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Ordinance No. 11

on Bank Liquidity Management and Supervision

(Issued by the Bulgarian National Bank on 1 March 2007; published in
the Darjaven Vestnik, issue 22 of 13 March 2007)

Chapter One
General Provisions

Subject

Article 1. (1) This Ordinance shall provide for banks’ liquidity management re-
quirements and the procedure for exercising liquidity supervision by the Bulgarian
National Bank (BNB).

(2) Banks shall manage their liquidity in a manner that ensures they can regularly
and without delay meet their daily obligations, both in a normal banking environment
and in a crisis situation.

(3) To manage its liquidity, each bank shall develop and use a system whose main
goal is to maintain liquid funds to cover mismatches between cash inflows and out-
flows.

(4) The liquidity management system of a bank shall include:
1. liquidity management rules and procedures;

2. a liquidity management body directly subordinated to the competent managing
body of the bank;

3. an efficient management information system.

Chapter Two
Liquidity Management System

Requirements

Article 2. The liquidity management system shall meet the following requirements:

1. the bank shall pursue a policy of a daily liquidity management which is approved
by the competent managing body and is adequate to the amount, specificity of its
operations and the risk level at the bank;

2. the competent managing body shall ensure an adequate management structure
for effective liquidity management in accordance with the approved rules and proce-
dures;
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3. liquidity position limits shall be set for individual time horizons and periodically
reviewed;

4. the management information system for monitoring, measuring and controlling
liquidity risk shall comprise net cash flows and liquidity positions in levs and in most
often used foreign currencies;

5. each bank shall maintain the required degree of diversification of liabilities en-
suring liquid funds for their repayment in conformity with their maturity structure and
market conditions;

6. each bank shall conduct periodic stress tests, scenario analyses and liquidity
assessment under adverse circumstances;

7. each bank shall exercise internal liquidity management control which includes
an independent overview and assessment of the system efficiency, compliance with
liquidity management rules and prescriptions made.

Internal Rules

Article 3. (1) The competent managing body of each bank shall adopt internal
liquidity management rules.

(2) The internal liquidity management rules shall specify:

1. liquidity management principles for implementing the bank’s normal operations
under a ‘going concern’ scenario;

2. contingency plans and a ‘liquidity crisis’ scenario outlining the measures, ac-
tions and the relevant responsibilities to be activated in the event of the bank experi-
encing a liquidity crisis;

3. methods employed in liquidity management, including the methodology used to
calculate the minimum balance on deposits and a description of the principles thereon;

4. the powers, structure and composition of the liquidity management body;

5. the duties of bank employees and competent managers responsible for liquidity
monitoring, reporting and management.

(3) Internal rules and material amendments thereto shall be submitted to the Bul-
garian National Bank for review within ten days from their adoption.

Liquidity Management Body

Article 4. (1) Each bank shall constitute a liquidity management body which shall
be directly accountable to the competent managing body of the bank and shall have as
members at least one of the individuals under Article 10, paragraph 1 of the Law on
Credit Institutions.

(2) The liquidity management body shall be responsible for developing and em-
ploying the liquidity management system.

(3) The liquidity management body shall prepare contingency plans in case of un-
expected outflows of funds due to unforeseen events or adverse circumstances.
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(4) The liquidity management body shall periodically submit reports to the compe-
tent managing body concerning its operational decisions, including also the results of
the periodic stress tests. The competent managing body shall regularly review and
assess the effectiveness of these decisions.

Management Information System

Article 5. (1) The information system for monitoring a bank’s liquidity shall main-
tain all information required for the current calculation of liquidity position taking into
account the liquidity profile of the bank and liquidity of the markets on which the bank
operates.

(2) The system shall be based on:

1. constructing and maintaining a maturity ladder of assets, liabilities and off-bal-
ance sheet items;

2. assessing cash inflows and outflows; and
3. calculating the required amount of liquid assets.

Maturity Ladder

Article 6. (1) The liquidity management body under Article 4 shall construct and
maintain a maturity ladder of assets, liabilities, off-balance sheet items and cash flows
under Article 7, paragraph 1.

(2) Information contained in the maturity ladder shall be monitored and updated on
the basis of a daily review to assess the bank’s short and medium-term liquidity re-
quirements.

(3) The maturity ladder shall comprise the following maturity time bands:

1. at sight up to seven days;

. eight days to one month;

. over one month to three months;
. over three months to six months;
. over six months to one year;

AN AW N

. OVer one year.

(4) Each bank shall construct and maintain separate maturity ladders under a ‘go-
ing concern’ scenario and a ‘liquidity crisis’ scenario.

(5) A ‘going concern’ scenario is in place where in the coming one-year period the
bank has no intention or no need to reduce or significantly limit its activity, operates
without difficulties in a stable banking system and shows no danger of running into
insolvency or a liquid crisis.

(6) A ‘liquidity crisis’ scenario is in place where the bank is unable to meet its
obligations and shows signs of confidence crisis concerning its stability or the stability
of the whole banking system which may cause the bank to run into insolvency.
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(7) The ‘liquidity crisis’ maturity ladder shall be assessed in the course of on-site
inspections under Article 10, paragraph 2; if a bank is experiencing liquidity prob-
lems, it may be obliged to submit its ‘liquidity crisis’ maturity ladder under Article 9,
paragraph 2.

Cash Flow Assessment

Article 7. (1) Each bank shall assess its cash inflows and outflows on the basis of:

a) the remaining term to maturity of each individual asset and liability whose matu-
rity is certain, and

b) by projecting expected and probable cash flows for those components where
maturity is uncertain, including off-balance sheet items.

(2) In projecting cash flows on assets, liabilities and off-balance-sheet items under
the ‘going concern’ scenario, the bank shall take into consideration historic cash flows
adjusted as needed to take into account seasonal fluctuations and prevailing economic
and market conditions.

(3) Under the ‘liquidity crisis’ scenario, the bank’s cash flows shall take into con-
sideration its contingency plans, including sale of assets and methods of financing,
which ensure service of near-future outflows attributable to accelerating deposit with-
drawals and other anticipated cash payments.

(4) The maturity ladder assessments of both scenarios shall focus on expected short
and medium-term cash flow mismatch between outflows and inflows in various time
bands of the maturity ladder, and on the underlying assumptions for actual and pro-
jected maturities of assets, liabilities and off-balance-sheet items. Where inflows within
a given maturity band exceed the outflows within the same time band, excess liquidity
from the preceding time band shall be considered as additional inflow of liquid assets
in the following time band, and in case of liquidity shortage — as additional outflow in
the following time band.

Liquid Assets

Article 8. (1) Within the meaning of this Ordinance the term ‘liquid assets’ shall
include:

1. cash and cash balances with the BNB;

2. balances on current accounts with other banks and interbank deposits with a
term of up to seven days;

3. tradable debt securities issued by central governments or central banks which are
assigned 20 per cent or more favourable risk weight in accordance with Chapter Four
of Ordinance No. 8 of the BNB on the Capital Adequacy of Credit Institutions;

4. treasury bills and bonds of the Government of the Republic of Bulgaria other
than those under item 3;
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5. tradable debt securities issued by institutions which are assigned 20 per cent or
more favourable risk weight in accordance with Chapter Four of Ordinance No. 8 of
the BNB on the Capital Adequacy of Credit Institutions;

6. tradable debt securities issued by international banks for development and inter-
national organizations in accordance with Lists 1 and 2 of Appendix 3 to Ordinance
No. 8 of the BNB on the Capital Adequacy of Credit Institutions;

7. gold in bullions or plates with weights accepted by gold markets.

(2) The following ratios have been introduced for monitoring liquidity:

1. liquid asset ratios — the ratio between the amount of available liquid assets under
paragraph 1 and the amount of deposits and other bank’s liabilities;

2. liquidity ratios by maturity time bands — the ratio of the amount of assets (cash
inflow) for the relevant maturity time band plus the excess of the net cash flow from
the preceding time band to deposits and other bank’s liabilities (cash outflow) for the
same maturity time band; where a shortage of the net cash flow from the preceding
time band is established in calculating the ratio, the shortage shall be added to deposits
and other bank’s liabilities (cash outflow);

(3) The liquidity of a bank shall be deemed acceptable if the liquidity ratios by
maturity time bands are not under 1 at least for the first two maturity time bands.

(4) The Bulgarian National Bank shall monitor the amount and composition of banks’
liquid assets and, where appropriate, establish minimum liquidity ratios on a bank-by-
bank basis under Article 12, paragraph 1.

Chapter Three
Liquidity Supervision
Reports

Article 9. (1) Banks shall submit to the BNB monthly liquidity reports on a ‘going
concern basis’ showing projected lev cash flows and correspondingly the lev equiva-
lent of foreign currency-denominated assets and liabilities. The reports shall be pre-
pared and delivered to the BNB by the 15th day of the month.

(2) If the BNB finds out that a bank has a material liquidity problem that requires
prompt action, the Deputy Governor heading the Banking Supervision Department
may oblige the bank to submit liquidity reports weekly or daily prepared on a ‘liquid-
ity crisis’ basis to reflect its plans for survival.

(3) All liquidity reports shall be approved and signed by two executive directors of
the bank.

On-site Inspections

Article 10. (1) In the course of on-site inspections, the Bank Supervision Depart-
ment shall assess the effectiveness of a bank’s liquidity management system, the reli-
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ability of the reports submitted, diversification of assets and liabilities and the ad-
equacy of liquidity.

(2) The Bulgarian National Bank may, without notice to the bank, carry out on-site
inspections to review and assess the adequacy of:

1. the bank’s net cash flows projections reflecting a liquidity crisis scenario;

2. contingency planning procedures to be implemented in the event of a liquidity
crisis; and

3. survival time implicit in its liquid asset holdings.

Supervisory Assessment of the Liquidity
Management System

Article 11. Based on the information collected under Articles 9 and 10, banking
supervision authorities shall conduct an on-going assessment of the liquidity manage-
ment of each individual bank, including the adequacy of the bank’s survival strategy
should it be the target of a run on deposits.

Enforcement Measures and Sanctions

Article 12. (1) When a bank is experiencing liquidity difficulties, the Deputy Gov-
ernor heading the Banking Supervision Department may set minimum liquid asset
ratios to be attained by the bank in a limited time frame.

(2) Where a bank is in violation of the requirements of this Ordinance and fails to
implement remedial actions that have been conveyed by the BNB, the Deputy Gover-
nor heading the Banking Supervision Department may impose administrative mea-
sures and sanctions for correction of such violations under Article 103, paragraph 2 of
the Law on Credit Institutions.

Transitional and Final Provisions

§ 1. This Ordinance is issued on the grounds of Article 42 in connection with § 13
of the Law on Credit Institutions, and is adopted by Resolution No. 25 of 1 March
2007 of the Governing Council of the Bulgarian National Bank and repeals Ordinance
No. 11 on Liquidity Management and Supervision of Banks (Darjaven Vestnik, issue
125 of 1997).

§ 2. The Deputy Governor heading the Banking Supervision Department shall is-
sue mandatory instructions on the enactment of this Ordinance.



