
Annex 10

Key areas of the ILAAP review 

During its review of liquidity compliance, the supervisory authority identified deficiencies affecting several institutions in the following areas. Institutions are expected to review their practices for full compliance with the law, taking these areas into account, and to assess whether compliance with the legal requirements is sufficient to manage their own risks or whether stricter requirements are necessary.

Redeemable deposits
When calculating LCR outflows, funds must also be taken into account where “the provider of the funds may request repayment, or where the provider of the funds may assume that the credit institution will repay the liability within the next 30 calendar days”.

The MNB expects institutions not to automatically classify their funds into LCR categories based on maturity but to review whether they include any call options. (Special deposit structures, closed-end investment funds with liquidity secured by redemption by the bank, deposits placed by real estate funds that are mandatorily redeemable by law, mandatory redemption of retail government securities sold as deposit substitutes, etc.).
Operational deposits
When calculating the LCR, “only that part of the deposit that is necessary for the use of the service of which the deposit is a by-product should be treated as an operational deposit. The part exceeding this amount should not be treated as an operational deposit.”

The MNB expects institutions using the operational deposit category to have a methodology in place for determining the balance necessary to maintain the operational relationship. On the other hand, it should perform a statistical estimate to ensure that the average outflow factor of the deposit portfolio divided into operational and non-operational parts adequately reflects the risk of the total deposit portfolio.
balance sheet consistency
The MNB examines whether the deposit portfolio included in the balance sheet appears as an outflow in the LCR. Regardless of the customer sector, in the event of any significant discrepancies, the MNB examines the legitimacy of the exemption based on contract templates and maturities.
[bookmark: _Hlk54949693]Review of liquid assets
According to the LCR regulation, the determination of liquid assets is a multi-step procedure, and the application of the detailed rules is not straightforward in the case of all instruments. However, the report uses consolidated categories both in terms of instruments and calculation logic; the vast majority of liquid assets appear in a few cells. The volume of liquid assets reported in the LCR thus cannot be directly compared to other regular data reports. The MNB may therefore request a breakdown of liquid assets under the LCR, reflecting the individual instruments, valuation and stress steps, and other adjustments. The template used can be found in Annex 12: “Request for data to check for unstable funds”.
Daily compliance with indicators
The liquidity and funding indicators prescribed by the MNB must be complied with on an ongoing basis, not only at the reference dates for the related data reports. If, based on the regular daily data reports, the MNB does not consider ongoing compliance to be met, it will examine this in more detail as part of its ILAAP reviews.

Management of customer funds received in the course of investment services
In the case of funds received in the course of investment services activities and held in customer accounts that are not covered by OBA deposit insurance but are covered by BEVA insurance, the Bank, as an investment firm, may not dispose of the funds as its own pursuant to Section 57(2) of the Capital Market Act. When these amounts appear on the Bank’s asset side, the requirement relating to the operational requirements for liquid assets (Article 8(3) of EU Regulation 2015/61), according to which the requirement “credit institutions shall ensure that their liquid assets are under the control of a specific liquidity management function within the credit institution” cannot be met due to the provisions of the Capital Market Act. Thus, the Bank may not include these funds in its liquid assets at either the individual or consolidated level. The MNB expects the Bank not to consider funds received in the course of investment services and held in customer accounts as freely available and to exclude them from the LCR calculation at both the individual and group levels. (In the case of an investment firm belonging to the group, rather than the Bank, customer funds placed by the investment firm may be included in the individual bank report but must still be excluded from the consolidated report.) In the absence of justification, the MNB balance – in the case of foreign currency, the foreign currency nostro balance – must be reduced on the asset side. The requirement does not apply to amounts held in cash (deposit) accounts linked to securities accounts.

Foreign currency LCR compliance

Pursuant to Article 8(6) of EU Regulation 2015/61, the MNB expects the adjusted foreign currency LCR indicator[footnoteRef:2] to approach 100 percent in significant currencies and institutions to incorporate regular monitoring of these indicators into their internal liquidity reporting practices. A currency is considered significant if liabilities reach at least 5 percent of own funds, excluding off-balance sheet items.  [2:  The MNB defines the adjusted foreign currency LCR indicator by considering inflows due from financial customers within 30 days (including derivative transactions) as liquid assets, i.e. it takes them into account in the numerator of the indicator without applying a(n inflow) cap. ] 
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