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I N T E R A G E N C Y P O L I C Y S T A T E M E N T O N 

F U N D I N G A N D L I Q U I D I T Y R I S K M A N A G E M E N T 

M a r c h 1 7 , 2010 

The O f f i ce of the Compt ro l le r o f the Currency ( O C C ) , Boa rd o f Governors o f the Federal 

Reserve System ( F R B ) , Federal Deposi t Insurance Corporat ion ( F D I C ) , the O f f i ce o f Th r i f t 

Superv is ion ( O T S ) , and the Nat iona l Credi t U n i o n Admin is t ra t i on ( N C U A ) (co l lec t ive ly , the 

agencies) i n con junct ion w i t h the Conference of State Bank Supervisors (CSBS) [Footnote 1 -

The various state banking supervisors may implement this policy statement through their individual supervisory 
process. End of Footnote 1.] 

are issuing th is 

guidance to prov ide consistent interagency expectations on sound practices for managing 

fund ing and l i qu id i t y r isk . The guidance summarizes the pr inc ip les of sound l i qu id i t y r isk 

management that the agencies have issued i n the past [Footnote 2 -

For national banks, see the Comptroller’s Handbook on Liquidity. For state member banks and bank holding 
companies, see the Federal Reserve’s Commercial Bank Examination Manual (section 4020), Bank Holding 
Company Supervision Manual (section 4010), and Trading and Capital Markets Activities Manual (section 2030). 
For state non-member banks, see the FDIC’s Revised Examination Guidance for Liquidity and Funds Management 
(Trans. No. 2002-01) (Nov. 19, 2001) as well as Financial Institution Letter 84-2008, Liquidity Risk Management 
(August 2008). For savings associations, see the Office of Thrift Supervision’s Examination Handbook, section 530, 
“Cash Flow and Liquidity Management”; and the Holding Companies Handbook, section 600. For federally insured 
credit unions, see Letter to Credit Unions No. 02-CU-05, Examination Program Liquidity Questionnaire (March 
2002). Also see Basel Committee on Banking Supervision, “Principles for Sound Liquidity Risk Management and 
Supervision,” (September 2008). End of Footnote 2.] 

and , where appropr iate, harmonizes these 

pr inc ip les w i t h the internat ional statement recent ly issued by the Basel Commi t tee on Bank ing 

Superv is ion t i t led “Pr inc ip les for Sound L i q u i d i t y R isk Management and Superv is ion. ” [Footnote 3 -

Basel Committee on Banking Supervision, “Principles for Sound Liquidity Risk Management and Supervision”, 
September 2008. See www.bis.org/publ/bcbs144.htm. Federally insured credit unions are not directly referenced in 
the principles issued by the Basel Committee. End of Footnote 3.] 

Recent events i l lustrate that l i qu id i t y r isk management at many f inanc ia l inst i tut ions is i n 

need of improvement . Def ic iencies inc lude insuf f ic ient ho ld ings o f l i qu i d assets, f und ing r i sky 

or i l l i q u i d asset por t fo l ios w i t h potent ia l ly vo la t i le short- term l iab i l i t ies , and a lack o f mean ing fu l 

cash f l o w project ions and l i qu id i t y cont ingency plans. 

The f o l l o w i n g guidance reiterates the process that inst i tut ions should f o l l o w to 

appropr iately iden t i f y , measure, mon i to r , and cont ro l their f und ing and l i qu id i t y r isk . I n 

part icular, the guidance re-emphasizes the importance of cash f l o w project ions, d ivers i f ied 

fund ing sources, stress test ing, a cushion of l i qu i d assets, and a f o rma l wel l -deve loped 

cont ingency fund ing p lan (CFP) as p r imary tools for measur ing and managing l i qu id i t y r isk . 

The agencies expect every deposi tory f inanc ia l inst i tut ions [Footnote 4 -

Unless otherwise indicated, this interagency guidance uses the term “depository financial institutions” or 
“institutions” to include banks, saving associations, and federally insured natural person credit unions. Federally 
insured credit unions (FICUs) do not have holding company affiliations, and, therefore, references to holding 
companies contained within this guidance are not applicable to FICUs. End of Footnote 4.] 

to manage l i qu id i t y r isk us ing 

processes and systems that are commensurate w i t h the inst i tu t ion ’s comp lex i t y , r isk p ro f i l e , and 

scope of operations. Liquidity risk management processes and plans should be well documented 
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and available for supervisory review. Failure to maintain an adequate liquidity risk management 
process will be considered an unsafe and unsound practice. 

Liquidity and Liquidity Risk 

Liquidity is a financial institution’s capacity to meet its cash and collateral obligations at 
a reasonable cost. Maintaining an adequate level of liquidity depends on the institution’s ability 
to efficiently meet both expected and unexpected cash flows and collateral needs without 
adversely affecting either daily operations or the financial condition of the institution. 

Liquidity risk is the risk that an institution’s financial condition or overall safety and 
soundness is adversely affected by an inability (or perceived inability) to meet its obligations. An 
institution’s obligations, and the funding sources used to meet them, depend significantly on its 
business mix, balance-sheet structure, and the cash flow profiles of its on- and off-balance-sheet 
obligations. In managing their cash flows, institutions confront various situations that can give 
rise to increased liquidity risk. These include funding mismatches, market constraints on the 
ability to convert assets into cash or in accessing sources of funds (i.e., market liquidity), and 
contingent liquidity events. Changes in economic conditions or exposure to credit, market, 
operation, legal, and reputation risks also can affect an institution’s liquidity risk profile and 
should be considered in the assessment of liquidity and asset/liability management. 

Sound Practices of Liquidity Risk Management 

An institution’s liquidity management process should be sufficient to meet its daily funding 
needs and cover both expected and unexpected deviations from normal operations. Accordingly, 
institutions should have a comprehensive management process for identifying, measuring, 
monitoring, and controlling liquidity risk. Because of the critical importance to the viability of 
the institution, liquidity risk management should be fully integrated into the institution’s risk 
management processes. Critical elements of sound liquidity risk management include: 

. Effective corporate governance consisting of oversight by the board of directors and active 
involvement by management in an institution’s control of liquidity risk. 

. Appropriate strategies, policies, procedures, and limits used to manage and mitigate 
liquidity risk. 

. Comprehensive liquidity risk measurement and monitoring systems (including assessments 
of the current and prospective cash flows or sources and uses of funds) that are 
commensurate with the complexity and business activities of the institution. 

. Active management of intraday liquidity and collateral. 

. An appropriately diverse mix of existing and potential future funding sources. 

. Adequate levels of highly liquid marketable securities free of legal, regulatory, or 
operational impediments, that can be used to meet liquidity needs in stressful situations. 

. Comprehensive contingency funding plans (CFPs) that sufficiently address potential 
adverse liquidity events and emergency cash flow requirements. 
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. Internal controls and internal audit processes sufficient to determine the adequacy of the 
institution’s liquidity risk management process. 

Supervisors will assess these critical elements in their reviews of an institution’s liquidity risk 
management process in relation to its size, complexity, and scope of operations. 

Corporate Governance 

The board of directors is ultimately responsible for the liquidity risk assumed by the 
institution. As a result, the board should ensure that the institution’s liquidity risk tolerance is 
established and communicated in such a manner that all levels of management clearly understand 
the institution’s approach to managing the trade-offs between liquidity risk and short-term 
profits. The board of directors or its delegated committee of board members should oversee the 
establishment and approval of liquidity management strategies, policies and procedures, and 
review them at least annually. In addition, the board should ensure that it: 

. Understands the nature of the liquidity risks of its institution and periodically reviews 
information necessary to maintain this understanding. 

. Establishes executive-level lines of authority and responsibility for managing the 
institution’s liquidity risk. 

. Enforces management’s duties to identify, measure, monitor, and control liquidity risk. 

. Understands and periodically reviews the institution’s CFPs for handling potential 
adverse liquidity events. 

. Understands the liquidity risk profiles of important subsidiaries and affiliates as 
appropriate. 

Senior management is responsible for ensuring that board-approved strategies, policies, 
and procedures for managing liquidity (on both a long-term and day-to-day basis) are 
appropriately executed within the lines of authority and responsibility designated for managing 
and controlling liquidity risk. This includes overseeing the development and implementation of 
appropriate risk measurement and reporting systems, liquid buffers (e.g., cash, unencumbered 
marketable securities, and market instruments), CFPs, and an adequate internal control 
infrastructure. Senior management is also responsible for regularly reporting to the board of 
directors on the liquidity risk profile of the institution. 

Senior management should determine the structure, responsibilities, and controls for 
managing liquidity risk and for overseeing the liquidity positions of the institution. These 
elements should be clearly documented in liquidity risk policies and procedures. For institutions 
comprised of multiple entities, such elements should be fully specified and documented in 
policies for each material legal entity and subsidiary. Senior management should be able to 
monitor liquidity risks for each entity across the institution on an ongoing basis. Processes 
should be in place to ensure that the group’s senior management is actively monitoring and 
quickly responding to all material developments and reporting to the boards of directors as 
appropriate. 
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Institutions should clearly identify the individuals or committees responsible for 
implementing and making l iquidity risk decisions. When an institution uses an asset/liability 
committee (ALCO) or other similar senior management committee, the committee should 
actively monitor the institution’s l iquidity profile and should have sufficiently broad 
representation across major institutional functions that can directly or indirectly influence the 
institution’s l iquidity risk profile (e.g., lending, investment securities, wholesale and retail 
funding). Committee members should include senior managers wi th authority over the units 
responsible for executing liquidity-related transactions and other activities within the liquidity 
risk management process. In addition, the committee should ensure that the risk measurement 
system adequately identifies and quantifies risk exposure. The committee also should ensure that 
the reporting process communicates accurate, timely, and relevant information about the level 
and sources of risk exposure. 

Strategies, Policies, Procedures, and Risk Tolerances 

Institutions should have documented strategies for managing liquidity risk and clear 
policies and procedures for l imit ing and controlling risk exposures that appropriately reflect the 
institution’s risk tolerances. Strategies should identify primary sources of funding for meeting 
daily operating cash outflows, as wel l as seasonal and cyclical cash f low fluctuations. Strategies 
should also address alternative responses to various adverse business scenarios. [Footnote 5 -

In formulating liquidity management strategies, members of complex banking groups should take into 
consideration their legal structures (e.g., branches versus separate legal entities and operating subsidiaries), 
key business lines, markets, products, and jurisdictions in which they operate. End of Footnote 5.] 

Policies and 
procedures should provide for the formulation of plans and courses of actions for dealing wi th 
potential temporary, intermediate-term, and long-term liquidity disruptions. Policies, 
procedures, and limits also should address liquidity separately for individual currencies, legal 
entities, and business lines, when appropriate and material, and should allow for legal, 
regulatory, and operational limits for the transferability of l iquidity as well . Senior management 
should coordinate the institut ion’s l iquidi ty risk management w i th disaster, contingency, 
and strategic planning efforts, as wel l as w i th business l ine and risk management 
objectives, strategies, and tactics. 

Policies should clearly articulate a liquidity risk tolerance that is appropriate for the 
business strategy of the institution considering its complexity, business mix, liquidity risk 
profile, and its role in the financial system. Policies should also contain provisions for 
documenting and periodically reviewing assumptions used in liquidity projections. Policy 
guidelines should employ both quantitative targets and qualitative guidelines. For example, 
these measurements, l imits, and guidelines may be specified in terms of the fo l lowing 
measures and conditions, as applicable: 

. Cash f low projections that include discrete and cumulative cash f low mismatches or gaps 
over specified future time horizons under both expected and adverse business conditions. 

. Target amounts of unencumbered l iquid asset reserves. 

. Measures used to identify unstable liabilities and l iquid asset coverage ratios. For 
example, these may include ratios of wholesale funding to total liabilities, potentially 

[Page Break] 
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vo la t i le retai l (e.g., h igh-cost or out-of -market) deposits to total deposits, and other 

l iab i l i t y dependency measures, such as short-term bor rowings as a percent o f total 

fund ing . 

. Asset concentrations that cou ld increase l i qu id i t y r isk through a l im i ted abi l i ty to convert 

to cash (e.g. , complex f inanc ia l instruments, [Footnote 6 -

Financial instruments that are illiquid, difficult to value, or marked by the presence of cash flows that are irregular, 
uncertain, or difficult to model. End of Footnote 6.] 

bank-owned (corporate-owned) l i f e 

insurance, and less marketable loan por t fo l ios) . 

. Fund ing concentrations that address d ivers i f icat ion o f fund ing sources and types, such as 

large l iab i l i t y and bor rowed funds dependency, secured versus unsecured fund ing 

sources, exposures to single providers o f funds, exposures to funds providers by market 

segments, and di f ferent types o f brokered deposits or wholesale fund ing. 

. Fund ing concentrations that address the te rm, re-pr ic ing, and market characteristics o f 

fund ing sources w i t h considerat ion g iven to the nature o f the assets they fund. This may 

inc lude d ivers i f icat ion targets fo r short-, med ium- , and long- term fund ing ; instrument 

type and securi t izat ion vehicles; and guidance on concentrations for currencies and 

geographical markets. 

. Cont ingent l iab i l i t y exposures such as unfunded loan commi tments , l ines o f credit 

support ing asset sales or securit izations, and col lateral requirements fo r derivat ives 

transactions and var ious types o f secured lending. 

. Exposures o f mater ial act ivi t ies, such as securi t izat ion, derivat ives, t rading, transaction 

processing, and internat ional act iv i t ies, to broad systemic and adverse f inancia l market 

events. Th is is most appl icable to inst i tut ions w i t h complex and sophisticated l iqu id i t y 

r isk prof i les. 

. A l ternat ive measures and condi t ions may be appropriate fo r certain inst i tut ions. 

Pol ic ies also should specify the nature and frequency o f management report ing. I n 

normal business environments, senior managers should receive l iqu id i t y r isk reports at least 

month ly , w h i l e the board o f directors should receive l iqu id i t y r isk reports at least quarterly. 

Depend ing upon the complex i ty o f the inst i tu t ion’s business m i x and l i qu id i t y r isk pro f i le , 

management report ing may need to be more frequent. Regardless o f an inst i tu t ion’s complex i ty , 

i t should have the abi l i ty to increase the frequency o f report ing on short not ice, i f the need arises. 

L i qu i d i t y r isk reports should impar t to senior management and the board a clear understanding o f 

the inst i tu t ion’s l i qu id i t y r isk exposure, compl iance w i t h r isk l im i ts , consistency between 

management ’s strategies and tactics, and consistency between these strategies and the board's 

expressed r isk tolerance. 

Inst i tut ions should consider l i qu id i t y costs, benefi ts, and risks i n strategic p lanning and 

budget ing processes. Signi f icant business act ivi t ies should be evaluated fo r bo th l iqu id i t y r isk 

exposure and pro f i tab i l i ty . M o r e complex and sophisticated inst i tut ions should incorporate 

l i qu id i t y costs, benefi ts, and risks i n the internal product p r ic ing , performance measurement, and 

new product approval process fo r al l mater ial business l ines, products, and act ivi t ies. 

Incorporating the cost of liquidity into these functions should align the risk-taking incentives of 
[Page Break] 
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individual business lines with the liquidity risk exposure their activities create for the institution 
as a whole. The quantification and attribution of liquidity risks should be explicit and 
transparent at the line management level and should include consideration of how liquidity 
would be affected under stressed conditions. 

Liquidity Risk Measurement, Monitoring, and Reporting 

The process of measuring liquidity risk should include robust methods for 
comprehensively projecting cash flows arising from assets, liabilities, and off-balance-sheet 
items over an appropriate set of time horizons. For example, time buckets may be daily for very 
short timeframes out to weekly, monthly, and quarterly for longer time frames. Pro forma cash 
flow statements are a critical tool for adequately managing liquidity risk. Cash flow projections 
can range from simple spreadsheets to very detailed reports depending upon the complexity and 
sophistication of the institution and its liquidity risk profile under alternative scenarios. Given the 
critical importance that assumptions play in constructing measures of liquidity risk and 
projections of cash flows, institutions should ensure that the assumptions used are reasonable, 
appropriate, and adequately documented. Institutions should periodically review and formally 
approve these assumptions. Institutions should focus particular attention on the assumptions used 
in assessing the liquidity risk of complex assets, liabilities, and off-balance-sheet positions. 
Assumptions applied to positions with uncertain cash flows, including the stability of retail and 
brokered deposits and secondary market issuances and borrowings, are especially important 
when they are used to evaluate the availability of alternative sources of funds under adverse 
contingent liquidity scenarios. Such scenarios include, but are not limited to, deterioration in the 
institution’s asset quality or capital adequacy. 

Institutions should ensure that assets are properly valued according to relevant financial 
reporting and supervisory standards. An institution should fully factor into its risk management 
practices the consideration that valuations may deteriorate under market stress and take this into 
account in assessing the feasibility and impact of asset sales on its liquidity position during stress 
events. 

Institutions should ensure that their vulnerabilities to changing liquidity needs and 
liquidity capacities are appropriately assessed within meaningful time horizons, including 
intraday, day-to-day, short-term weekly and monthly horizons, medium-term horizons of up to 
one year, and longer-term liquidity needs of one year or more. These assessments should include 
vulnerabilities to events, activities, and strategies that can significantly strain the capability to 
generate internal cash. 

Stress Testing 

Institutions should conduct stress tests regularly for a variety of institution-specific and 
marketwide events across multiple time horizons. The magnitude and frequency of stress testing 
should be commensurate with the complexity of the financial institution and the level of its risk 
exposures. Stress test outcomes should be used to identify and quantify sources of potential 
liquidity strain and to analyze possible impacts on the institution’s cash flows, liquidity position, 
profitability, and solvency. Stress tests should also be used to ensure that current exposures are 
consistent with the financial institution’s established liquidity risk tolerance. Management’s 
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a c t i v e i n v o l v e m e n t a n d s u p p o r t i s c r i t i ca l t o t h e e f f e c t i v e n e s s of t h e s t r e s s t e s t i ng p r o c e s s . 

M a n a g e m e n t s h o u l d d i s c u s s t h e r e s u l t s of s t r e s s t e s t s a n d t a k e r e m e d i a l o r m i t i g a t i n g a c t i o n s t o 

l imi t t h e i n s t i t u t i on ’ s e x p o s u r e s , b u i l d u p a l i qu id i t y c u s h i o n , a n d ad jus t i t s l i qu id i t y p ro f i l e t o fit 

i t s r i sk t o l e r a n c e . T h e r e s u l t s of s t r e s s t e s t s s h o u l d a l s o p l a y a k e y r o l e i n s h a p i n g t h e 

i n s t i t u t i o n ’ s c o n t i n g e n c y p l a n n i n g . A s s u c h , s t r e s s t e s t i ng a n d c o n t i n g e n c y p l a n n i n g a r e c l o s e l y 

i n t e r t w i n e d . 

Collateral Position Management 

A n ins t i tu t ion s h o u l d h a v e t h e ab i l i t y t o c a l c u l a t e a l l of i t s co l l a t e r a l p o s i t i o n s in a t i m e l y 

m a n n e r , i n c l u d i n g t h e v a l u e of a s s e t s c u r r e n t l y p l e d g e d r e l a t i v e t o t h e a m o u n t of s e c u r i t y 

r e q u i r e d a n d u n e n c u m b e r e d a s s e t s a v a i l a b l e t o b e p l e d g e d . A n in s t i t u t i on ’ s l e v e l of a v a i l a b l e 

co l l a t e r a l s h o u l d b e m o n i t o r e d b y l e g a l en t i t y , j u r i s d i c t i o n , a n d c u r r e n c y e x p o s u r e , a n d s y s t e m s 

s h o u l d b e c a p a b l e of m o n i t o r i n g shi f ts b e t w e e n i n t r a d a y a n d o v e r n i g h t o r t e r m c o l l a t e r a l u s a g e . 

A n ins t i tu t ion s h o u l d b e a w a r e of t h e o p e r a t i o n a l a n d t i m i n g r e q u i r e m e n t s a s s o c i a t e d w i t h 

a c c e s s i n g t h e co l l a t e r a l g i v e n i t s p h y s i c a l l o c a t i o n ( i . e . , t h e c u s t o d i a n in s t i t u t i on o r s e c u r i t i e s 

s e t t l e m e n t s y s t e m w i t h w h i c h t h e co l l a t e r a l i s h e l d ) . I n s t i t u t i o n s s h o u l d a l s o ful ly u n d e r s t a n d t h e 

p o t e n t i a l d e m a n d o n r e q u i r e d a n d a v a i l a b l e co l l a t e r a l a r i s i n g f r o m v a r i o u s t y p e s of c o n t r a c t u a l 

c o n t i n g e n c i e s d u r i n g p e r i o d s of b o t h m a r k e t w i d e a n d in s t i t u t i on - spec i f i c s t r e s s . 

Management Reporting 

L i q u i d i t y r i sk r e p o r t s s h o u l d p r o v i d e a g g r e g a t e i n f o r m a t i o n w i t h suf f ic ien t s u p p o r t i n g 

de t a i l t o e n a b l e m a n a g e m e n t t o a s s e s s t h e s ens i t i v i t y of t h e i n s t i t u t i on t o c h a n g e s in m a r k e t 

c o n d i t i o n s , i t s o w n f inanc ia l p e r f o r m a n c e , a n d o t h e r i m p o r t a n t r i sk f a c t o r s . T h e t y p e s of r e p o r t s 

o r i n f o r m a t i o n a n d the i r t i m i n g w i l l v a r y a c c o r d i n g t o t h e c o m p l e x i t y of t h e i n s t i t u t ion ’ s 

o p e r a t i o n s a n d r i sk p r o f i l e . R e p o r t a b l e i t e m s m a y i n c l u d e b u t a r e n o t l i m i t e d t o c a s h f l o w g a p s , 

c a s h f l o w p r o j e c t i o n s , a s se t a n d f u n d i n g c o n c e n t r a t i o n s , c r i t i ca l a s s u m p t i o n s u s e d i n c a s h f l o w 

p r o j e c t i o n s , k e y e a r l y w a r n i n g o r r i sk i n d i c a t o r s , f u n d i n g a v a i l a b i l i t y , s t a t u s of c o n t i n g e n t 

f u n d i n g s o u r c e s , o r co l l a t e r a l u s a g e . I n s t i t u t i o n s s h o u l d a l s o r e p o r t o n t h e u s e of a n d ava i l ab i l i t y 

of g o v e r n m e n t s u p p o r t , s u c h a s l e n d i n g a n d g u a r a n t e e p r o g r a m s , a n d i m p l i c a t i o n s o n l i qu id i t y 

p o s i t i o n s , p a r t i c u l a r l y s i n c e t h e s e p r o g r a m s a r e g e n e r a l l y t e m p o r a r y o r r e s e r v e d a s a s o u r c e for 

c o n t i n g e n t f u n d i n g . 

Liquidity across Currencies, Legal Entities, and Business Lines 

A d e p o s i t o r y in s t i t u t i on s h o u l d a c t i v e l y m o n i t o r a n d c o n t r o l l i qu id i ty r i sk e x p o s u r e s a n d 

f u n d i n g n e e d s w i t h i n a n d a c r o s s c u r r e n c i e s , l e g a l en t i t i e s , a n d b u s i n e s s l i n e s . A l s o , d e p o s i t o r y 

i n s t i t u t i o n s s h o u l d t a k e i n t o a c c o u n t o p e r a t i o n a l l i m i t a t i o n s t o t h e t r ans fe rab i l i t y of l i qu id i t y , a n d 

s h o u l d m a i n t a i n suf f ic ien t l i qu id i t y t o e n s u r e c o m p l i a n c e d u r i n g e c o n o m i c a l l y s t r e s s e d p e r i o d s 

w i t h a p p l i c a b l e l e g a l a n d r e g u l a t o r y r e s t r i c t i ons o n t h e t rans fe r of l i qu id i t y a m o n g r e g u l a t e d 

e n t i t i e s . T h e d e g r e e of c e n t r a l i z a t i o n i n m a n a g i n g l i qu id i t y s h o u l d b e a p p r o p r i a t e for t h e 

d e p o s i t o r y in s t i t u t ion ’ s b u s i n e s s m i x a n d l i qu id i ty r i sk p ro f i l e [Footnote 7 -

Institutions subject to multiple regulatory jurisdictions should have management strategies and processes that 
recognize the potential limitations of liquidity transferability, as well as the need to meet the liquidity requirements 
of foreign jurisdictions. End of Footnote 7.]. 

The agencies expect depository 
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institutions to maintain adequate liquidity both at the consolidated level and at significant legal 
entities. 

Regardless of its organizational structure, it is important that an institution actively 
monitor and control liquidity risks at the level of individual legal entities, and the group as a 
whole, incorporating processes that aggregate data across multiple systems in order to develop a 
group-wide view of liquidity risk exposures. It is also important that the institution identify 
constraints on the transfer of liquidity within the group. 

Assumptions regarding the transferability of funds and collateral should be described in 
liquidity risk management plans. 

Intraday Liquidity Position Management 

Intraday liquidity monitoring is an important component of the liquidity risk management 
process for institutions engaged in significant payment, settlement, and clearing activities. An 
institution’s failure to manage intraday liquidity effectively, under normal and stressed 
conditions, could leave it unable to meet payment and settlement obligations in a timely manner, 
adversely affecting its own liquidity position and that of its counterparties. Among large, 
complex organizations, the interdependencies that exist among payment systems and the inability 
to meet certain critical payments has the potential to lead to systemic disruptions that can prevent 
the smooth functioning of all payment systems and money markets. Therefore, institutions with 
material payment, settlement and clearing activities should actively manage their intraday 
liquidity positions and risks to meet payment and settlement obligations on a timely basis under 
both normal and stressed conditions. Senior management should develop and adopt an intraday 
liquidity strategy that allows the institution to: 

. Monitor and measure expected daily gross liquidity inflows and outflows. 

. Manage and mobilize collateral when necessary to obtain intraday credit. 

. Identify and prioritize time-specific and other critical obligations in order to meet them 
when expected. 

. Settle other less critical obligations as soon as possible. 

. Control credit to customers when necessary. 

. Ensure that liquidity planners understand the amounts of collateral and liquidity needed 
to perform payment-system obligations when assessing the organization’s overall 
liquidity needs. 

Diversified Funding 

An institution should establish a funding strategy that provides effective diversification in 
the sources and tenor of funding. It should maintain an ongoing presence in its chosen funding 
markets and strong relationships with funds providers to promote effective diversification of 
funding sources. An institution should regularly gauge its capacity to raise funds quickly from 

[Page Break] 
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e a c h s o u r c e . I t s h o u l d ident i fy t h e m a i n fac to r s t ha t affect i ts ab i l i ty t o r a i se funds and m o n i t o r 

t h o s e f ac to r s c lo se ly t o e n s u r e t h a t e s t i m a t e s o f fund r a i s i n g c a p a c i t y r e m a i n va l id . 

A n ins t i tu t ion s h o u l d d ivers i fy a v a i l a b l e f u n d i n g s o u r c e s in t h e shor t - , m e d i u m - , a n d 

l o n g - t e r m . D i v e r s i f i c a t i o n t a r g e t s s h o u l d b e pa r t o f t h e m e d i u m - t o l o n g - t e r m f u n d i n g p l a n s a n d 

s h o u l d b e a l i g n e d w i t h t h e b u d g e t i n g a n d b u s i n e s s p l a n n i n g p r o c e s s . F u n d i n g p l a n s s h o u l d t a k e 

i n t o a c c o u n t c o r r e l a t i o n s b e t w e e n s o u r c e s o f funds a n d m a r k e t c o n d i t i o n s . F u n d i n g s h o u l d a l s o 

b e d ive rs i f i ed a c r o s s a full r a n g e o f re ta i l as w e l l as s e c u r e d a n d u n s e c u r e d w h o l e s a l e s o u r c e s o f 

funds , c o n s i s t e n t w i t h t h e in s t i t u t ion ’ s s o p h i s t i c a t i o n a n d c o m p l e x i t y . M a n a g e m e n t s h o u l d a l s o 

c o n s i d e r t h e f u n d i n g i m p l i c a t i o n s o f a n y g o v e r n m e n t p r o g r a m s or g u a r a n t e e s it u s e s . A s w i t h 

w h o l e s a l e fund ing , t h e po ten t i a l u n a v a i l a b i l i t y o f g o v e r n m e n t p r o g r a m s o v e r t h e i n t e r m e d i a t e -

a n d l o n g - t e m s h o u l d b e fully c o n s i d e r e d in t h e d e v e l o p m e n t o f l i qu id i ty r i sk m a n a g e m e n t 

s t r a teg ies , t ac t i c s , a n d r i sk t o l e r a n c e s . F u n d i n g d ive r s i f i ca t ion s h o u l d b e i m p l e m e n t e d u s i n g 

l imi t s a d d r e s s i n g c o u n t e r p a r t i e s , s e c u r e d v e r s u s u n s e c u r e d m a r k e t fund ing , i n s t r u m e n t t y p e , 

s ecu r i t i za t ion v e h i c l e , a n d g e o g r a p h i c m a r k e t . In g e n e r a l , f u n d i n g c o n c e n t r a t i o n s s h o u l d b e 

a v o i d e d . U n d u e o v e r - r e l i a n c e o n a n y o n e s o u r c e o f f u n d i n g is c o n s i d e r e d an u n s a f e a n d u n s o u n d 

p r ac t i c e . 

A n essen t ia l c o m p o n e n t o f e n s u r i n g f u n d i n g d ive r s i ty is m a i n t a i n i n g m a r k e t a c c e s s . 

M a r k e t a c c e s s is cr i t ical for e f fec t ive l iqu id i ty r i sk m a n a g e m e n t as it affects b o t h t h e abi l i ty t o 

r a i se n e w funds a n d t o l i q u i d a t e a s se t s . S e n i o r m a n a g e m e n t s h o u l d e n s u r e t ha t m a r k e t a c c e s s is 

b e i n g ac t ive ly m a n a g e d , m o n i t o r e d , a n d t e s t e d b y t h e a p p r o p r i a t e staff. S u c h effor ts s h o u l d b e 

c o n s i s t e n t w i t h t h e i n s t i t u t ion ’ s l i qu id i ty r i sk prof i le a n d s o u r c e s o f fund ing . F o r e x a m p l e , 

a c c e s s t o t h e cap i ta l m a r k e t s is an i m p o r t a n t c o n s i d e r a t i o n for m o s t l a r g e c o m p l e x in s t i t u t ions , 

w h e r e a s t h e ava i l ab i l i ty o f c o r r e s p o n d e n t l i nes o f c red i t a n d o t h e r s o u r c e s o f w h o l e s a l e funds a re 

cr i t ical for smal le r , l e s s c o m p l e x ins t i t u t ions . 

A n ins t i tu t ion s h o u l d ident i fy a l t e rna t i ve s o u r c e s o f f u n d i n g t ha t s t r e n g t h e n i ts c a p a c i t y t o 

w i t h s t a n d a v a r i e t y o f s e v e r e in s t i t u t ion - spec i f i c a n d m a r k e t w i d e l iqu id i ty s h o c k s . D e p e n d i n g 

u p o n t h e n a t u r e , sever i ty , a n d d u r a t i o n o f t h e l iqu id i ty shock , po ten t i a l s o u r c e s o f f u n d i n g 

i n c l u d e , b u t a re n o t l im i t ed to , t h e f o l l o w i n g : 

. D e p o s i t g r o w t h . 

. L e n g t h e n i n g m a t u r i t i e s o f l iab i l i t ies . 

. I s s u a n c e o f d e b t i n s t r u m e n t s [Footnote 8 -

Federally insured credit unions can borrow funds (which includes issuing debt) as given in section 106 of the 
Federal Credit Union Act (FCUA). Section 106 of the FCUA as well as section 741.2 of the NCUA Rules and 
Regulations establish specific limitations on the amount that can be borrowed. Federal Credit Unions can borrow 
from natural persons in accordance with the requirements of part 701.38 of the NCUA Rules and Regulations. 
End of Footnote 8.] 

. Sa le o f subs id i a r i e s o r l i nes o f b u s i n e s s . 

. A s s e t secur i t i za t ion . 

. Sale (either outright or through repurchase agreements) or pledging of liquid assets. 
[Page Break] 
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. Drawing down committed facilities. 

. Borrowing. 

Cushion of Liquid Assets 

Liquid assets are an important source of both primary (operating liquidity) and secondary 
(contingent liquidity) funding at many institutions. Indeed, a critical component of an 
institution’s ability to effectively respond to potential liquidity stress is the availability of a 
cushion of highly liquid assets without legal, regulatory, or operational impediments (i.e., 
unencumbered) that can be sold or pledged to obtain funds in a range of stress scenarios. These 
assets should be held as insurance against a range of liquidity stress scenarios including those 
that involve the loss or impairment of typically available unsecured and/or secured funding 
sources. The size of the cushion of such high-quality liquid assets should be supported by 
estimates of liquidity needs performed under an institution’s stress testing as well as aligned with 
the risk tolerance and risk profile of the institution. Management estimates of liquidity needs 
during periods of stress should incorporate both contractual and noncontractual cash flows, 
including the possibility of funds being withdrawn. Such estimates should also assume the 
inability to obtain unsecured and uninsured funding as well as the loss or impairment of access to 
funds secured by assets other than the safest, most liquid assets. 

Management should ensure that unencumbered, highly liquid assets are readily available 
and are not pledged to payment systems or clearing houses. The quality of unencumbered liquid 
assets is important as it will ensure accessibility during the time of most need. An institution 
could use its holdings of high-quality securities, for example, U.S. Treasury securities, securities 
issued by U.S. government-sponsored agencies, excess reserves at the central bank or similar 
instruments, and enter into repurchase agreements in response to the most severe stress 
scenarios. 

Contingency Funding Plan [Footnote 9 -

Financial institutions that have had their liquidity supported by temporary government programs administered by 
the Department of the Treasury, Federal Reserve and/or FDIC should not base their liquidity strategies on the belief 
that such programs will remain in place indefinitely. End of Footnote 9.] 

All financial institutions, regardless of size and complexity, should have a formal CFP 
that clearly sets out the strategies for addressing liquidity shortfalls in emergency situations. A 
CFP should delineate policies to manage a range of stress environments, establish clear lines of 
responsibility, and articulate clear implementation and escalation procedures. It should be 
regularly tested and updated to ensure that it is operationally sound. For certain components of 
the CFP, affirmative testing (e.g., liquidation of assets) may be impractical. In these instances, 
institutions should be sure to test operational components of the CFP. For example, ensuring 
that roles and responsibilities are up-to-date and appropriate; ensuring that legal and operational 
documents are up-to-date and appropriate; and ensuring that cash and collateral can be moved 
where and when needed, and ensuring that contingent liquidity lines can be drawn when needed. 

[Page Break] 
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C o n t i n g e n t l iqu id i ty e v e n t s a re u n e x p e c t e d s i tua t ions o r b u s i n e s s c o n d i t i o n s t ha t m a y 

i n c r e a s e l iqu id i ty r i sk . T h e e v e n t s m a y b e in s t i t u t ion - spec i f i c o r a r i se f rom ex t e rna l f ac to r s a n d 

m a y i n c l u d e : 

. T h e in s t i t u t ion ’ s inab i l i ty t o fund a s se t g r o w t h . 

. T h e in s t i t u t ion ’ s inab i l i ty t o r e n e w or r e p l a c e m a t u r i n g f u n d i n g l iab i l i t ies . 

. C u s t o m e r s u n e x p e c t e d l y e x e r c i s i n g o p t i o n s t o w i t h d r a w d e p o s i t s o r e x e r c i s e o f f -ba l ance -

shee t c o m m i t m e n t s . 

. C h a n g e s in m a r k e t v a l u e a n d p r i c e vo la t i l i ty o f v a r i o u s a s se t t y p e s . 

. C h a n g e s in e c o n o m i c c o n d i t i o n s , m a r k e t p e r c e p t i o n , o r d i s l o c a t i o n s in t h e f inanc ia l 

m a r k e t s . 

. D i s t u r b a n c e s in p a y m e n t a n d s e t t l e m e n t s y s t e m s d u e t o o p e r a t i o n a l o r loca l d i sas t e r s . 

I n s u r e d in s t i t u t i ons s h o u l d b e p r e p a r e d for t h e spec i f ic c o n t i n g e n c i e s t ha t wi l l b e 

a p p l i c a b l e t o t h e m if t h e y b e c o m e l e s s t h a n W e l l C a p i t a l i z e d p u r s u a n t t o P r o m p t C o r r e c t i o n 

A c t i o n ( P C A ) p r o v i s i o n s u n d e r t h e F e d e r a l D e p o s i t I n s u r a n c e C o r p o r a t i o n I m p r o v e m e n t A c t [Footnote 10 -

See 12 USC 1831o; 12 CFR 6 (OCC), 12 CFR 208.40 (FRB), 12 CFR 325.101 (FDIC), and 12 CFR 565 (OTS) 
and 12 USC 1790d; 12 CFR 702 (NCUA). End of Footnote 10.]. 

C o n t i n g e n c i e s m a y i n c l u d e r e s t r i c t ed r a t e s p a i d for d e p o s i t s , t h e n e e d t o s e e k a p p r o v a l f r o m t h e 

F D I C / N C U A t o a c c e p t b r o k e r e d d e p o s i t s , a n d t h e i nab i l i t y t o a c c e p t a n y b r o k e r e d d e p o s i t s [Footnote 11 -

Section 38 of the FDI Act (12 USC 1831o) requires insured depository institutions that are not well capitalized to 
receive approval prior to engaging in certain activities. Section 38 restricts or prohibits certain activities and 
requires an insured depository institution to submit a capital restoration plan when it becomes undercapitalized. 
Section 216 of the Federal Credit Union Act and part 702 of the NCUA Rules and Regulations establish the 
requirements and restrictions for federally insured credit unions under Prompt Corrective Action. For brokered, 
nonmember deposits, additional restrictions apply to federal credit unions as given in parts 701.32 and 742 of the 
NCUA Rules and Regulations. End of Footnote 11.]. 

A C F P p r o v i d e s a d o c u m e n t e d f r a m e w o r k for m a n a g i n g u n e x p e c t e d l i qu id i ty s i t u a t i o n s . 

T h e o b j e c t i v e of t h e C F P i s t o e n s u r e tha t t h e i n s t i t u t i on ’ s s o u r c e s of l i qu id i t y a r e suf f ic ien t t o 

fund n o r m a l o p e r a t i n g r e q u i r e m e n t s u n d e r c o n t i n g e n t e v e n t s . A C F P a l s o i den t i f i e s a l t e r n a t i v e 

c o n t i n g e n t l i qu id i ty r e s o u r c e s [Footnote 12 -

There may be time constraints, sometimes lasting weeks, encountered in initially establishing lines with FRB 
and/or FHLB. As a result, financial institutions should plan to have these lines set up well in advance. End of 
Footnote 12.] 

t ha t c a n b e e m p l o y e d u n d e r a d v e r s e l i qu id i t y c i r c u m s t a n c e s . A n 

in s t i t u t i on ’ s C F P s h o u l d b e c o m m e n s u r a t e w i t h i t s c o m p l e x i t y , r i sk p ro f i l e , a n d s c o p e of 

o p e r a t i o n s . A s m a c r o e c o n o m i c a n d in s t i t u t i on - spec i f i c c o n d i t i o n s c h a n g e , C F P s s h o u l d b e 

r e v i s e d t o re f lec t t h e s e c h a n g e s 

C o n t i n g e n t l i qu id i t y e v e n t s c a n r a n g e f r o m h i g h - p r o b a b i l i t y / l o w - i m p a c t e v e n t s t o l o w -

p r o b a b i l i t y / h i g h - i m p a c t e v e n t s . I n s t i t u t i o n s s h o u l d i n c o r p o r a t e p l a n n i n g for h i g h -

p r o b a b i l i t y / l o w - i m p a c t l i qu id i ty r i s k s i n t o t h e d a y - t o - d a y m a n a g e m e n t of s o u r c e s a n d u s e s of 

f u n d s . I n s t i t u t i o n s c a n g e n e r a l l y a c c o m p l i s h th i s b y a s s e s s i n g p o s s i b l e v a r i a t i o n s a r o u n d 

e x p e c t e d c a s h f l o w p r o j e c t i o n s a n d p r o v i d i n g for a d e q u a t e l i qu id i t y r e s e r v e s a n d o t h e r m e a n s of 

raising funds in the normal course of business. In contrast, all financial institution CFPs will 
[Page Break] 
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t yp i ca l l y focus o n e v e n t s tha t , w h i l e r e l a t ive ly in f requen t , c o u l d s ign i f ican t ly i m p a c t t h e 

i n s t i t u t ion ’ s o p e r a t i o n s . A C F P shou ld : 

. Ident i fy S t ress E v e n t s . S t ress e v e n t s a re t h o s e t ha t m a y h a v e a s ign i f ican t i m p a c t o n t h e 

in s t i t u t ion ’ s l i qu id i ty g i v e n i ts spec i f ic b a l a n c e - s h e e t s t ruc tu re , b u s i n e s s l ines , 

o r g a n i z a t i o n a l s t ruc tu re , a n d o t h e r cha rac t e r i s t i c s . P o s s i b l e s t ress e v e n t s m a y i n c l u d e 

d e t e r i o r a t i o n in a s se t qua l i ty , c h a n g e s in a g e n c y c red i t r a t i ngs , P C A cap i ta l c a t e g o r i e s 

a n d C A M E L S [Footnote 13 -

Federally insured credit unions are evaluated using the “CAMEL” rating system, which is substantially similar to 
the “CAMELS” system without the “S” component for rating Sensitivity to market risk. Information on NCUA’s 
rating system can be found in Letter to Credit Unions 07-CU-12, CAMEL Rating System. End of Footnote 13.] 

r a t i n g s d o w n g r a d e s , w i d e n i n g of c r e d i t de fau l t s p r e a d s , o p e r a t i n g l o s s e s , 

d e c l i n i n g f inanc ia l i n s t i tu t ion equ i ty p r i c e s , n e g a t i v e p r e s s c o v e r a g e , o r o t h e r e v e n t s t ha t 

m a y cal l i n t o q u e s t i o n an ins t i t u t ion ’ s ab i l i ty t o m e e t i ts o b l i g a t i o n s . 

. A s s e s s L e v e l s o f Seve r i ty a n d T i m i n g . T h e C F P s h o u l d d e l i n e a t e t h e v a r i o u s l eve l s o f 

s t ress sever i ty t h a t c a n o c c u r d u r i n g a c o n t i n g e n t l iqu id i ty e v e n t a n d ident i fy t h e d i f ferent 

s t ages for e a c h t y p e o f even t . T h e even t s , s t ages , a n d sever i ty l eve l s iden t i f i ed s h o u l d 

i n c l u d e t e m p o r a r y d i s r u p t i o n s , a s we l l as t h o s e t ha t m i g h t b e m o r e i n t e r m e d i a t e t e r m or 

l o n g e r - t e r m . In s t i t u t i ons c a n u s e t h e d i f ferent s t ages o r l eve l s o f sever i ty iden t i f i ed t o 

d e s i g n e a r l y - w a r n i n g i n d i c a t o r s , a s se s s po ten t i a l f u n d i n g n e e d s at v a r i o u s p o i n t s in a 

d e v e l o p i n g cr i s i s , a n d speci fy c o m p r e h e n s i v e ac t i on p l ans . T h e l e n g t h o f t h e s c e n a r i o 

wi l l b e d e t e r m i n e d b y t h e t y p e o f s t ress e v e n t b e i n g m o d e l e d a n d s h o u l d e n c o m p a s s t h e 

d u r a t i o n o f t h e even t . 

. A s s e s s F u n d i n g S o u r c e s a n d N e e d s . A cr i t ica l e l e m e n t o f t h e C F P is t h e q u a n t i t a t i v e 

p r o j e c t i o n a n d e v a l u a t i o n o f e x p e c t e d f u n d i n g n e e d s a n d f u n d i n g c a p a c i t y d u r i n g t h e 

s t ress even t . T h i s en ta i l s an ana ly s i s o f t h e po ten t i a l e r o s i o n in f u n d i n g a t a l t e rna t i ve 

s t ages o r sever i ty l e v e l s o f t h e s t ress e v e n t a n d t h e po t en t i a l c a s h f l o w m i s m a t c h e s t ha t 

m a y o c c u r d u r i n g t h e v a r i o u s s t ress l eve l s . M a n a g e m e n t s h o u l d b a s e s u c h a n a l y s i s o n 

rea l i s t i c a s s e s s m e n t s o f t h e b e h a v i o r o f f unds p r o v i d e r s d u r i n g t h e e v e n t a n d i n c o r p o r a t e 

a l t e rna t i ve c o n t i n g e n c y f u n d i n g s o u r c e s . T h e a n a l y s i s a l so s h o u l d i n c l u d e all m a t e r i a l 

o n - a n d o f f - b a l a n c e - s h e e t c a sh f l ows a n d the i r r e l a t ed effects . T h e r e su l t s h o u l d b e a 

rea l i s t i c ana ly s i s o f c a s h i n f l ows , o u t f l o w s , a n d funds ava i l ab i l i ty at d i f fe ren t t i m e 

i n t e rva l s d u r i n g t h e po ten t i a l l i qu id i ty s t ress e v e n t in o r d e r t o m e a s u r e t h e in s t i t u t ion ’ s 

ab i l i ty t o fund o p e r a t i o n s . C o m m o n t o o l s t o a s s e s s f u n d i n g m i s m a t c h e s i n c l u d e : 

o Liquidity gap analysis - A c a s h f l o w r e p o r t t h a t e s sen t i a l ly r e p r e s e n t s a b a s e c a s e 

e s t i m a t e o f w h e r e f u n d i n g s u r p l u s e s a n d shor t fa l l s wi l l o c c u r o v e r v a r i o u s fu ture t i m e 

f r ames . 

o Stress tests - A p r o f o r m a c a s h f l o w r e p o r t w i t h t h e abi l i ty t o e s t i m a t e fu ture f u n d i n g 

s u r p l u s e s a n d shor t fa l l s u n d e r v a r i o u s l iqu id i ty s t ress s c e n a r i o s a n d t h e in s t i t u t ion ’ s 

ab i l i ty t o fund e x p e c t e d a s se t g r o w t h p r o j e c t i o n s o r sus t a in an o rde r ly l i q u i d a t i o n o f 

a s se t s u n d e r v a r i o u s s t ress even t s . 

. Ident i fy P o t e n t i a l F u n d i n g S o u r c e s . B e c a u s e l iqu id i ty p r e s s u r e s m a y s p r e a d f r o m o n e 

funding source to another during a significant liquidity event, institutions should identify 
[Page Break] 
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alternative sources of liquidity and ensure ready access to contingent funding sources. In 
some cases, these funding sources may rarely be used in the normal course of business. 
Therefore, institutions should conduct advance planning and periodic testing to ensure 
that contingent funding sources are readily available when needed. 

. Establish Liquidity Event Management Processes. The CFP should provide for a reliable 
crisis management team and administrative structure, including realistic action plans used 
to execute the various elements of the plan for given levels of stress. Frequent 
communication and reporting among team members, the board of directors, and other 
affected managers optimize the effectiveness of a contingency plan during an adverse 
liquidity event by ensuring that business decisions are coordinated to minimize further 
disruptions to liquidity. Such events may also require the daily computation of regular 
liquidity risk reports and supplemental information. The CFP should provide for more 
frequent and more detailed reporting as the stress situation intensifies. 

. Establish a Monitoring Framework for Contingent Events. Institution management 
should monitor for potential liquidity stress events by using early-warning indicators and 
event triggers. The institution should tailor these indicators to its specific liquidity risk 
profile. The early recognition of potential events allows the institution to position itself 
into progressive states of readiness as the event evolves, while providing a framework to 
report or communicate within the institution and to outside parties. Early-warning signals 
may include, but are not limited to, negative publicity concerning an asset class owned by 
the institution, increased potential for deterioration in the institution’s financial condition, 
widening debt or credit default swap spreads, and increased concerns over the funding of 
off-balance-sheet items. 

To mitigate the potential for reputation contagion, effective communication with 
counterparties, credit-rating agencies, and other stakeholders when liquidity problems arise is of 
vital importance. Smaller institutions that rarely interact with the media should have plans in 
place for how they will manage press inquiries that may arise during a liquidity event. In 
addition, groupwide contingency funding plans, liquidity cushions, and multiple sources of 
funding are mechanisms that may mitigate reputation concerns. 

In addition to early-warning indicators, institutions that issue public debt, use warehouse 
financing, securitize assets, or engage in material over-the-counter derivative transactions 
typically have exposure to event triggers embedded in the legal documentation governing these 
transactions. Institutions that rely upon brokered deposits should also incorporate PCA-related 
downgrade triggers into their CFPs since a change in PCA status could have a material bearing 
on the availability of this funding source. Contingent event triggers should be an integral part of 
the liquidity risk monitoring system. Institutions that originate and/or purchase loans for asset 
securitization programs pose heightened liquidity risk concerns due to the unexpected funding 
needs associated with an early amortization event or disruption of warehouse funding. 
Institutions that securitize assets should have liquidity contingency plans that address these risks. 

Institutions that rely upon secured funding sources also are subject to potentially higher 
margin or collateral requirements that may be triggered upon the deterioration of a specific 
portfolio of exposures or the overall financial condition of the institution. The ability of a 

[Page Break] 
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f i nanc i a l l y s t r e s s e d in s t i t u t i on t o m e e t ca l l s for a d d i t i o n a l co l l a t e r a l s h o u l d b e c o n s i d e r e d in t h e 

C F P . P o t e n t i a l co l l a t e r a l v a l u e s a l s o s h o u l d b e s u b j e c t t o s t r e s s t e s t s s i n c e d e v a l u a t i o n s o r 

m a r k e t u n c e r t a i n t y c o u l d r e d u c e t h e a m o u n t of c o n t i n g e n t f u n d i n g tha t c a n b e o b t a i n e d f r o m 

p l e d g i n g a g i v e n a s s e t . A d d i t i o n a l l y , t r i g g e r i n g e v e n t s s h o u l d b e u n d e r s t o o d a n d m o n i t o r e d b y 

l i qu id i t y m a n a g e r s . 

I n s t i t u t i o n s s h o u l d tes t v a r i o u s e l e m e n t s of t h e C F P t o a s s e s s the i r r e l i ab i l i ty u n d e r t i m e s 

of s t r e s s . I n s t i t u t i o n s tha t r a r e ly u s e t h e t y p e of f u n d s t h e y iden t i fy a s s t a n d b y s o u r c e s of 

l i qu id i t y i n a s t r e s s s i t u a t i o n , s u c h a s t h e s a l e o r s e c u r i t i z a t i o n of l o a n s , s e c u r i t i e s r e p u r c h a s e 

a g r e e m e n t s , F e d e r a l R e s e r v e d i s c o u n t w i n d o w b o r r o w i n g , o r o t h e r s o u r c e s of f u n d s , s h o u l d 

p e r i o d i c a l l y t es t t h e o p e r a t i o n a l e l e m e n t s of t h e s e s o u r c e s t o e n s u r e tha t t h e y w o r k a s a n t i c i p a t e d . 

H o w e v e r , i n s t i t u t i ons s h o u l d b e a w a r e tha t d u r i n g r ea l s t r e s s e v e n t s , p r io r m a r k e t a c c e s s t e s t i ng 

d o e s n o t g u a r a n t e e t ha t t h e s e f u n d i n g s o u r c e s w i l l r e m a i n a v a i l a b l e w i t h i n t h e s a m e t i m e f r a m e s 

a n d / o r o n t h e s a m e t e r m s . 

L a r g e r , m o r e c o m p l e x i n s t i t u t i ons c a n bene f i t b y e m p l o y i n g o p e r a t i o n a l s i m u l a t i o n s t o 

tes t c o m m u n i c a t i o n s , c o o r d i n a t i o n , a n d d e c i s i o n m a k i n g i n v o l v i n g m a n a g e r s w i t h d i f fe ren t 

r e s p o n s i b i l i t i e s , i n d i f fe ren t g e o g r a p h i c l o c a t i o n s , o r a t d i f fe ren t o p e r a t i n g s u b s i d i a r i e s . 

S i m u l a t i o n s o r t e s t s r u n l a t e i n t h e d a y c a n h i g h l i g h t spec i f i c p r o b l e m s s u c h a s d i f f icu l ty in 

s e l l i ng a s s e t s o r b o r r o w i n g n e w f u n d s a t a t i m e w h e n b u s i n e s s in t h e c a p i t a l m a r k e t s m a y b e l e s s 

a c t i v e . 

I n t e r n a l C o n t r o l s 

A n in s t i t u t i on ’ s i n t e r n a l c o n t r o l s c o n s i s t of p r o c e d u r e s , a p p r o v a l p r o c e s s e s , 

r e c o n c i l i a t i o n s , r e v i e w s , a n d o t h e r m e c h a n i s m s d e s i g n e d t o p r o v i d e a s s u r a n c e t ha t t h e i n s t i t u t i on 

m a n a g e s l i qu id i t y r i sk c o n s i s t e n t w i t h b o a r d - a p p r o v e d p o l i c y . A p p r o p r i a t e i n t e rna l c o n t r o l s 

s h o u l d a d d r e s s r e l e v a n t e l e m e n t s of t h e r i sk m a n a g e m e n t p r o c e s s , i n c l u d i n g a d h e r e n c e t o 

p o l i c i e s a n d p r o c e d u r e s , t h e a d e q u a c y of r i sk iden t i f i ca t ion , r i sk m e a s u r e m e n t , r e p o r t i n g , a n d 

c o m p l i a n c e w i t h a p p l i c a b l e r u l e s a n d r e g u l a t i o n s . 

M a n a g e m e n t s h o u l d e n s u r e tha t a n i n d e p e n d e n t p a r t y r e g u l a r l y r e v i e w s a n d e v a l u a t e s t h e 

v a r i o u s c o m p o n e n t s of t h e i n s t i t u t i on ’ s l i qu id i t y r i sk m a n a g e m e n t p r o c e s s . T h e s e r e v i e w s 

s h o u l d a s s e s s t h e e x t e n t t o w h i c h t h e i n s t i t u t i on ’ s l i qu id i ty r i sk m a n a g e m e n t c o m p l i e s w i t h b o t h 

s u p e r v i s o r y g u i d a n c e a n d i n d u s t r y s o u n d p r a c t i c e s , t a k i n g i n t o a c c o u n t t h e l e v e l of s o p h i s t i c a t i o n 

a n d c o m p l e x i t y of t h e i n s t i t u t ion ’ s l i qu id i t y r i sk p ro f i l e [Footnote 1 4 -

This includes the standards established in this interagency guidance as well as the supporting material each agency 
provides in its examination manuals and handbooks directed at their supervised institutions. Industry standards 
include those advanced by recognized industry associations and groups. End of Footnote 14.]. 

S m a l l e r , l e s s - c o m p l e x i n s t i t u t i o n s 

m a y a c h i e v e i n d e p e n d e n c e b y a s s i g n i n g t h i s r e s p o n s i b i l i t y t o t h e a u d i t f unc t i on or o t h e r qua l i f i ed 

i n d i v i d u a l s i n d e p e n d e n t of t h e r i sk m a n a g e m e n t p r o c e s s . T h e i n d e p e n d e n t r e v i e w p r o c e s s 

s h o u l d r e p o r t k e y i s s u e s r e q u i r i n g a t t e n t i o n i n c l u d i n g i n s t a n c e s of n o n c o m p l i a n c e t o t h e 

a p p r o p r i a t e l e v e l of m a n a g e m e n t for p r o m p t c o r r e c t i v e a c t i o n c o n s i s t e n t w i t h a p p r o v e d p o l i c y . 
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