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Following a number of recent financial stress events, most notably the market turmoil
in 2023 that peaked in the failure of Credit Suisse, and given the rapid changes in
technology with innovations such as 24/7 instant payments and shorter settlement
cycles, the ECB has undertaken a thematic review on intraday liquidity and identified
several sound practices specifically for managing intraday liquidity risk. These build
on existing international standards, namely the BCBS Principles for Sound Liquidity
Risk Management and Supervision (BCBS 144, Principle 8 of which focuses
specifically on intraday liquidity risk), the BCBS monitoring tools for intraday liquidity
management (BCBS 248), the EBA Guidelines on ILAAP information collected for
SREP purposes, and the ECB Guide to ILAAP.

The sound practices for managing intraday liquidity risk establish a set of practices
which the ECB considers important. They are largely based on common practices
(referred as “key practices”) observed among institutions covered in the ECB’s
thematic review. Good practices (referred as “examples of good practice”) are more
advanced practices observed at individual institutions. Key practices can be
considered fundamental; examples of good practices are aspirational. The practices
provide relevant institutions with a point of reference for designing their own intraday
liquidity risk management as well as a starting point for supervisors when engaging
with institutions.

Article 86 of the Capital Requirements Directive (CRD) requires institutions to have
robust strategies, policies, processes and systems (i.e. a framework) for the
identification, measurement, management and monitoring of liquidity risk over an
appropriate set of time horizons, including intraday, so as to ensure that institutions
maintain adequate levels of liquidity buffers. The framework has to be tailored to
business lines, currencies, branches and legal entities and must include an adequate
allocation mechanism of liquidity costs, benefits and risks. An institution’s
implementation of the sound practices needs to be tailored to its specific situation and
reflect the principle of proportionality. Managing liquidity across all currencies, without
excluding non-material ones, is of particular importance when considering intraday
liquidity.

Where the sound practices refer to an institution or institutions, these terms may apply
at the level of a group, i.e. encompassing actions performed by the head-office
functions, or a single entity, such as a branch, subsidiary or business unit with its own
payment or settlement processes. In all cases, considerations must be given to
impediments to the transfer of liquidity between legal entities globally.



Risk management framework (Principle 1)

The intraday liquidity risk management framework is based on a clear definition
of intraday liquidity risk and reflects all material intraday liquidity drivers in an
adequate way. The framework is consistent with the institution’s intraday
liquidity policy and risk appetite framework and is backed by sufficient
resources and IT systems across all lines of defence.

Key practices

1. Institutions establish a clear definition of intraday liquidity risk encompassing key
transmission channels and distinguishing it from the end-of-day liquidity concept.

2. Institutions define and regularly review material risk drivers/sources of intraday
liquidity risk, applying qualitative and quantitative materiality assessment criteria
at the source of the risk (e.g. account, currency, system, product type), resulting
in an intraday liquidity risk taxonomy.

3. Institutions formalise intraday liquidity risk policies outlining the roles and
responsibilities of the various units and committees involved in intraday liquidity
management and specifying the scope of application across legal entities
(currencies, systems, products, etc.) and the approach for active management of
intraday risk, ensuring consistency across the group and alignment with the
requirements of Article 86 CRD.

4. The intraday liquidity policy and other documentation are approved and have a
clear ownership, including a clear hierarchy of documentation supporting the
intraday liquidity framework. The documentation is subject to regular review with
approval of material changes.

5. Institutions measure intraday liquidity risk within their risk appetite. Calibration of
the risk appetite is reviewed by the second line of defence (2LoD). Potential
breaches are escalated and addressed — where relevant the senior management
and/or board risk committee are actively involved and/or informed.

6. Institutions implement alert management, early warning indicators (EWIs, e.g. on
low cash balances in payment systems), end-of-day reconciliation and analysis
of unusual settlement activity (e.g. due to unusual client behaviour) as part of
their toolkit for steering the intraday liquidity.

7. Institutions have sufficient staffing across all three lines of defence with
appropriate knowledge and experience, including IT resources/solutions that
support the intraday framework in all environments.

Sound practices for managing intraday liquidity risk



Examples of good practice

The definition of intraday liquidity risk management extends beyond the
idiosyncratic management of the institution’s intraday liquidity and recognises
its responsibilities in ensuring smooth functioning of payments, clearing and
settlement activities, meeting client needs, and adhering to common market
practices."

Breaches of intraday limits are driven by utilisation of the available intraday
buffer, which also dictates the level of escalation. Institutions analyse leakage
in the measurement of their intraday liquidity usage, which represents the
negative difference between the end-of-day cash position and the start-of-day
cash position.

The risk identification process and materiality assessment result in a detailed
intraday liquidity risk taxonomy (e.g. settlement timing mismatches between
margin posted and received, timing frictions with security settlement or FX
settlement, additional requirements due to potential issues accessing market
infrastructure intraday, etc.). The process starts from an understanding of all
material drivers/channels of intraday liquidity risk (e.g. processing payments,
clearing derivatives, relying on correspondent banking).

The intraday liquidity risk management framework is considered in the
institution’s  fund transfer pricing mechanism. Appropriate intraday
funding/liquidity cost/benefits are charged.

' For example, institutions may follow market practices established by the European Banking Federation by
repaying euro-denominated overnight deposits before noon.
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Governance (Principle 2):

A prudent and clearly defined internal governance and managerial reporting is
established around intraday liquidity risk, regularly involving all three lines of
defence.

Key practices

1.

Institutions have a forum which discusses recent trends in intraday liquidity risk
frequently, based on their materiality assessment of such risk. The forum is a joint
platform for producers of intraday liquidity risk (i.e. business units) as well as
those with liquidity steering functions: first line of defence (1LoD), e.g. Treasury,
and second line of defence (2LoD), e.g. risk management functions.

Institutions give regular updates on intraday liquidity to the relevant senior
management committees (e.g. the Asset and Liability Committee) covering
relevant developments around the intraday liquidity position over time, based on
their materiality assessment of such risk.

Institutions establish quick escalation procedures and react promptly in the event
of unusual payment and settlement patterns during the day. These include the
ability to set up ad-hoc reporting. Internal policies clearly describe both the
reporting lines in the event of adverse intraday liquidity developments (including
1LoD and 2LoD), as well as the subsequent steps following escalation (i.e. root
cause analysis and escalation to higher management).

Institutions have granular and regular internal reporting tailored to intraday
management that takes account of BCBS 248 and is subject to review by 2LoD.
Deviations from BCBS 248 are assessed by 2LoD to review why such reporting
is not needed (e.qg. it is replaced by other metrics that are more suitable for the
institution’s business model).

Based on the residual risk and/or materiality assessment, institutions have
regular reviews by the third line of defence (3LoD) that focus on major aspects of
intraday liquidity risk management, including but not limited to stress testing
(including buffer calibration), the intraday liquidity indicator framework and
associated monitoring, the IT tools used for monitoring and forecasting, and the
crisis management framework should intraday liquidity risk materialise. The
frequency of such reviews is informed by the materiality assessment and the
3LoD assessment of the control environment.

Examples of good practice:
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The dedicated forum on intraday liquidity meets at least once a month.

The role of 2LoD includes both independent oversight of different aspects of
intraday liquidity risk (e.g. stress testing, the overarching framework for managing
intraday liquidity risk, monitoring limits for intraday liquidity) and an active part in



risk analysis in the event of crisis escalation (e.g. unusual intraday liquidity
developments).

Contingency funding and/or recovery plans explicitly take into consideration
intraday liquidity risk (e.g. via dedicated indicators and prioritising contingency
and recovery options to meet intraday liquidity needs in stressed conditions).
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Forecasting (Principle 3):

The institution’s capabilities to project intraday liquidity needs are based on an
adequate understanding of forthcoming payments, their priorities and the
associated intraday timing.

Key practices

1.

Institutions clearly establish which payments are mandatory time-specific
obligations (TSOs) and other discretionary priority payments.? TSOs and priority
payments are together referred to as time-sensitive payments or TSPs.

Institutions identify drivers of intraday payments that make it possible to project
both intraday and next-day flows. This entails active engagement with internal
stakeholders (e.g. business units), counterparties and clients to understand how
they manage their liquidity and the impact this has on the institution’s own
liquidity.

Institutions have procedures to identify and fund very large known transactions
(e.g. syndicated loans) ahead of the settlement day.

Projections of next day cashflows are performed daily based on known
transactions and estimates of unknown transactions. Projections include end-of-
day projections and the amount and timing of TSPs.

Institutions update projections of end-of-day balances, inflows and outflows, and
the largest negative net cumulative position (LNNCP) throughout the day to
identify potential unanticipated liquidity needs. LNNCP projections take into
account forthcoming TSPs.

Examples of good practice:

An IT-supported tool makes it possible to produce short-term projections of
balances (e.g. over the next 30 minutes or two hours).

Projections are not limited to a point estimate but include information on the level
of uncertainty under business as usual (BAU) and associated liquidity needs.

Institutions regularly review, amend and recalibrate the models used for
projecting intraday liquidity needs.

2 A discretionary priority payment is a payment (i) without a contractually agreed settliement time, but (i) where prompt
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settlement is advisable, e.g. due to market conventions or client expectations. One example of a discretionary
priority payment is making USD payments for clients located in earlier time zones within their operating hours.



Monitoring (Principle 4):

The institution monitors payment flows in material currencies on a real-time
basis. It has alerts and tools to promptly identify the sources of unexpected
intraday needs, and to monitor the adequacy of liquid resources.

Key practices

1.

Institutions have a monitoring tool for all material currencies?® that

(a)

provides visibility on:

(i) current balances, projections of the end-of-day balance and inflows
and outflows, projected LNNCP;

(i) pre-pledged collateral, qualifying collateral (e.g. high-quality liquid
assets) available to meet intraday needs, and credit lines;

(iii) transactions in the real time gross settlement (RTGS) system or, where
no direct RTGS access exists, the main correspondent bank(s), as well
as in other significant financial market infrastructures (FMIs);

contains information on all known incoming and outgoing payments and
their settlement status. The transaction data and settlement status are
updated using real-time payment messages as well as other relevant
information (e.g. valuations of collateral available for intraday purposes);

automatically alerts relevant 1LoD and 2LoD staff when pre-defined
conditions are met (e.g. end-of-day projections, cash balances at central
banks or collateral available for intraday fall below certain thresholds or any
other triggers for escalation);

makes it possible to filter, sort and drill down into data so staff can promptly
investigate payments (or the lack thereof) leading to unexpected
movements in balances;

makes it possible to view the institution at the level of individual entity or
group, for clients and counterparties, across FMIs and currencies, or per
FMl/currency.

The institution’s Treasury function either monitors intraday developments actively
or stands ready to step in when the system issues an alert or staff (e.g. cash
management) ask them to.

For non-material currencies, any limitations in monitoring capabilities are
compensated by sufficient liquidity or alternative processes to meet TSPs on
time. Institutions have the ability to monitor intraday usage (and LNNCP) at least
on an ex post basis.

3 Institutions classify a currency as material based on their internal assessment of liquidity risks.
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Examples of good practice:

. Itis possible to view upcoming TSPs on a screen showing the live balance and/or
in a dedicated dashboard.

. It is possible to add intraday projections, the recent trendline and/or short-term
balance projections.

. It is possible to monitor the payment patterns of selected counterparties (e.g. the
non-TSO net position, and separately sending and receiving amounts of total
non-TSOs, remaining payments, TSOs open, TSOs settled).

. Payment messages for non-material currencies are received frequently
throughout the day.
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Managing outflows (Principle 5):

The institution has a clear understanding of the priority of different types of
payments. It is able to actively manage outflows to ensure that all time-specific
payments are made on time and that other payments are duly prioritised within
the available liquidity.

Key practices

1.

Institutions establish an outflow ladder that assigns clear priority levels to different
types of payments.

Institutions determine liquidity levels (a BAU buffer) within which cash operations
may manage payments without the involvement of Treasury.

Treasury and other relevant 1LoD and 2LoD staff who are less actively involved
in BAU activities are contacted before the BAU buffer is exhausted, so they are
ready to step in when or before this occurs. Part of the BAU buffer is allocated
for this operational readying process.

In stressed conditions, actions taken are commensurate to the remaining liquidity
and aim to ensure that TSOs and other priority payments can be made on time.
For instance, there may be a hierarchy for using the stress buffer, with some
reserved for TSPs and the final part solely for TSOs (and only tapped once the
TSP part has been exhausted).

Institutions have the ability to throttle payments and clearly define a time or
circumstances when the throttling is lifted. This ensures that all payments due
are made within the day.

Institutions take systemic liquidity considerations into account when planning
BAU and stress liquidity management, e.g. they follow throughput guidelines
(where these exist).

Institutions are able to actively manage outflows in all material currencies,
preferably through direct RTGS access. For example, institutions may opt to
release large payments manually.

Where institutions are not able to actively manage outflows, mechanisms are in
place to ensure TSOs are met on time.

Examples of good practice:
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. Institutions use bilateral limits for non-priority payments to manage the net
amount sent to some or all counterparties earlier in the RTGS working day.

e Anticipated net outflows are added to the amount within which cash
operations manages liquidity (i.e. in addition to the BAU buffer).



Sources of liquidity (Principle 6):

Institutions clearly identify — for each currency in BAU and stressed conditions
— which sources of intraday liquidity are suitable to meet intraday liquidity
needs. They comprise at least a minimum level of cash or pre-pledged assets at

central banks and, where relevant, at other relevant institutions.

Key practices

1.

Institutions clearly define which sources of liquidity are deemed suitable to meet
intraday liquidity needs. The rationale for using a particular source of liquidity is
based on an understanding of its availability and end-to-end mobilisation time* in
BAU and stressed conditions as well as currency-specific or FMI-specific
aspects.

Institutions maintain up-to-date information on the amount and currency of the
liquidity available under each suitable source of liquidity.

Institutions have a minimum level of cash or pre-pledged assets at central banks
and, where relevant, collateral available at other relevant institutions (such as
correspondent banks, or payment or settlement systems) to manage intraday
liquidity needs.

Institutions identify a clear prioritisation in the use of intraday liquidity sources.
This prioritisation is based on a clear understanding of end-to-end mobilisation
times of liquidity sources as well as of economic costs, and serves as guidance
for intraday liquidity source usage.

The mobilisation of intraday liquidity sources is regularly tested. For uncommitted
intraday credit facilities, this includes an assessment of the reliance on, and
potential discontinuation of, such facilities. Information on the testing outcome
feeds into the identification and prioritisation of intraday liquidity sources.

Institutions start mobilising slower liquidity sources that are not readily available
early enough to allow all obligations to be met on time.

Sources of intraday liquidity are held for each currency separately in the relevant
currency. Liquidity sources are held across currencies only where the institution
demonstrates that the liquidity can reliably be converted as and when needed
(e.g. via the Euro Liquidity Bridge offered by the Bank of England to CHAPS
participants).

Institutions ensure that sources of intraday liquidity are freely transferable
between legal entities, including in stressed conditions.

4 The end-to-end mobilisation time is the time it takes from deciding to use a certain source of liquidity until the funds
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become freely available in an institution’s account.
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Examples of good practice:

. For currencies for which institutions are not direct RTGS participants,
institutions keep a minimum level of cash in their correspondent bank
account and/or have access to a committed intraday liquidity facility.

. Institutions have at least one secondary nostro account in each CLS
currency. °

5 See Best Practices for Nostro Agents and Nostro Clients.
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http://www.cls-group.com/media/smvj2g2f/nostro-best-practices-2024.pdf

Stress testing (Principle 7):

The institution runs comprehensive and conservative stress tests. It holds
separate, well-calibrated and adequate buffers in each material currency for
intraday liquidity needs in BAU and stressed conditions.

Key practices

1.
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Institutions establish separate liquidity buffers to cover pure intraday liquidity
needs in both BAU and stressed conditions.

BAU buffers are sufficient to meet intraday liquidity needs under normal
circumstances (i.e. on at least 95% of all days).

Stress tests cover potential intraday risks under a wide range of scenarios,
including extreme but plausible scenarios covering a combination of idiosyncratic
stress and market stress. At least one of the scenarios covers the most extreme
stress observed historically.

Stress tests consider the full range of potential liquidity impacts with respect to
outflows, sources of liquidity and inflows.

(a) Stress test outflows (including additional collateral needs) are derived from
the types of transaction that may trigger outflows.

(b) Stress tests cover margin calls and other potential contractual outflows.

(c) Stress tests cover assumptions concerning clients’ increased usage of
credit lines. (In addition to meeting all contractually agreed outflows,
institutions are able to meet a higher demand for uncommitted outflows in a
timely manner with a view to maintaining market trust and contributing to
systemic liquidity and the smooth functioning of the overall financial system.)

(d) Stress tests take into account reductions in uncommitted forms of credit
lines received, such as uncommitted secured credit lines or CLS In/Out
swap limits.

(e) There is no reliance on uncommitted and unsecured credit lines from
correspondent banks.

(f) Asset valuation factors in potential reductions in prices and additionally,
where assets are earmarked for monetisation, potentially lower market
liquidity.

(g) Stress tests factor in a delay in inflows (other than TSOs).
Stress tests are performed for each currency separately.

Stress tests take into account impediments to the transfer of liquidity between
legal entities and establish separate buffers where necessary.
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Examples of good practice:
. Stress tests are performed on a daily basis.

e  Stress buffers are set as the greater of stress-testing current portfolios and
historically observed actual intraday liquidity needs.

e The institution performs quantitative reverse stress tests to understand the
circumstances under which available liquid resources (which may go
beyond stress buffers) would become insufficient.

3 Some stress scenarios also cover operational stress.
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