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I mpact assessment of the new liquidity ruleson L uxembourg banks

1 Context

Following a first study in Q1/2011, a second loQalantitative Impact Study (QIS) of the
new liquidity standards for credit institutions sled on the version published by the Basel
Committee on Banking Supervision (BCBS) in DecemBéid, was conducted in
Q2/2011 jointly by the BCL and the CSSF.

2 Objectives

The main objectives were:
» Assessing the impact of the new liquidity standamit.uxembourg banks;

* lIdentifying any unintended consequences, which dcouksult from the
introduction of the liquidity standards at localéé

* Raising awareness of the new liquidity standardsregithe Luxembourg banking
community at an early stage of the observatioropeand

* Providing input to Luxembourg authorities’ positioninternational discussions.

3 Definition

The local QIS is based on the two new liquiditynst@rds developed by the BCBS, the
Liquidity Coverage Ratio (LCR) and the Net Stablen@ing Ratio (NSFR). The current
study did not yet take into account the proposathef European Commission on the
capital requirement directive (CRD 1V), which wasgbfished on 20 July 2011.

Figure 1 - Short description of the two ratios

Stock of highly « Time horizon: 30 days.
liquid assets « Requires a minimum amount
— of liquid assets to be held in
Lo = ————————— 2100% order to weather a severe
Stressed net cash stress in the short term.

outflows over 30-day « Binding on January 1st, 2015.
horizon

Liquidity Coverage Ratio

« Time horizon: 1 year.

Available amount of « Requires a minimum amount of |
stable funding funding that is expected to be |

stable over a one year time |
S = — 2100% horizon based on liquidity risk
factors assigned to assets and |

Required amount of off-balance sheet liquidity

stable funding

Net Stable Funding Ratio

exposures. ;
+ Binding on January 1st, 2018.

! International Framework for Liquidity Risk Meastrent, Standards and Monitoring;
http://www.bis.org/publ/bcbs188.htm
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4  Quantitative Impact Study results

DISCLAIMER: Data collection was mainly based on the production of ad hoc figures
delivered by participating banks and this, under the assumption that banks maintain their
current business model and taking into account some individual interpretation given by
the preliminary status of the underlying regulation.

4.1 Survey outline

The survey was based on data as per 30/06/201tharsdmple of banks chosen was the
same as for the survey performed as per 31/12/8@1f) This sample is deemed to be
representative of the local financial sector inmerof total assets, number of banks,
business models and sizes of the banks surveyed.

In total 59 banks (40% of total banks) participaitedhe survey, representing EUR 606
bn in assets (80% of the total assets of the bgrdeator). Total assets represented in the
sample of banks remained quite stable comparduktprevious impact study.

4.2 Overall results

The number of banks complying with the LCR and NS&fos remains small. Only 8
banks out of 59 fulfill both of the new liquiditytios, representing a decrease compared
to the results of the first impact study on Decen¥10 data in which 11 banks out of
59 fulfilled both ratios.

Figure 2 - Compliance of sample with LCR and NSFR requirements
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For the same sample of banks, compliance with L&Riirements decreased compared
to the previous impact study based on December #aif) where 25% of participating
banks fulfilled LCR requirements. Compliance witlslRR requirements remained stable
throughout both impact studies with 47% respecyivé6% of participating banks
fulfilling NSFR requirements.

4.2.1 LCR results

The results show that 12 banks out of the sampl&9obanks would comply with the
LCR compared to 15 banks on December 2010. Thahdison of these results shows
that the banks fulfill the LCR either comfortably ot at all. Due to the deterioration of
market conditions during the first half of 2011,nka that barely fulfilled the LCR

requirements as at December 2010 came up shorionfg lwompliant with the LCR in

June 2011.

Figure 3 - Distribution LCR
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In terms of number of banks, compared to the presimpact study with December 2010
data, 5 banks fulfilling LCR as at December 201@ndifulfill LCR requirements as at
June 2011 mainly due to an increase of the outflawtls a parallel reduction of their
buffer. On the other hand 2 banks not fulfillinggthCR as at December 2010 fulfilled
LCR requirements as at June 2011.
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According to these results, the banks surveyed dviade a potential aggregated shortfall
of EUR 65 bn in highly liquid assets in order tamy with the LCR compared to a
EUR 75 bn aggregate shortfall in December 2010u(asyy no adjustments in their
business model).

Figure 4 - Shortfall in highly liquid assets
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On the other hand, the average LCR ratio for thek®an the sample decreased from
59% as at December 2010 to 55% as at June 2011.

The decrease of the shortfall is due to the contbeféect of an increase in the buffer of
liquid assets on the one hand and a decrease thabeetical buffer needed for the whole
sample on the other hand. This positive evolutsohdwever mainly driven by two banks
that have reduced their total net cash outflowsabgut EUR 7.616 Mio and increased
their buffer of liquid assets by EUR 3.454 Mio. Jtexplains why, while the aggregated
shortfall has decreased, on average the compliaitbethe LCR has slightly decreased
compared to the first survey. This evolution mayekplained by the following facts:

- The majority of banks have not yet adjusted thasgitess models;

- The deterioration of market conditions, especialith regards to sovereigns, has
decreased the value of eligible assets for thedigubuffer’;

- Some banks have decreased their position towarderegns from PIGS
countries.

Given that market pressure on sovereigns has fuitbesased during the second half of
2011, it is to be expected that without changabkedousiness model or business activities
the average compliance with the LCR will not matiéyiimprove in the near future.

% This is the case for 32 banks in the sample
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In terms of size, it has to be noted that smalkisaaxhibit a smaller shortfall and tend to
operate with stocks of liquid assets closer tolii® requirements than medidnand
large-sized banRs In terms of business model, the universal andagei banks show a
more significant shortfall than the other bankdasinternational active banks liquidity
buffers are often held outside the Luxembourg gnlihese observations remain in line
with those made during the previous impact study.

Figure5 - Stock of highly liquid assets by size
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Figure 6 - Stock of highly liquid assets by business model
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Regarding the main drivers behind the liquidity uiegments set out in the LCR, the
composition of the in- and outflows is key. In thespect, the most important element
remains the unsecured wholesale funding withoutadfmaal relationship, representing

% total assets < EUR 1 bn
4 total assets > EUR 1 bn and < EUR 10 bn
® total assets > EUR 10 bn
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75% of the total aggregated outflows. Short-tertrabgroup funding represents a major
part of the latter.

The same composition can be observed for the agm@gnflow categories which
mirror, in general, the outflow composition.

Compared to the previous impact study the compmusiti outflows and inflows has not
changed fundamentally.

4.2.2 NSFR results

The QIS results reveal that 27 banks out of theptamf 59 banks would comply with
the NSFR. In line with the previous impact studhe distribution of these results is more
balanced than the distribution of the LCR ratio.

Figure 7 - Distribution NSFR
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The aggregated required stable funding would amaonEUR 284 bn whereas the
aggregated available stable funding would repreBe&HR 204 bn. This would result in a
shortfall of EUR 80 bn, which represents 39% of th&al available stable funding
presently held by the banks at end of June 2011.
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Figure 8 - NSFR composition by bank size
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5 Next steps

During 2012 CSSF and BCL will continue to monitegularly the evolution and the
impact of the new liquidity ratios on the local karg sector. It is planned to request data
on a quarterly basis from those banks that hawsadyr participated in the two impact
studies. All other credit institutions are invited participate and to submit their
respective data on a voluntary basis.

Regular reporting on an at least quarterly basighef new ratios to the supervisory
authorities will be based on harmonized standawisently developed by the European
Banking Authority and will start officially by Jaauy 1st, 2013. After a transition period
the new ratios are expected to be binding as franudry 1st, 2015 for the LCR and
probably January 1st, 2018 for the NSFR, within shepe of application and following

the operational details foreseen in the currentit@aBequirements Directive (CRD V)

proposal of the EU-Commission (July 20, 2011).



