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Regulatory	Heads‐Up

Liquidity and contingency funding have (re-)surfaced as regulatory hot topics. 
Both formal evidence (financial institution guidance letters) and informal 
evidence (examiner questions and comments) point to a heightened regulatory 
sensitivity to liquidity risk management issues, including concentrations in 
volatile funding sources, adequacy of liquid asset buffers, appropriate policies, 
procedures and risk limits, liquidity event management procedures, and 
dynamic liquidity cash flow forecasting and contingency funding strategies. In 
particular, regulators seem to be concerned about the adequacy and flexibility 
of the liquidity management framework where liquidity strains are linked to 
financial stresses on multiple fronts (credit quality, capital adequacy, funding 
and external circumstances), with numerous risk amplifiers. 

Recent isolated instances of liquidity stress at a small number of institutions 
(e.g., First NBC Bank, New Orleans) have amplified examiner concerns, 
culminating in an article in the Summer 2017 issue of the FDIC’s Supervisory 
Insights entitled “Community Bank Liquidity Risk: Trends and Observations from 
Recent Examinations.” This article builds upon the Interagency Policy Statement 
on Funding and Liquidity Risk Management published on March 17, 2010. 

We believe that you are well positioned with respect to the liquidity 
management equation based on continuous monitoring of normal static 
operating liquidity ratios included in our Investment and Asset Liability Policy, 
coupled with the dynamic Contingency Funding Plan that we produce for you. 

SSW has been closely monitoring changes in regulatory priorities and attitudes 
towards liquidity risk, and, as a part of this process, has met with the 
Mississippi and Alabama Commissioners to gather information about specific 
areas of concern. We plan on meeting with other regulators as part of this 
process. 

What has come to light to date through these efforts is that all banks should 
expect to be asked questions regarding liquidity. In recent exams, it appears 
that the banks that receive the most scrutiny are those with a high level of CRE 
and a high level of wholesale funding, with little differentiation as to what type 
of wholesale funding is being utilized (except in the case of the Louisiana OFI, 
which has become negative on FHLB advances due to the failure of First NBC). In 
addition, regulators have noted that banks should not include contingent 
liquidity sources in their plans if the condition of the bank would cause these 
sources to not actually be available; they can be mentioned in a plan, but there 
also needs to be an acknowledgement that these sources may not be actually 
available. 

As part of our liquidity risk management process we will make adjustments, as 
necessary, to our Investment/ALM Policy and Contingency Funding Plan to 
accommodate clarifications to regulatory guidance as such become available. 
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