral assumptions on the cash flow 
analysis and liquidity ratios. The stress testing calculation has significant advantages 
over a rule-based approach because the balance sheet composition, strategy, and 
funding profile are taken into account in the simulation 

» More realistic results produced through the better management of assets and liabilities’ 
behaviors to maximize customer stickiness: opportunity for return enhancement over 
using standard behavioral assumptions in ALM systems that often don’t accurately 
reflect an institution’s business model 



Critical Challenges In Implementing the Liquidity 
Elements of U.S. Basel III 
 
 
Olivier Brucker, Director, Moody’s Analytics  



At a High Level 



US LCR vs. Enhanced Prudential Standards 

Behavior models 

» No behavioral assumptions for calculating the liquidity stressed metrics (i.e. deposit run-
off rates, funding run-off rates…) have been provided with EPS 

» Covered companies need to develop their own behavioral assumptions and their own 
scenarios with EPS 

 

Liquid assets 

» Currently, there is a single level of highly liquid assets with EPS versus three levels (1, 
2a, and 2b) in LCR.  

» Haircuts are not prescribed in EPS but must be applied 

» LCR Proposed definition of liquid assets is narrower than Basel III: Cash, securities 
issued or guaranteed by the U.S. government, a U.S. government agency or a U.S. 
government sponsored entity 

 

 



Liquidity Stress Testing: Characterizing the “Perfect 
Storm” for Determining the Balance Sheet’s Resilience 

• A significant downgrade of the institution’s 
public credit rating Credit Migration 

• A partial loss of deposits Deposits Run-Off 

• A loss of unsecured wholesale funding Unsecured Funding 

• A significant increase in secured funding 
haircuts Secured Funding 

• Increases in derivative collateral calls 
Collateral Haircuts 

RiskFoundation TM 



Prepayments 
Behaviors 

Non-Maturity 
Liabilities 
Behaviors 

Short Term 
Assets 

Behaviors 

Revolving 
Credit 

Facilities 
Behaviors 

Borrower prepayment 
assumptions can have a 

material effect on liquidity and 
interest rate risk measures and 

are key to perform liquidity 
stress testing 

 

Best practice is to model 
liabilities by explicitly accounting 

for the relationships between 
deposit balances, deposit rates, 

currency effects, as well as 
macro-economic factors 

How should one determine the 
proper maturity for exposures 

that have short contractual 
maturity, from a few days to a 

few weeks and properly account 
for the liquidity and credit risk? 

How should one estimate the 
proper usage for revolving credit 

facilities and properly account 
for the liquidity and credit risk? 

 

Quantifying Behavioral Dynamics 



US LCR Prescribes Outflow and Inflow Rates 

Financial institutions still need to interpret and apply the rules  

» Established relationship 
– How long has the relationship existed? 

– What type of instruments can be considered? 

– What makes deposit withdrawal unlikely? 

» Operational services & balances 
– How do I determine the nature of the service? 

– How do I determine the threshold of the operational balance? 

» Transactional accounts 



US LCR is Data Intensive 

» Requires a unified view of customers 

» Requires granular data 
– FDIC Insurance  

– Joint and Single accounts 

– Trust accounts and beneficiaries 

» Requires historical data 
– Transactional 

– Operational balance 



Cash Flows: Calculated or Imported 

» Requires daily cash flows 

» Requires granular cash flows 

» Requires credit information, counterparty characteristics 

» Where do you source the cash flows? 

» Multiple scenarios 

» Contractual vs. Behavioral 

» Calculated / Imported / Mixed 

» Top down vs. Bottom up 



A Best Practice Framework for Delivering 
Compliance with U.S. Basel III 
 



Framework for Liquidity Compliance 

-Risk Framework 
-Risk Culture 
-Risk Infrastructure 
-Data Gap Analysis 

-Customer 
Information 
-Risk drivers 
-Assets 
-Liabilities 
-Off Balance 
Exposures 
-Repos 
-Derivatives 
-General Ledger 
-Scenarios 

-Cleanse 
-Consolidate 
-Reconcile 
-Data Quality 
Checks 
-Data Patching 
-Aggregation 
-Audit Trails 

-HQLA eligibility level 
-Adj. / Unadj. HQLA 
-Cash flows 
-Outflow rates 
-Inflow rates 
-Insurance 
-Consolidation 
-LCR 
-NSFR 
-Forecast LCR 
-Internal models 

-Regulatory Reports 
-Multiple 
Jurisdictions 
-Multiple format 
XML, Excel 
-LCR, FR 2052a/b, 
etc. 
-Internal Report 
 
 

-Risk Based 
Decision –making 
-Performance 
Management 
-Optimization 
 
 



Integrated Risk and Finance Infrastructure 

Results  
Data Admin 

Historical 
Data 
Series  

Bank Source Systems 

Data Quality Checks 
GL Reconciliation 
Adjustment  & Audit  

Regulatory Reporting for 
LCR,  FR 2052a/b, and 
other jurisdictions. 

Internal Liquidity Stress Tests, buffer 
& cash flow projections 

LCR calculation and forecast 



Data Infrastructure: What You Need to Plan For 

» Data frequency 

» Data volumes 

» Data granularity 

» Liquidity characteristics 
– Operational vs. non-operational 

– Stable vs. non-stable 

– Established relationship 

» Cash flows 
– Imported  

– Calculated 

– Mixed approach 

» Data Lineage 

» Scenarios 



Data Quality and GL Reconciliation 



Workflow: Data Quality, Adjustments and Approval 

Data 
Loading 

Data 
Quality 
Check  

GL Recon 

Data 
Adjustments Approval 

Workflow 

Data Quality Check 

Approvals 

Adjustment 



LCR Calculation: HQLA 

» Eligibility & levels 

» Basel III Risk Weights 

» Consistency with Capital / RWA  

» Haircuts 

» Unadjusted and Adjusted Excess HQLA 
 



LCR Calculation: Net Cash Outflows 

» Asset class mapping 

» Prescribed rates 

» Reclassification 

» FDIC insurance 

» Balances vs. Cash flows 

» Largest Net Cumulative Cash Outflow day 
– Cash flow granularity 

 

» LCR Light 
 



Liquidity Management: Perform at Group Level and at 
Legal Entity Level 

HQ where consolidation is processed 

Affiliate reporting to HQ for liquidity management 



Liquidity Risk Management 

» Internal Liquidity Stress Tests & Cash flow projections 

– Time horizon: overnight, 30-day, 90-day, 1-year, others 

– Scenarios 

– Behavior models / Internal models 

– New volumes / Balance sheet forecast 

– Security sell-offs 

» Liquidity Buffer Requirements 

– Net Stressed cash flow need 

– Highly liquid assets 

» Forecasting LCR 

» NSFR 



Regulatory Reports for Liquidity Compliance 



Plan to Audit the Regulatory Reports 



Report Validation 
» Regulators provide validation & reconciliation rules with other reports 

 
 

 

 

 



Results Summary 



Liquidity Ratios and Monitoring Tools 

» Liquidity indicators  
– LCR, NSFR,... 
– Balance sheet or cash-flow ratios 
– Maturity Mismatch Analysis 
– Short term Assets/Short term Liabilities 
 

» Monitoring of the liquidity indicators: 
– per group, legal entity,  
– business line, currency... 
 

» Concentration analysis 
– Analysis of the diversification of funding sources 
– Top 20 depositors/lenders including modeling of the 

client & the bank group structure 
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Q&A 



moodysanalytics.com 

Thank You 
 

For More Information please visit:  
 

MoodysAnalytics.com/riskauthority 
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