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1. INTRODUCTION

1.1 Overview

¢KS /SyaNIt .Fyl 2F ¢KS . KIFYF& 0ddiedskring Sy G NI €

regulaing and supervisig banks, trust companies and -@perative credit unions, collectively
referred to as supervised financial institutions (SFisgrating in and from within The Bahamas
Additionally, the Central Bank has the duty, in collaboration with SFIs, to set prudent and
appropriae liquidity risk managementequirements thatreflect the risksSSFIsindertake andhe
markets in which they operate.

In 2012, the Central Bankindertook a fundamental review dhe Central BarRa f A lj dzA RA
guidelines, in order to conform with thBasS f / 2 Y YoAt INRRS/SORaLJE Sa F2 NJ {
Management and Supervisiin { SLIISYO SNRP dof Ry thBRA Yy OA LI Sa€ 0

In January 2013 and October 2014, the Bawhmittee further strengthenedthe liquidity
framework throughtwo papersoutlining two minimum standards fdyoth funding and liquidity

entitteda . F aSf LLLY ¢KS [AljdARAGe / 20SNaddSI wBGARLLYR

GKS ySi &l ofepectvelnyTRebefdornblsekit@(iJ ensure that akanaintains
sufficient amounts of high quality liquid assets to survive a material g¢bort liquidity stress

event, lasting thirty (30kalendarRI @ 8X YR O0AA0D fAYAG | o6yl Qa
funding, by ensuring that lonagerm or illiqud assets are funded by a minimum amount of stable
funding.

1.2 BecomingBasel Il compliant

Liquidity management is a key banking function &athamiardomesticbanks play a critical role
in our economy thoughthe supply of credit and financial intermediati Historically Bahamian
banks have beenomfortablyliquid. Any disruption to the banking sectohowever,couldhave
widespreadadverse effects on the economy, frdmth bankspecific and systemic standpoént

Bahamian internationally licensed bankave less direct effect on the local economy, but also
require strong liquidity risk management, both for their own preservation, and the preservation
of the Bahamian reputation for financially sound banks.

For these reasons, i important that our regilatory framework for liquidity risk keeps pace with
international standardsThe proposali this papewill improveour existingliquidity standards,
monitoring tools and risk managemermstystems consistent withthe Basel Il international
standard.

Reaching Basel 1ll complianeéll require revisions to the current liquidity risk management
framework, the/ Sy (i NI f Guiddling§ fordthe dManagement diquidity Risk Liguidity

D dzA R S { dkh¢ SeénttabBankf The Bahamas Act, 200 6 & / .(!KéBanks ahdyTRust
Companiesl(quidity Risk Management) Regulations, 201206 & ).wa w ¢



Specifically, these proposals detail:

- What qualifies as High Quality Liquid Assets (HQLA);

- The Liquidity Coverage Ratio (LCR) and Net Stable Funding Ratio (NSFR) requirements;
and,

- ¢ KS / Sy iapprdachto imglgm@niing enhanced liquidity monitoring metrics.

2. INTENDED FRAMEWORKDWHES

The Bahamas currently has threeparateliquidity regimes for domestic commercial banks,
international banks and credit uniond\one of these regimes iaecessarilyBasel [lcompliant.

With these proposals, the Central Bank seeks to improve efficiencies that will result in one liquidity
regime for all banks, while limiting costs where possible. Preliminary analysis suggests that this
will be feasible foall or nearly all banks

The Central Bank has also considered the appropriateness of applying the new liquidity
requirements to less conigx SFls such asedit unions. A a supervisory mattethe Central Bank

has determined that the applicability of the new liquidity framewevil be deferred for credit
unions, until the LCR and NSFRehbeen implemented for the commercial and interratal
banks.

For the moment, hese requirements wiltherefore apply to all public banks and/or trust
companies, subsidiaries, and branches of foreign banks and trust compatiese proposals
excludepure trust companies.

2.1 Feedback orthe DiscussiorPaper

A summary ofhe CentralBarR & LINE lpippbdednéw fudding liquidity minimum standards
and enhanced monitoring metricare provided below We invite comments and/or questions
from industry stakeholderand the general public

The CentraBank is particularly interested in assessing the impéthese new requirements on
bank liquiditybuffers As part of the consultation process, vemcourage SFIs teview and
completethe attachedLiquidity QISTemplate in Appendix9, and consulwith the Central Bank
on anymaterialliquidity concerns

We request that all feedbacsn this Discussion papée provided by28" February, 201%nd
should be submitted to the followinglectronicaddress:

Policy Unit
Bank Supervision Department
policy@centralbankbahamas.com

The liquidity proposals are aligned with and support the recommendations of the Basel Committee {\@Z%Hgasel Concordeor
shared supervisory responsibility with respect to foreign bank branches and subsidiaries between home and host supervisory
authorities. In managing liquidity risk, responsibifiy supervising liquidity rests (in the first instance) with the host authority.
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3. THEQURRENBAHAMIANLIQUIDITYFRAMEWORK

In The Bahamas, each class of SFI has a separate lifpaidigivork as summarized below

As part of monetary policy, domestioramercial banks are regulated under a liquidity regime
requiring these banks to hold a Primary Statutory Reserve and a Secondary Reserve. In contrast,
International SFls are subject to a minimum liquidity ratio of @0%tal deposit liabilities

Allbankswill be required to implement the LCR and NSFR requiremé@hise proposals are not
intended in the first instanceto replace the Primary Statutory Reserve requirements for the
commercial banks. The new liquidity framework will replace the ctursmtondaryreserve
requirements for commercial banks and the liquidity ragguirementfor international banks.

These proposalsvill align Bahamian requirements with the new global liquidity standards. This
alignment will not necessarily increase banking system liquidity, which is alsedfityient but

will materially improve Bahamian minimum standards for liquidity risk managenaeat, will
create a more flexible regime for liquiditganagement under stress

3.1 Commercial Banks

Relative tointernational benchmarks, Bahamian commercial banks have historically maintained
high surpluses of liquid assets. Aslahe 3@, 2018 the liquity surplus exceeded the statutory
minimum byapproximatelyl7® (i.e. Surplus/Minimum Required Liquid Asséts)ternational

SFls are compliant with their liquidity requirements, but with a smaller surplus than that applying
domestically.

3.1.1 Reserve Requaments

In accordance with Sections 19 and 20 of the Central Bank of The Bahamas Act (CBA) (Ch.351),
Commercial Bankare required to maintaina primary reserve referred to as the 'Statutory
Reserveé of 5% against their Bahamian dollar liabiliti@&heCentral bank has the ability to raise

the reserve requirement to 20% in need.

The Central Bank also imposes a secondary reserve, called the Liquid Asset RatwHicAR)
mandatescommercialbanks to maintain an average ratio of liquid assets in relatiotheir
Bahamian dollar deposit liabilities. The LAR is currently set at 20% of demand deposits, 15% of
savings and fixed deposits, and 15% of borrowings due to or from the CentraldBankll as
inter-bankdeposits

As part of the move to the LCRANSFR, the Central Bank proposes to remove the LAR or
secondary reserve requirement, but continue with the primary reserve requirenteraddition
to the reserve requirements, as a supervisory mattee Central Bank will expect each relevant

2 vdzrF NISNI & 902y 2 VAo CenttalBark @ha. IWdty Sl didamy/ Sy iNI & .yl 2F ¢KS . I KIFYla
Bank of The Bahamas, 25 Sept. 2018, www.centralbankbahamas.com/publications.php?cmd=view&id=16913.
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bankto edablish an internal liquidity ratio and buffers, in order to control the level ofdhe y 1 Q &
liquidity risk.

Reserve Requirements: Will these requirements remain?

The Central Bank is proposing to maintain the primary reserve requirements for Dol
Financial InstitutionsThe Central bank will retain the right to adjust the primary rese
requirement to a maximum of 20%6r any or all domestic banks in need

Once the new liquidity regime has been fully implemented (and its impact monitored
Central Bank will consider whether it should recommend any legislative amendments
Statutory Reserve.

The LAR (or Secondary Reserve) requirenvgtitapse upon adoption of the LCR/NSFR regi

3.1.2 Commercial Banks: Definition of Liquid Assets

All commercial banks must maintain a specified amount of eligible liquid aasatsquired by
the Central Bank. laccordance wittBectiorH n ¢ dleXen&al Baok of The Bahamas Act
H 1 nak € ligaidassets are defined as:

a) Notes and coins;

b) Any cash balance held at the Central Bank;

c) Money at call and demand balances at any financial institution carrying on business in The
Bahamas;

d) Treasury Bills;

e) Stock of the Government;

f) Any instrument or security of a kind referred to in subsection (1i)(6f Section 29 of the
CBA;

g) Any freely convertible foreign currency;

h) Money at call and demand balances at any financial institution abroad being money at
call or demand balances held in freely convertible foreign currency; and,

i) Any other asset desigied for the purposes of this subsection by the Central Bank.

3.2 International Banks

3.2.1 The Liquidity Ratio

Pursuant to Regulation 6 of thBank and Trust Companies (Liquidity Risk Management)
Regulations, 2012 (LRMRNd as detailed in paragragh72 ¥ (G KS / SyDA RSt A Ww3®at 2|
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ratio of not less than twenty (20) percent, with the exception of commercial banks who are subject
to reserve requiements.

The liquidity ratio is the ratio of the sum obal Y ljq@dBassets, in all currencies, expressed as a
percentage of the sum of its deposit liabilities in all currencies, and is calculated per the equation
below:

Total Liguil Assets

Liquidity Ratio=
quidity Deposit Liabilities

3.2.2 International Banks: Definition of Liquid Assets

Ly I 002 NRI Banks amdATiudt CoinfaSies dLiquidity Risk Management) Regulations,
201Z ¢ | yR GKS \UgSightyl Glidelinesfdr ¢l SBI& who are natubject to the
provisions of sectiosil9 and 20 of the CBA, liquédsets are currently defined as:

a) cash, including notes and coins held together with precious metal coins, which qualify as
legal tender;

b) gold and silver bullion and other precious metals;

c) market loans, and includes:
i.  balanceswith, and loans and advancesZone Abanks including correspondent

or clearing balances and committed facilities with residual maturity up to one
hundred and eight days;
ii.  money at call and demand balances at Zone A banks held in Bahamian dollars and
or freely convertible foreign currency;
iii. negotiable paper issued by Zone A banks, including negotiable certificates of
deposits, promissory notes and other negotiableea
iv. bills, including
A. bills accepted by Zone A banks;
B. public sector bills including Treasury bills and notes and other negotiable
paper issued by Zone A courftrgentral governments, any other bills
guaranteed and or underwritten by Zone A country cehgiavernments,

3 Zone A banks mean a balaicated in The Bahamas or in@ang A country whose credit ratingirsvestment grade and excludes (a)
any bank whose credit rating has been downgraded to lower than investment grade in the preceding twelve months; or (bl any ba
which has no rating.

4 Zone A country is (a) The Bahamas; (b) a country that is a full meriiher Organization for Economic ©peration and

Development; (c) a country which has concluded special lending arrangements with the International Monetary Fund associated
with the General Agreement to Borrow, and excludes (i) a country which has resetiéd external debt during the preceding five
years; (ii) a country whose rating for lotgym liabilities in foreign currencies is lower than investment grade, or which has no rating,
and whose yield to maturity and remaining duration are not comparabth those of longerm liabilities with an investment grade
rating.

w
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or any other bills that constitute an obligation of a Zone A country central
government;
v. marketable Zone A country central government securities; and,
vi. any other asset designated for the purposes of sheRegulations by the
Inspector.

3.3 Credt Unions

Credit Unions are subject toumerousliquidity requirements,namely,a Statutory Reserve, a
Liquidity fund, a Stabilization fund, and a Liquidity Ratio requirement.

The Central Bank haslected to defer the new liquidity regime for Creditynions, post
implementation of the LCR and NSBRdomestic and internationdbanks More lead timewiill
benefit Credit Unionas we movaowardsfull implementation of the new liquidity framework.

In the interim, the current prudential requirements aatlined under Section 65 of tHRahamas
Caooperative Credit Unions Act, 20458d Regulations 15 and 16 of the Bahamasoperative
Credit Unions Regulations, 2048l applyto these institutions



4. BAseUll: DEFINITION ORHIGHQUALITYLQUIDASSETEHQLA)

TheLiquidity Coverage Ratio (LGRows banks to assess whether they have an adequate stock
of unencumbered higlguality liquid assets (HQLA) that can be converted easily and immediately
in private markets into cash to meet their liquidity needs for acaendar day liquidity stress
scenario. The purpose of these assets is to offset the net cash outflows that a bank would
encounter during a period of stress.

Under the Basel Il standarthe stock & HQLA should comprise assets that have the following
fundamental characteristicgi) low risk; (ii) ease andertainty of valuation; (iii) low correlation
with risky assets; (iv) listed on a developed ardognizedexchange; (v) active and sizable
market; (vi) low volatility; and (vii) flight to qualityr additionto possessing those ctecteristics,
HQLA assets should also satisfy certain operational requirements.

HQLA are assethat the SFI is holding on the first day of the stress petiodspective of their
residual maturity Basel further breaks down HQLA into two categorieassetsa [ S@St M€

601y

65 AyOf dZRSR 6AGK2dzi f oMpriseWZto 409 Rf thee GG St [ HBS 6 O &y
assets are further broken down intotwostibl 4§ SI2 NA SAT o[ SGSE wu! &€ YR 4]

The table belowprovides an illustrative sumany of what compriseBaselHQLA and the various
percentage factors applied to each item.

Item Factor

Stock of HQLA

A. Level 1 assets:

» Coins and bank notes

= Qualifying marketable securities from sovereigns, central banks,

PSEs, and multilateral development banks 100%
= Qualifying central bank reserves ’

+« Domestic sovereign or central bank debt for non-0% risk-weighted
sovereigns

B. Level 2 assets (maximum of 40% of HQLA):

Level 2A assets

= Sowvereign, central bank, multilateral development banks, and PSE
assets qualifying for 20% risk weighting

+ Qualifying corporate debt securities rated AA- or higher 8%

= Qualifying covered bonds rated AA- or higher

Level 2B assets (maximum of 15% of HQLA)

= Qualifying RMBS 79%
# Qualifying corporate debt securities rated between A+ and BBB- 0%
» Qualifying common equity shares 50%

Total value of stock of HQLA

*PSK; Public Sector Entity
*RMBS; ResidentialMortgage Backd Securities



5. Baskelll: LQUIDITYCOVERAGRATIO& NETSTABLEFUNDINGRATIO

As noted irSection 1.1 of this discussion papére Basel Committee has further strengthened its
liquidity framework by developing two minimuralculationsfor funding liquidity The LCR
promotesthe shortterm resilience of the liquidity risk profiles of banksd the NSFRonstrains
structuralfunding risls over a time horizon of one year.

5.1 Liquidity Coverage Ratio (LCR)

The LCRtandard establishes a minimum level of liquidity for internationally active banks, by
ensuringSFIs have sufficient HQLA to sungigmificant stress scenarios lasting 3% days

The LCR has two components:

a) Value of the stock of HQLA in stressed conditions; and,
b) Modelednet cash outflow®ver 30 days

Stock of HQLA
Total net cash outflows over the next 30 calendar days

= 100%

SFlsare required tomaintain a LCRf@greater than or equal to 100% on an-gaing basis.

5.1.1 Stock of HQLA

C2NJ I olyl1Qa aasSaa G2 ljdatAa¥fe +a Iv[!> (GKS
meet funding needs at any time during the-88y stress period.

The Stock of HQLi& calculated using the equation below:

Level 1Assets+ Level 2AAssets+ Level 2BAssetsc
Adjustment for 15% cagAdjustment for 40% cap

Stock of HQLA

Where:
Adjustment _  Max (Adjusted Level 28 15/85*(Adjusted Level 1 + Adjustdabvel
for15% cap ~  2A), Adjusted Level 2B15/60*Adjusted Level 1,0)
Adjustment _  Max ((Adjusted Level 2A + Adjusted LevekZRljustment for 15%
for40% cap =~ cap)g 2/3*Adjusted Level 1 assets, 0)

10
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5.1.2 Net Cash Outflows

For the purposes of calculatirey SF& LCRBasel definesNet Cash QGiflows as the total of
expected cash outflows minus total expected cash inflows in the specified stress scenario for the
subsequat 30 calendar days. Total Net Caghtflows are calculated using tHermulabelow:

Total netcash outflows over _ Total expected cash outflows Min {total expected
the next 30 calendar days cash inflows; 75% of total expected cash outflows}

The difference between the stressed cash outflows and inflows determines the minimum size of
the HQLAstock.

A Cash Outflows

Cash Outflows are calculated by multiplying the outstanding balances of various categories or
types of liabilities and ofbalance sheet commitments by the rataswhich they are expected to

run off or be drawn downAppendixs, an excerpt from the BaskCRbaper, provides a summary

of the various cash outflows and applicable run off rates

Cash Outflows include the following:

a) Retail Depositg Deposits placed with a bank by a natural persBgetail deposits
aredividedintoa a i 60t S¢ |yR afSaa adlofSé LRNIAZ2YA

- Stable Depositare deposits that are fully insurdxy an effective deposit
insurance scheme or by a public guarantee that provides equivalent
protection and where the depositors have other established
relationships with the bank that make deposit withdrawal highly
unlikely; or, the deposit are in transactional accoufts

- Less Stable Depositould include deposits that are not fully covered by
an effective deposit insurance scheme or sovereign degpsgitantee,
high-value deposits, deposits from sophisticated or high net worth
individuals, deposits that can be withdrawn quickly.g( internet
deposits) and foreign currency depo$jtsas determined by each
jurisdiction.

5 E.g. accounts where salaries are automatically deposited.

SLF F olyl Aa y2i otS G2 NBFRAfE& ARSYi(GATEe oKAOK iNBinkthaf RSLI2AAGA
discussion paper (e.g. the bank cannot determine which deposits are covered by an effective deposit insurance scheregegra sov

RSLIZAAG 3Fdzk N} yiSSoxI Al aKz2dzZ R LX I OS (KS Fdz t ahky2dzyd Ay (GKS af Saa
TC2NBAIYy OdNNByoOe RSLIRarida ortt 06S O2yaARSNBR af Saalethant of S¢ AT
domestic currency deposits.
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b) Term Depositg Deposits witha fixed/specifiedresidual maturity Term deposits
with a residual maturity or withdrawal notice periad greater than 30 days will
be excluded from total expected cash outfloishe depositor has no legal right
to withdraw deposits within the 3@ay haizon of the LCR, or if the early
withdrawal results in a significant penalty that is materially greater than the loss
of interest?®

c) Unsecured wholesale fundihgLiabilitiesand general obligationsised from non
natural persons (i.e. legal entities, including sole proprietorships and partneyships
small business customéfs etc) that are not collateralized by legal rights to
specifically designated assets owned by the borrowing institution inctise of
bankruptcy, insolvency, liquidation or resolution.

d) Secured funding Liabilities and general obligatiorsllateralized by legal rights
to specifically designated assets owned by the borrowing institution in the case of
bankruptcy, insolvencyiquidation or resolution.

A Cash Inflows

Cash Inflows are calculated by multiplying the outstanding balances of various categories of
contractual receivables by the rates at which they are expected to flasinessed scenarid.o
prevent banks from solely relying on expected cash inflows to meet liquidity demands, the
amount of aggregated inflows is capped at 75% of total expected cash outflows.

SFls are natllowedto double countassets/inflows when calculating total castilows for that
month. Therefore, i KS {CLQ&a (204t OFakK AyFTiz2ga o00GKS RSy
assets/corresponding inflows that are included as a part of the stock of HQLA (the numerator).

Appendixg, an excerpt from the BaseCRpaper, provides summary of thearious caslinflows
and applicable rates

5.2 Net Stable Funding Ratio

The NSFR ishalance sheetriven measureas opposd to the LCRwhich is based on a stress
cash flowscenario As outlined in the Basel Paper entitléd. | & $hé netstatleYunding ratio,
h Ol 206 S MahA MrwztieINSPR Wil réquire banksfundtheir activities with sufficiently
stableliabilitiesin order to mitigate the risk of future funding streSthe NSFR is the amount of
available sable funding(ASF)elative to the amount of required stable fundiig SF)

8 If a portion of the term deposit can be withdrawn without incurring such a penaitly, that portion should be treated as a
demand deposit. The remaining balance of the deposit should be treated as a term deposit.

9 Obligations related to derivative contracts are explicitly excluded from the definition of unsecured wholesale funding.

10 Loans extended to small businesses and managed as retail exposures are eligible for retail treatment provided the tatal expos
2F GKS oFylAy3a 3INRdzZJ (2 | avlftf odzaAyS&aa o62NNRsSNI ouBngsst O2y&azft AR
loans extended through or guaranteed by an individual are subject to the same exposure threshold.
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or illiquid assets are funded by a minimum amount of stable fundigcordingto the Basel Il
requirements, it is expected that SFIs maintain a NgERter than or equal tdl00% on an
ongoing basisSFIs are required to report their NSFR on a quarterly basis.

Available amount of stable funding
Reguired amount of stable funding

= 100%

5.2.1 Available Stable Funding (ASF)

ASFHs the portion of capital and liabilities expected todeilableover theone yeartime horizon
considered by the NSFR. Appeddian excerpt from the Basel NSFR paper, provides a summary
of the liability categoriesand the associated ASF facttinat definethe proportion ofa liability

that is deemed stable

5.2.2 Required Stable Funding (RSF)

TheRSkof abankisa function of the liquidity characteristics and residual maturities of the various
assets held by thdiank as well as those of its affalance sheet (OBS) exposurBise RSF factors
are intended to approximate the amount of a particular asset that the bank will be unabbd to
over,monetizethrough a sale or use as collateral.

Appendix8, an excerpt fromhe Basel NSFR paper, provides a summary of the asset categories
and the associated RSF factors.
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6. CENTRABANKPROPOSAREGARDINGECRX NSFRMPLEMENTATION

The Central Bank is proposit@implement boththe LCR and NSFRhe Basel standards are
intended for much more complex banking systems in much more complex capital markets than

SEAalG AY ¢KS . FKIYlFLad | O02NRAyIt&8s YR AAYAL L NI

of Basel Il capital standards, the proposegidity standards will be much simpler and cheaper
to comply with than the full Basel rules text. The outcome will be equivalent or seavalent
to the full Basel rules text.

These standards will replace the current secondary reserveARrequirements imposed on
commercial banksand the liquidity ratio requirementimposed on otherbanks and trust
companies

These proposalwill not replace the primang & { { | (reénidigements for commercial
banks Instead,these SFls will beequired to maintain a 5.0% statutory reserve against their
Bahamian dollar liabilitie®utside oftheir LCR and NSFR requirements

6.1 Proposal for LCR: HQLA

The Central Bank is proposing to adopt a simplified but fully Baselnhipliant liquidity regne
for SFls.

A Domestic SFls

Only Level 1 assets will be considered as HQLA for Domestic SFIs. These will comprise:

a) Coins and Bank Notes;

b) Qualifying Marketable Securities from sovereigns, central banks, PSEs, and
multilateral development bank§

c) Qualifying Central Bank reservés

d) Non-0% risk weighted sovereign: sovereign or central bank debt securities issued
in domestic currencies by the sovereign or central bank in the country in which the
fAlJdZARAGE NRA]l Aa oO0SAynayZmhd Sy 2N Ay GKS

e) Non0% risk weighted domestic sovereign or central bank debt securities issued in
F2NBEAIY OdzNNBYyOASa NB StAIA06ES dzLl G2
2dz0Ft26a Ay GKFG &aLISOATFAO OdzZNNByOe aas
juisdOG A2y BKSNB (GKS Fyl1Qa fAldARAGE NAaA

(@]

1

11 securities are considereduglified, if all of the following conditions are satisfied: (i) assigned a O%veigit under the Basel II
Standardized pproach for credit risk; (i) traded in large, deep and active repo or cash markets characterized by a low level of
concentration; (iii) have a proven record as a reliable source of liquidity in the markets (repo or sale) even during steekee
conditions; and (iv) not an obligation of a financial institution or any of its affiliated entities.

12 These include overnight and term deposits with the Central Bank that: (i) are explicitly and contractually repayableedronotic

the depositing bank; or ifi that constitute a loan against which the bank can borrow on a term basis or on an overnight but
automatically renewable basis (only where the bank has an existing deposit with the relevant centraldihak}erm deposits with
central banks are not iglible for the stock of HQLA; however if the term expires within 30 days, the term deposit could be considered
as other wholesale inflow, as per paragraph 154 of the Basel LCR plgogior commercial bankghis does not include the Primary
Reserve, 05.0%, against their Bahamian dollar liabilities, which commercial banks are and will redequmaintain.

13 These includBahamian Government Registered Stock, Treasury Bills, etc.
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The LCR is calculated on a consolidatedcuriencies basis, but the Basel rules text allows
supervisors to require calculation and reporting at the individual currency level. The Central Bank
intends that all domestic banks meet their LCR both on a consolidated and Bahamian Dollar basis.
The practical effect of this intention, which reflects current industry practice, is that domestic
banks will need to hold substantial HQLA denominated in BahmbDridlars.

A International SFls

Due to the nature, structure and types of liabilities associated with these financial institutions,
particularly the currencies in which they are denominated, the Central Bank intends to allow
international SFIs to includestel 2A assets in addition to Level 1 assets in the computation
of their HQLA. See Dialogue box below.

Proposal for Consideration: Inclusion/Exclusion of Level 2 Assets

Experience has shown that Government securities tend to represent the lgygegin
of Level 1 assets in most jurisdictiorAlthoughthe domestic banks will be required {
hold highquality Level 1 assetshe Central Bank is considering whether to allow H(
Level 2 assets for International banks (i.e. Home and Host SFIs).

The following rules for HQLA would apply:

I For Domestic SFls that deal in B$ and foreign currencies, the HQLA requit
must be met by Level 1 assets only; and
1 For International SFIs that deal in foreign currencies (i.e-Bfburrency), the
HQLA requament must be met by Level 1 assets and Level 2A assets only.
2 assets will comprise of no more than 40% of the stock of HQLA. Level 2B
will not be counted for HQLA purposes.

If adopted, the proposed calculation for International SFistierltCR would be:

Stock of HQLA: Level 1 + Adjusted Level 2A
TotalNet Cash Outflows

Subsequent to receipt of the completed QIS responges Central Bankvill be able to
better determine the impactof the inclusion and/or exclusion of these assets
international SFI HQU@&vels Inthisregard, we encourage all SFls, especially those
would be impacted by the inclusion and/or exclusiorLefel 2assets, to complete thg
attached QIS, and retursame to the Central Bank on or before the end of
consultative periogd28" February, 2019
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6.2 Proposalfor LCR: Net Cash Outfl@wv

Bahamiandomesticbanks arelargelyfunded by deposits. As at 8®Beptember 2018Deposit
liabilities accounted for 35% of Total Liabilities in the Bahamian banking system. For Domestic
SFls, deposit liabilitiesccount for 67% dheir total funding Converselyinternational SFleposit
liabilities accountedor only 32% of their totalunding.

Breakdown of Deposit Liabilities
(as at 30th September, 2018)
Domestic SFls International SFls All Banks
($in millions) Total BSD Total BSD Total
Total Liabilities 19,374.10[ 9,907.00| 162,927.10, 1,711.00 182,301.20
of which: Deposit Liabilities 13,063.10[ 6,682.80| 51,428.30 - 64,491.40
% of Total Liabilities 67.4% 31.6% 35.4%

The second component in th&CRormula requires SFIs to calculate th€atal Net Cash Outflows
(over a 36day modeled stressed peripd The Basel btandardsprovide very grandular cashflow
assumptions to be used to calculate net cash outfloswever, the Central Bankoposes to
streamline and greatly simplify the Badélcashflow assumptionso better alignthe assumption
categorieswith the profiles oBahamian banksTo give an idea dfow this realignment has been
achievedthe Baselll cash outflove and cash inflow categories amloeir associatedactors total
around 35 and 13 respectively. The Central Bank proposes to adopt 13 cash outflowieatego
and 12 cash inflow categories and factors.

Appendices 5 and 6éutline the Basel llcashflow assumptions angtes to be applied for each
category. Appendices 1 ands@mmarizeghe cash outflow and inflow categories and rates the
Central Bank propses to adopt.

A Cash Outflows

Total expected cash outflows are calculated by multiplying the outstanding balahe@sious
categories or types of liabilities (and dfdlance sheet commitments) by the rates they are
expected to run off or be drawn dowkor example, stable deposits will attract an outflow rate

of 5%, whereas unsecured wholesale funding provided by other legal entity customers, such as
financial institutions (i.e. other banks, securities firms, insurance companies) will attracioéf run
factor of 100%.

A Cash Inflows

Total expected cash inflows are calculated by multiplying the outstanding balances of various
categories or contractual receivables by the rates they are expected to flow in during the stress
period ¢ up to an aggregate cap @%% of total cash outflowdzor example, credit lines and
liquidity facilities will attract an inflow rate of 0%, while other retail inflows are assumed to be
received, but will attract an inflow rate of 50%.ontingent inflows are not included.
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A TotalNet Cash Outflow

Total net cash outflows is defined as total expected cash outflesstotal expected cash inflows
over the next 30 calendar days:

TotalNet Cash QOtflows
over the next 30 calendar
days

Total expected cash outflowsMin {total expected
cash inflows; 75% of total expected cash outflows}

6.3 Proposed Calculation for LCR and NSFR
This section outlines the proposed calculations for the LCR and NSFR for prudential reporting
purposes:

6.3.1 Liquidity Coverage Ratio (LCR)
The Central Banis proposing tacalculate the LCR by takitfQLA as a percentagethe { CL Qa
total net cash outflowsover a thirty (30) day perigdassuggested by the Basel Committéehe

calculation would be as follows:

Stock of HQLA
TotalNet Cash Outflows

Although the above formula is identical to the Basel LCR calculation, the Bahamian components
to this formula are intended to considerably simplify from the full Basel rules text.

6.3.2 Net Stable Funding Ratio (NSFR)

The Central Bank proposing to adopt th formulaprescribedby the BaseGCommittee, noted in
Section 5.2 of this papef.he Central Banis alsoproposing to adjust the factorand simplify
some of the categoriethat will constituteAvailable amount of Stable Fundi(ASFandRequired
amountof Stable Fundin¢RSF).

Appendices 3and4 outline the proposedundingcategories and\SHactors, and the proposed
assetcategories andRSFactors the Central Bank intends to adopt for the calculation of the NSFR.
The calculation would be as follows

14 Appendices hnd2 outline the proposed cash outflows, cash inflows and the applicable runoff rates.
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Available Stable Fundin
Required Stable Fundin

Each categoryasset and liabilitiesk to be calculated by multiplying tlireoutstanding balances
by the relevant ASF factor or RSF factors.

6.4 Proposed Requirements
6.4.1 Liquidity CoveragdRatio (LCR)

All SFlsvill be required to maintain a LCRgreater than orequal to100% at all timesShould

the LCR fall below 100%, the errant SFI will need to immediately inform the Central Bank, and
swiftly reach agreement on how the LCR will be restored to an acceptableTeeeL.CR will be
reported regularlyto the Central Bank, but banks must bble to estimate their LCR on any
business day to an acceptable degree of accuracy. The Central Bank notes that its proposed
simplification from the Basel rules text will aid in any-aiffarter LCR calculation.

6.4.2 Net Stable Funding Ratio (NSFR)

All SFlswill be required tomaintain a NSFR of a least 100% at all tivAsswith the LCR, any SFI
falling below 100% NSFR will need to immediately inform the Central Bank, and swiftly develop a
remediation plan acceptable to the Central BaAls with the LCR, thRSFR will be reported
regularly but banks will need to be able to calculate their NSFRs and report the result to the
Central Bank for any business day.

The Central Bank will reserve the right to require an Sildiotain a higher minimum LCR and/or
NS This is analogous to the Pillar 2 supervisory power to adjust minimum capital requirements,
and will be deployed when the Central Bank considers that an SFI displays an unusually high
liquidity risk profile, or a less than impressive ability to managedity risk.

6.5 Quantitative Analysis

The Central Bank has undertaken prelimingmantitative analysis on the balance sheet impacts
associated with the LCR and NSH#e relevant informatiowas sourcedrom the March 2018
Quarterly Financial ORIMS returns.

The results othe preliminary analysis suggest that Bahamian domestic banks should be able to
meet both the LCR and NSFR requirements without undue diffidattydomestic banks sourcing
substantal funds from offshore parents, some rearrangement of current maturities may be
necessary.

Datafrom international SFIshowever,wasinsufficient to make the same generalizatiomhe

operations of international bank®nd to bebroader in scope, and #se SFIs are typically more
reliant on wholesale funding
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To this endwe wish to emphasize the importance of bank participatiothmQIS exerciselt is
anticipated that the findings from this exercise will help us to better understand

- 0 y 1 adity ptofNes dadl funding structures;

- the composition of bank3vholesale vs. retail fundin@nd their duratior); and

- the direct impact of thd.CR and NSpRoposals orbank liquidityoperations and level of
compliance.

The Central Bankould beparticularly interested in receiving quantitaé impact surveys from
banksthat consider they might need to materially adjust their balance sheets for LCR or NSFR
compliance.

The current regime, the liquidity ratio in particular, focuses solelglmort term retail deposits.
The planned regime takes into account all future cash outflows at their respectiveffuates
allowing supervisors and SFls alike to better prepare and account for potential liquicstyrrdsk
stress

6.6 Request for Additionalnformation

¢ KS / Sy (NI f quartenyffiradcial Getla3Nd® yiail collesufficienty granulardatato

accurately calculate the LCR and N&FFSFIs. In that regardugplementary to this discussion

paper,the Central Bank hgzrovided a Liquidity QIS templateattached inAppendix9. SFisnay

calculate theipro formaL.CR and NSFR test their compliance witthe Central BarR & LINZ LJ2 & SR
liquidity regime

We invite SFI$o complete theQIS template and provide copies ahe completedforms, in
FRRAGAZY (2 Fyeé 02YYSyida 2N 02y 9d&inloaor Mol NRA Yy 3
the end of the Consultative Perip2Bth February, 20195FIs are encouraged to complete the QIS

template on a best efforts basis.

Although theQIS exercise is focused upon banks, the Central Bank would be happy to receive QIS
returns from any credit unions wishing to report on how they would fare under internationally
accepted bank liquidity requirements.

7. REPORTING

The Central Bank propos#sat all bankswill report their LCR an®NSFR position® the Central
Bankin line with the current ORIMSveekly, monthly and quarterly financial submissions.
Implementation of the LCR and NSFR aldb necessitate changes to reporting templates for
affected SFls.

Additionally, all SFlswith the exception of Host International SFisl| berequired to report their
LCR to the Central Bank owaekly and/omonthly basis. Host International SFIs will be required
to report their LCRositionsquarteny, in line with the ORIMS quarterly finanagiedurns. The LCR
position reported in the quarterly returnmust represent the LCR for the last month in that
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guarter, i.e. for the March quarterly submissions the LCR reported would only be representative
of that which was calculated for the month of March. Nonethel@dsSFIs will need to be alite
calculate anctontinuouslymonitor their LCRand NSFRositions which must exceed 100% at all
times.

SFlsnustnotify the Central Bank immediately if thelCRor NSFRas fallen below, or is expected
to fall below 100%.The Central Bank reserves the right to request a® Jifuidity position at
any pointin time.

8. HREDRILL

The Central Bank is proposing to implemerit & A NBequreévdertt ihichwill testhow quickly
and howwell abankcan project its cash flows under severe stress.

Specifically, the Central Bank will have the rightequire any relevanbankto provide its LCR

and NSFR calculations on any business day. Requests issueddantia Bank before close of

business must be met for that day, with the projections delivered before opening of business the

next day. SFIs will still be required to maintain internal stress testing assessments required under
Paragraphs 7.2T.250fthe/ SY (i NI} f . I y1Qa [AljdZARAGE DdzZARSf Ay Saod

The Central Bank expedtsnksii 2 6S Fo0fS (2 YSSi GKA&A AGFANB RNAC
effort, particularly given the simplified nature of the proposed Bahamian LCR and NSFRs.regime
Wherebanksare unable tgrovide adequate same/next day crisis liquidity reportitigswill be

considered a material prudential issu€he Central Bank proposes to initially condieitly

frequent fire drills especially on £5IBs and the larger international banks, ensure mitial

compliance Over timeas SFIs prove their capabilitthe frequencyof the fire drillswill likely

reduce.

9. RSKMANAGEMENT ANBIONITORING

In addition to theintroduction of the LCR and NSFR minimum liquidity standards, Basel introduced

FADS Y2yAU2NAyYy3a YSUGNROaA G2 | AR &dzLJSNEnetdicE NE Ay | 3
Ol LG dzNB A LISOATFTAO AYTF2NNI GA2Y NI struciue Ravailable | ol ylQ
unencumbered collateral and certain market indicators

a) Contractual maturity mismatch
b) Concentration of funding

c) Available unencumbered assets
d) LCR by significant currency; and,
e) Marketrelated monitoring tools

These monitoring meics are further detailed in paragraphs td4s n 2 F . I aSt Qa [/ w LI

{SOlA2Yy 1T 2F (GKS /SyuGNlrf .lFyl1Qa [AljdzZARAGE DdzA RSH
and monitoring tools currently imposed on SFIs. We do not enviladradoptingthe five metrics
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will be burdensome on SFisecause theyare currently required oexpectedto have in place
some variation of the aforementioned monitoring tools. The Central Bgkposals regarding
these metrics are detailed below.

9.1 Contractual MaturityMismatch

Contractual maturity mismatcrdentifies the gaps between BEontractual cash and security
inflows and outflows from all orand offbalance sheet itemfor defined time bandsAs outlined

in Section 7.47.5 ofthe Central BarR Biquidity Giidelines, he Central Bank currentkgquires

SFls to produce a maturity profile pwoject future cash flows arising from assets, liabilities and
off-balance sheet commitments and other contingent liabiliti€kis is reported tdhe Central
Bankvia the maurity-wise analysis of liabilities and assets form, as a part of the Quarterly ORIMS
Financial Return.

t F NI INF LK mtd 2F .1 &StQa [/, ,4he datalcifledleddfromtBeS a G a G KI
contractual maturity mismatch should provide data on theegories outlinedn the LCRThe

Central Banlproposes ¢ revamp its current maturitywise analysis form to obtain more granular

dataoy G KS YI (dzNA (& afd addyiore{skibtt @rin méxilirity Kuck®ts, Buahias

overnight, 7 day, 14 day, etc.

9.2 Concentration of Funding

Concentration of Funding identifies those sources of wholesale funding that are of such
significance that withdrawal of #t funding could trigger liquidity problems. This metric
SyO2dzN} 3Sa GKS RAGSNEATAOFGAZY 27F TFdfoRwy 3 a2 dzNJ
Principlesand in Paragraphs 7.4.14 ofthe CentralBarRad [ AljdZARA (& DdzA RSt Ay Sa

The Central Bafka [ A Guitklimessiiggest SFIs should establish a funding strategy that

provides effective diversification in the sources and tenor of fundirgyfurther enhance the

diversified funding requirementshé adoption of this metrigvill encourageSFIs to examine tlire

funding concentrations by counterparty or type of instrument/product as a percentage of total

liabilities Furthermore, SFls will be requiredpmovide a list of the amount of assets and liabilities

in each significant currency, so that the amount@fl$dzO ( dzNJ f OdzNNBy O&é YA aY!l 4 OK
and liabilities would be captured.

The Central Bank notes that some hegpervised SFls rely in part upon material funding from

parents and affiliates. Currently this funding may be repayable on demaodneet the LCR,

some or all of this funding may need to move to longer tenors, say 31 day notice.

9.3 Available unencumbered assets

This metric will providghe Central Bankvith data on the quantity and key characteristics,

including currency denomination and location,®F& Q | @F Af I 6f S dzBHs/c@dzy 6 SNBR

potentially utilize these assets as additional sources of liquidity.

SFIs will be required to report
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0] Theamount, type, and location of available unencumbered assets that could serve
as collateral for secured borrowing in secondary markets at prearranged or current
haircuts at reasonable costs

(i) The amount, type, and location of available unencumbered assetsatieaeligible
for secured financing with relevant central banks at prearranged (if available) or
current haircuts at reasonable costs, for standing faciliiels*;

(i) The customer collateral receiveithat the bank is permitted to deliver or #gledge,
as well as the part of such collateral that it is delivering or repledging at each
reporting date;

(iv) The total amount of unencumbered assets available, categorized by significant
currency®;

(V) The estimatedhaircut that the secondary market or relevant centktank would
require for each assé&t and,

(vi) The expected monetized value of collateral (rather than the notional amount) and
where the assets are actually held, in terms of the location of the assetw/aaid
business lines have access to those assets.

This metric will provide a standardized measure of the extent to which the LCR can be quickly
replenished after a liquidity shock either via raising funds in private markets or utilizing central
bank stantihg facilities.

9.4 LCR by significant currency

Monitoring the LCR in significant currenéfesill allow the SFI anthe Central Banko track
potential currency mismatch issues that could aiis@ time of stressThe Central Banktends
to adopt this metric to supplement the foreign currency liquidity management ttuds are
currently in place and outlined in paragraph 7.10mef CentralBarRa [ Alj dZA RA (& DdzZA RSt A

SFls should monitor its LCR in significant currencieg tlencalculation below:
Stock of HQLA in each significant currency

Foreign Currency LGR Total net cash outflows over 3fay time period in each
significant currency

Theforeign currency LCR is not a standard but a monitoring. tdd internationally defined
minimum required threshold has been sdh that regard, not all SFIs will be required to
implement this monitoringtoo. BA SR dzL)l2y GKS deéLlsS 2F {CL FyR Iy |

15 This would include collateral that has already been accepted at the central bank but sammaised. For assets to be counted in

this metric, the SFI must have alreaalyt in place the operational procedures that would be needed to monetize the collateral.

16 A currency is considered significant if the aggregate stock of available unencumbered collateral denominated in that currency

amounts to 5% or more of the assated total amount of available unencumbered collateral (for secondary markets or central

banks).

17 In the case of the latter, a SFI would be expected to reference, under business as usual, the haircut required by thamentral

that it would normally acess (which likely involves matching curreqeyg.ECB for euralenominated funding, Bank of Japan for

yen funding, etc.).

81 QOdzNNByOe A& aaAadyAFAOLyGéeé AT GKS 33INBALGS Al dliteskAGASE RSy2YAyY
19 The Amount of total net foreign exchange cash outflows should be net of foreign exchange hedges.
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to raise funds in foreign currency marketsthe ability to transfer a liquity surplus from one
currency to another and across jurisdictions and legal enfitiesit KS { CL Q& & dzLJSNIJA & 2
determine whether a minimum required threshold wouldedto be setat the currency level

The CentrbBank expects and in need will require that all domestic banks maintain a $B LCR
comfortably in excess of 100% in normal times, and in excess of 100% under stress.

9.5 Market-related monitoring tools

High frequency market data with littler no time lag carbe used as early warning indicators on
monitoring potential liquidity difficulties at SFIs. This metric suggdstsnonitoring ofmarket
data at three levels: (i) Marketide information; (ii) Information on the financial sector; and, (iii)
Bankspecificinformation.

The Central Bank intends to adopt this metricftwther enhancethe Central BanR & -sie ¥ ¥
regulatory liquidity risk supervision framework.

10.CoNTINGENCMUNDINGPLAN ANCRETAILRUN MANAGEMENPLAN

In accordance with section 7.26 of théquidity Guidelingsall SFlsare currently required to

maintaina comprehensive, Board approvedriingencyFunding Plan (CERletailingeachSF&

strategies for addressing liquidity shortfalls in crisBise CFPnusto S O2y aAraiaSyd oAGK
business continuity plan and should be operational under situations where business continuity
arrangements have been activated.

In addition to a CFP, the Central Bank is proposing thaBatlamianretail deposit taking
institutionsmust develop and maintaia plan for aetail deposit rursin its CFP

The retail run management plamill ensure that in the event of a loss of market confidencarin
SFlthe SFI is prepared, logistically afiwlincially to enableretail depositorsto retrieve their
deposits as quickly and conveniently iasfeasible.The retail run contingency plan can be an
attachment to the CFP @separate document.

SFlsnustdevelop a sound plan that:

i.  Does not rely omipon closinglistribution channel®r restricting cash outlayphysically
or electronicallyto retail depositors

ii. Edimatesand makearrangements to accommodathe reasonably foreseeable physical
and electronic cash requiretly clients and the locations anchannels from which
demand would be likely to arise

iii. Pays particular attention to the need for neisistant and effective internal and external
communications, in the event of a retail run;

iv.  Recognize and facilitates basic logistical issuesuch as ATM cagity and resupply,
extended branch hours, staffing requirements and expanded internet and telephone
capacity

201t wld at NHZRSYydGAlf t NFOGAOS DAdzARSS !t D umn [AljdARAGE@DPE 1t w! X |t w!
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v. Anticipates unusually high demand felectronic and mobildanking services; and,
vi.  Considers load sharing &d inavoidng system shutdown.

In the event that an SFl is facing or believes it is about to encounter a retail run, theesfaired
to notify the Central Bank immediately.

9F OK R2YSaidAO oly1Qa NBGFAT NUzy YIyl3aSySyi
more of itscompetitors are suffering a run, which has not yet fully impacted upon the bank in
guestion.

11.TRANSITIONAARRANGEMENTS

The Basel Committee introduced the LCR ®dahuary, 2015, where the minimum requirement
was set at 60% anthisedequal steps annually, with aims of reachit@)% on T January, 2019.
With regards to theNSFRthe @mmittee implemented tlis minimum standard on St January,
2018.

In line with the intended implementation of the Basel Il reforms, the Central Bam&pssing to

implement these liquidity funding minimum standards and monitotows effectivel® January,
2020 with minimum requirements set at 100%.

12.APPENDICES
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APPENDIX — THECENTRABANK SAPPROACHPROPOSERCRCASHOUTFLOWS: APPLICABLRUN-OFFRATES
(DURING30-DAY HORIZON

Cash Outflows

Retail deposits:

Demand deposits and term deposits (less than 30 days maturity)

- Stable deposits (Covered by the Deposit Insurance) 5%
- Less stable retail deposits 10%
Term Deposits with residual maturity greater than 30 days 0%

Unsecured wholesale funding:

Demand and term deposits (less than 30 days maturity) provided by small business customers

- Stable deposits (Covered by Deposit Insurance) 5%

- Less stable deposits 10%
Cooperative banks in an institutional network (qualifying deposits with the centralised institution) 25%
Non-financial corporates, sovereigns, central banks, multilateral development banks, and PSEs 40%

- If the entire amount is covered by Deposit Insurance 20%
Other legal entity customers 100%

Secured Funding:

Secured funding transactions with a central bank counterparty or backed by Level 1 assets with ar] 0%

counterparty.
All other secured funding transactions 100%

Additional Requirements:

Currently undrawn committed credit and liquidity facilities provided to:

- retail and small business clients 5%
- non-financial corporates, sovereigns and central banks, multilateral development banks, and PSH£%
- banks subject to prudential supervision 40%
- other financial institutions (include securities firms, insurance companies) 40%
- other legal entity customers, credit and liquidity facilities 100%
Any additional contractual outflows 100%
Net derivative cash outflows 100%
Any other contractual cash outflows 100%

Total Cash Outflows
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APPENDIX — THECENTRAIBANKSAPPROACHPROPOSEDCRCASHINFLOWS: APPLICABLRUN-OFFRATES

Cash Inflows

Maturing secured lending transactions backed by the following collateral:
Level 1 assets 0%
Level 2A assets 15%
Level 2B assets

- Eligible RMBS 25%

- Other assets 50%
Margin lending backed by all other collateral 50%
All other assets 100%
Credit or liquidity facilities provided to the reporting bank 0%
Other inflows by counterparty:

- Amounts to be received from retail counterparties 50%

- Amounts to be received from non-financial wholesale counterpatrties, f 50%
transactions other than those listed in above inflow categories

- Amounts to be received from financial institutions and central banks, fr| 100%
transactions other than those listed in above inflow categories.
Net derivative cash inflows 100%
Other contractual cash inflows 100%

Total cash inflows
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APPENDI8 — THECENTRAIBANKSAPPROACHPROPOSEDN SFRIABILITYCATEGORIESE ASHFACTORS

Components of ASF Category ASF Factof
Total regulatory capital (excluding Tier 2 instruments with residual maturity of I¢
than one year) 100%
Other capital instruments and liabilities with effective residual maturity of one y
Stable non-maturity (demand) deposits and term deposits with residual maturit
less than one year provided by retail and small business customers
Less stable non-maturity deposits and term deposits with residual maturity of |4
than one year provided by retail and small business customers
Funding with residual maturity of less than one year provided by non-financial
corporate customers
Funding with residual maturity of less than one year from sovereigns, PSEs, an
multilateral and national development banks
Other funding with residual maturity between six months and less than one yea
included in the above categories, including funding provided by central banks 4
All other liabilities and equity not included in the above categories, including
liabilities without a stated maturity

95%

90%

50%

0%
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APPENDIX — THECENTRAIBANKSAPPROACHPROPOSEASSETCATEGORIE& RSHACTORS

On Balance Sheet:

Components of RSF Category RSF Facto

Coins and banknotes

All central bank reserves

All claims on central banks with residual maturities of less than six months
Unencumbered Level 1 assets, excluding coins, banknotes and central bank reserves

0%

Unencumbered loans to financial institutions with residual maturities of less than six mon
where the loan is secured against Level 1 assets as defined in LCR paragraph 50, and wh 10%
bank has the ability to freely rehypothecate the received collateral for the life of the loan

All other unencumbered loans to financial institutions with residual maturities of less than|

. . ) 15%
months not included in the above categories
HQLA encumbered for a period of six months or more and less than one year
Loans to financial institutions and central banks with residual maturities between six mon
and less than one year
y 50%

All other assets not included in the above categories with residual maturity of less than orf
year, including loans to non-financial corporate clients, loans to retail and small business
customers, and loans to sovereigns and PSEs

Unencumbered residential mortgages with a residual maturity of one year or more and wit
risk weight of less than or equal to 50% under the Standardised Approach

Other unencumbered loans not included in the above categories, excluding loans to finan 65%
institutions, with a residual maturity of one year or more and with a risk weight of less thar,
equal to 50% under the standardised approach

Other unencumbered performing loans with risk weights greater than 50% under the
standardised approach and residual maturities of one year or more, excluding loans to fin
institutions

Unencumbered securities that are not in default and do not qualify as HQLA with a remain
maturity of one year or more and exchange-traded equities

Physical traded commodities, including gold 100%
All assets that are encumbered for a period of one year or more

All other assets not included in the above categories, including non-performing loans, loa
financial institutions with a residual maturity of one year or more, non-exchange-traded
equities, fixed assets, items deducted from regulatory capital, retained interest, insurance
assets, subsidiary interests and defaulted securities
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Off Balance Sheet:

Components of RSF Category RSF Factor
Irrevocable and conditionally revocable credit and liquidity facilities to an] 5% of the currently|
client undrawn portion

Other contingent funding obligations, including products and instruments

Unconditionally revocable credit and liquidity facilities

Trade finance-related obligations (including guarantees and letters of

Guarantees and letters of credit unrelated to trade finance obligations

Non-contractual obligations such as:

- LRGSYyGAlrt NBldzSada FT2NI RSod NB
related conduits, securities investment vehicles and other such finan(
facilities

- structured products where customers anticipate ready marketability, s
as adjustable rate notes and variable rate demand notes (VRDNS)

- managed funds that are marketed with the objective of maintaining a
stable value

0%
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APPENDI6 — FORREFERENCBASELUII APPROACH.CRCASHOUTFLOWS: APPLICABLRUN-OFFRATES

Cash Outflows

A.  Retail deposits:

Demand deposits and term deposits (less than 30 days maturity)

+» Stable deposits (deposit insurance scheme meets additional criteria) 3%
+ Stable deposits 2%
* Less stable retail deposits 10%
Term deposits with residual maturity greater than 30 days 0%

B. Unsecured wholesale funding:

Demand and term deposits (less than 30 days maturity) provided by
small business customers:

+ Stable deposits 5%
+« Less stable deposits 10%
Operational deposits generated by clearing, custody and cash 050,

management activities

+ Portion covered by deposit insurance 9%
Cooperative banks in an institutional network (qualifying deposits with 250,
the centralised institution)
Mon-financial corporates, sovereigns, central banks, multilateral
development banks, and PSEs 40%
+ [f the entire amount fully covered by deposit insurance scheme 20%
Other legal entity customers 100%
C. Secured funding:
+ Secured funding transactions with a central bank counterparty or 0%
backed by Level 1 assets with any counterparty.
» Secured funding transactions backed by Level 2A assets, with any
counterparty 13%
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+ Secured funding transactions backed by non-Level 1 or non-Level 2A
assets, with domestic sovereigns, multilateral development banks, or
domestic PSEs as a counterparty

+ Backed by RMBS eligible for inclusion in Level 2B
» Backed by other Level 2B assets
+ All other secured funding transactions

25%

25%
30%
100%

D. Additional requirements:

Liguidity needs (eg collateral calls) related to financing transactions,
derivatives and other contracts

3 notch downgrade

Market valuation changes on derivatives transactions (largest absoclute
net 30-day collateral flows realised during the preceding 24 months)

Look back approach

Waluation changes on non-Level 1 posted collateral securing derivatives 20%
Excess collateral held by a bank related to derivative transactions that 100%
could contractually be called at any time by its counterparty
Liquidity needs related to collateral contractually due from the reporting 100%
bank on derivatives transactions
Increased liquidity needs related to derivative transactions that allow 100%
collateral substitution to non-HQLA assets
ABCP, SlVs, conduits, SPVs, etc:
= Liabilities from maturing ABCP, SlVs, SPVs, etc (applied to maturing 100%
amounts and returnable assets)
= Asset Backed Securities (including covered bonds) applied to 100%
maturing amounts.
Currently undrawn committed credit and liquidity facilities provided to:
= retail and small business clients 9%
10% for credit

= non-financial corporates, sovereigns and central banks, multilateral
development banks, and PSEs

30% for liquidity

= banks subject to prudential supervision

40%

= other financial institutions (include securities firms, insurance
companies)

40% for credit
100% for liquidity

= other legal entity customers, credit and liquidity facilities

100%

Other contingent funding liabilities (such as guarantees, letters of credit,
revocable credit and liquidity facilities, etc)

Mational discretion

+ Trade finance 0-5%
s Customer short positions covered by other customers’ collateral 50%
Any additional contractual outflows 100%
MNet derivative cash outflows 100%
Any other contractual cash outflows 100%

Total cash outflows

{ 2dzNDSY
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APPENDI6 — FORREFERENCBASELUI APPROACH CRCASHINFLOWSX APPLICABLRATES

Cash Inflows

Maturing secured lending transactions backed by the following

collateral:
Level 1 assets 0%
Level 2A assets 13%

Level 2B assets

+ Eligible RMBS 23%
+ Other assets 90%
Margin lending backed by all other collateral S0%
All other assets 100%
Credit or liquidity facilities provided to the reporting bank 0%
Operational deposits held at other financial institutions (include deposits 0%

held at centralised institution of network of co-operative banks)

Other inflows by counterparty:

* Amounts to be received from retail counterparties 90%

+ Amounts to be received from non-financial wholesale counterparties, .
from transactions other than those listed in above inflow categories 90%

« Amounts to be received from financial institutions and central banks,

from transactions other than those listed in above inflow categories. 100%
MNet derivative cash inflows 100%
Other contractual cash inflows National discretion
Total cash inflows
Total net cash outflows = Total cash outflows minus min [total cash
inflows, 75% of gross outflows]
LCR = Stock of HQLA / Total net cash outflows
{ 2dzNDOSY ¢KS . I aSetitldda YVABGSEQA YLIMKSNI AljdARAGE / 2@8SNF3S whkiAaz |yR
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APPENDIX — FORREFERENCBASELUII APPROACHNSFRSUMMARYOFLIABILITYCATEGORIE®& ASHACTORS

Summary of liability categories and associated ASF factors Table 1

ASF factor

Components of ASF category

Total regulatory capital (excluding Tier 2 instruments with residual maturity of less than one

100% year)
s Other capital instruments and liabilities with effective residual maturity of one year or more
95% + Stable non-maturity (demand) deposits and term deposits with residual maturity of less than
’ one year provided by retail and small business customers
90% s Less stable non-maturity deposits and term deposits with residual maturity of less than one
’ year provided by retail and small business customers
+ Funding with residual maturity of less than one year provided by non-financial corporate
customers
e« Operational deposits
50% e Funding with residual maturity of less than one year from sovereigns, PSEs, and multilateral and
national development banks
e Other funding with residual maturity between six months and less than one year not included
in the above categories, including funding provided by central banks and financial institutions
s All other liabilities and equity not included in the above categories, including liabilities without
a stated maturity (with a specific treatment for deferred tax liabilities and minority interests)
0% + MNSFR derivative liabilities net of NSFR derivative assets if NSFR derivative liabilities are greater
than NSFR derivative assets
s "Trade date" payables arising from purchases of financial instruments, foreign currencies and
commodities
{ 2dz2NDSY ¢t KS . asSt entitedr Ak ES$ QAL LWIVLISKHKS ySi ail and - fdzy RAy 3
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APPENDI)8 — FORREFERENCBASELUIl APPROACHNSFRSUMMARY ORASSETCATEGORIES RSHACTORS

Summary of asset categories and associated RSF factors Table 2
RSF factor Components of RSF category

0% Coins and banknotes
All central bank reserves
All claims on central banks with residual maturities of less than six months
“Trade date” receivables arising from sales of financial instruments, foreign currencies and
commodities.

5% Unencumbered Level 1 assets, excluding coins, banknotes and central bank reserves

10% Urencumbered loans to financial institutions with residual maturities of less than six months,
where the loan is secured against Level 1 assets as defined in LCR paragraph 50, and where
the bank has the ability to freely rehypothecate the received collateral for the life of the loan

15% All other unencumbered loans to financial institutions with residual maturities of less than six
months not included in the above categories
Unencumbered Level 2A assets

50% Unencumbered Level 2B assets
HQLA encumbered for a period of six months or more and less than one year
Loans to financial institutions and central banks with residual maturities between six months
and less than one year
Deposits held at other financial institutions for operational purposes
All other assets not included in the above categories with residual maturity of less than one
year, including loans to non-financial corporate clients, loans to retail and small business
customers, and loans to sovereigns and PSEs

65% Urencumbered residential mortgages with a residual maturity of one year or more and with
a risk weight of less than or equal to 35% under the Standardised Approach
Other unencumbered loans not included in the above categories, excluding loans to financial
institutions, with a residual maturity of one year or more and with a risk weight of less than
or equal to 35% under the standardised approach

85% Cash, securities or other assets posted as initial margin for derivative contracts and cash or
other assets provided to contribute to the default fund of a CCP
Other unencumbered performing loans with risk weights greater than 35% under the
standardised approach and residual maturities of one year or more, excluding loans to
financial institutions
Unencumbered securities that are not in default and do not qualify as HQLA with a
remaining maturity of one year or more and exchange-traded equities
Physical traded commodities, including gold

100% All assets that are encumbered for a period of one year or more
NSFR derivative assets net of NSFR derivative liabilities if NSFR derivative assets are greater
than NSFR derivative liabilities
20% of derivative liabilities as calculated according to paragraph 19
All other assets not included in the above categories, including non-performing loans, loans
to financial institutions with a residual maturity of one year or mere, non-exchange-traded
equities, fixed assets, items deducted from regulatory capital, retained interest, insurance
assets, subsidiary interests and defaulted securities

{ 2dz2NDSY ¢t KS . ast entitedrGA Gk BS$ QA L LUWIVLIS KK S ySi aidland - ¥dzy RAy 3
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Summary of off-balance sheet categories and associated RSF factors Table 3

RSF factor

R5F category

5% of the currently
undrawn portion

Irrevocable and conditionally revocable credit and liquidity facilities to any client

Mational
SUpErVisOrs can
specify the RSF
factors based on
their national
circumstances

Other contingent funding obligations, including products and instruments such as:

Unconditionally revocable credit and liquidity facilities

Trade finance-related obligations (including guarantees and letters of credit)
Guarantees and letters of credit unrelated to trade finance obligations
Non-contractual obligations such as:

- potential requests for debt repurchases of the bank's own debt or that of related
conduits, securities investment vehicles and other such financing facilities

- structured products where customers anticipate ready marketability, such as
adjustable rate notes and variable rate demand notes (WVRDNs)

—  managed funds that are marketed with the objective of maintaining a stable value

{ 2 dZNDSY
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APPENDIQ — LIQUIDITYQISTEMPLATE

Please see QIS Template Attached.
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