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Regulation No. 166

(Minutes No. 48 Paragraph 2

of the Board of the Financial and Capital Market Commission)

Riga, 23 December 2005

Regulation for Compliance with Liquidity Requirements 
Issued on the basis of 

 Article 6, Clause 1, Article 7, Paragraph one, Clause 1 and Article 17, Clause 2 

of the Law on the Financial and Capital Market Commission;

Article 6 and Article 37, Clauses 1 and 2 of the Law on Credit Institutions

I. General Provisions 

1. The Regulation for Compliance with Liquidity Requirements (hereinafter – this Regulation) is developed on the basis of the Law on Credit Institutions, is binding for the banks registered in the Republic of Latvia, and branches of banks of other Member States and foreign countries (hereinafter – branch bank) and prescribes procedures for complying with the liquidity requirements. 

2. The bank or bank branch shall place their assets so that to ensure settling of their creditors' legal claims at any time (liquidity). 

3. To ensure liquidity: 

3.1. the bank or bank branch shall evaluate and plan the term structures of their assets and liabilities on a regular basis; 
         3.2. the bank shall maintain liquid assets that are sufficient for settling liabilities, however, no less than 30% of total current liabilities of the bank (liquidity indicator). Current liabilities are demand liabilities and liabilities with a residual maturity of no more than 30 days. 

4. The bank or bank branch shall develop liquidity management policy that includes:

4.1. liquidity risk management methods (for instance, ensuring balanced (coherent) cash flows from assets and liabilities; maintaining sufficient amounts of high liquid assets; providing option to borrow or otherwise attract funds for maintaining liquidity);

4.2. internal limits for the assets and liabilities term structure liquidity net positions that are calculated pursuant to point 11 of this Regulation, as well as liquidity net positions in lats and each foreign currency in which the bank or bank branch has performed significant transaction amount or for which there is an illiquid market; 

4.3. procedures and frequency for evaluation of assets and liabilities term structure;

4.4. internal limits for maximum deposits that can be taken from a single customer (a group of related customers);

4.5. action in case of internal limit violation;

4.6. analysis of possible development scenarios, incl. situations of day-to-day operation, bank or bank branch crises, general market (both in Latvia and in foreign countries) crises;

4.7. possible action plan for overcoming liquidity crisis. 

5. The bank or bank branch shall develop appropriate internal controls mechanism and management information system to discover, analyse and control liquidity risk on a timely basis.  

II. Report on Term Structure of Assets and Liabilities 
6. The bank or bank branch shall draw up the Report on Term Structure of Assets and Liabilities (hereinafter – the Report) in compliance with the form UPDK 0651031 (Appendix 1).

7. In the Report, assets are grouped by residual maturity to repayment or sale, while liabilities and off-balance sheet liabilities are grouped by residual execution term. The residual maturity shall be the period from the last day of the reporting month to the expiry date of the agreement or to the date when payments shall be made under a contract. 

8. Off-balance sheet liabilities shall be included in the Report where there is a reason to believe that the counter-party will request honouring of such liabilities. Liabilities arising from issued guaranties or other guaranties that are secured with a deposit placed with the bank or bank branch shall not be included in the Report.

9. Agreements on receiving loans with holding companies, which are credit institutions of Zone A, may be also stated as off-balance claims. 

10. Assets for which special loan provisions for bad and doubtful debts have been made shall be reported in accordance with residual value. 

11. When compiling the Report, the following conditions shall be complied with:

11.1. the residual maturity to repayment (or sale) shall be determined in accordance with the repayment (or sale) term as stated in the effective agreement or in accordance with accepted notices on early repayment;

11.2. assets invested with the option to receive them on demand shall be included in the maturity group "on demand";

11.3. regardless of point 7 requirements, financial instruments, held for trading purposes or available for sale, which can be sold in a short period of time without considerable loss, as well as financial instruments, which can be used as collateral for loans, shall be reported as assets “on demand” or in the maturity group according to the possible sale term for the respective financial instrument or term for receiving a loan;

11.4. assets without definite repayment (or sale) term shall be deemed termless deposits and shall be stated in the maturity group "over 361 days"; 

11.5. assets or any part thereof where the payment is overdue for more than 14 days shall be reported as overdue assets;

11.6. assets or any part thereof where the payment is less than 14 days overdue shall be reported as "demand assets";

11.7. assets or any part thereof that are encumbered to secure the bank or bank branch’s liabilities, including those involved in repo transactions, shall be reported as pledged assets. Commitments whose execution is secured by the above assets shall be reported as borrowing against asset collateral;

11.8. the residual maturities of liabilities shall be determined in accordance with the execution term under the effective agreement or in accordance with accepted notices on early repayment;

11.9. liabilities with an indefinite execution term where there is an obligation to meet them on demand shall be reported in the maturity group "on demand";

11.10. deposits pledged by the customer with the respective bank or bank branch to receive a credit (guarantees and similar collateral) shall be reported in the respective maturity group according to the residual collateral term;

11.11. liabilities for deposits that have fallen due, but that are not demanded by the customer shall be reported in the maturity group "on demand".

12. The term structure of assets and liabilities shall be evaluated by calculating the net liquidity position as difference between assets and liabilities in each maturity group and the overall liquidity position – as difference between assets and liabilities in ascending order of maturities. 

13. In the Report, the bank or bank branch’s internal limits set on the assets and liabilities term structure liquidity net positions and fulfilment of these limits shall be reported separately.

III. Calculation of Bank Liquidity Indicator 

14. The bank shall draw up the Calculation of Bank Liquidity Indicator (hereinafter – the Calculation) in compliance with the form UPDK 0651032 (Appendix 2). 

15. In the Calculation, the following unencumbered assets shall be deemed liquid assets::

15.1. cash at hand;

15.2. demand claims on the Bank of Latvia and solvent credit institutions;

15.3. claims on the Bank of Latvia and solvent credit institutions with a residual maturity of less than 30 days and deposits with other term where the agreement provides for their early withdrawal (except penalty for early settling of liabilities, if any);

15.4. investments in financial instruments having permanent and unlimited market, i.e., they can be sold in a short time without considerable loss or be used as collateral for loans.

16. When evaluating the sale possibilities of the respective financial instrument, the following shall be considered the safety of the respective securities market, number of daily transactions, ratio of the financial instruments amount in the bank's possession to the daily purchase and sale amount. 

IV. Reporting Procedures

17. Report and Calculation shall be compiled for the situation as of the last day of the reporting month and shall be submitted to the Financial and Capital Market Commission (hereinafter – the Commission) by the 15th of the next month.
18. Report and Calculation shall be compiled according to procedures stipulated by Regulations on Compiling and Sending Statistical Reports Electronically approved by Decision No. 156 of the Commission’s Board of 16 July 2004. 

19. If the Commission ascertains that the Report or Calculation is compiled erroneously, the submitter of the report shall be notified thereof by e-mail.  If the Commission has not set another time limit, the report shall be submitted repeatedly no later than the next business day upon receipt from the Commission of the notification regarding the possibility of errors.

V. Closing Provision 

20. With the coming into force of this Regulation, the Regulation for Compliance with Liquidity Requirements approved by Decision No. 21/8 of the Commission’s Board of 30 November 2001, is repealed. 
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