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1. UK Finance' and AFME? welcome the opportunity to respond to the PRA’s consultation
paper CP5/26 — Modernising the Liquidity Policy Framework. This response reflects
views from a broad range of UK Finance member firms of different sizes, complexity,
business models and customer bases.

2. We welcome the PRA modernising the regulatory liquidity framework considering
learnings from SVB and the broader change in operating landscape. In this response,
we focus on the PRA’s proposals and provide recommendations in the section below.

3. We are, however, disappointed that the PRA did not take the opportunity to update the
liquidity framework with respect to non-UK covered bonds. Delay and the subsequent
uncertainty continue to have significant funding market implications for banks and
international competitiveness, and we ask the PRA to address this issue as soon as
possible.

4. UK Finance supports the PRA’s intention to modernise the liquidity policy framework and
reflect recent advances in digital banking, payments and digital technology. We agree
that ensuring the framework evolves in line with developments in the financial system is
crucial to maintaining an effective, proportionate and forward-looking prudential regime.

5. We recognise the PRA intends for firms to maintain discretion, both in terms of how they
implement the new 7-day stress scenario and the elements of its construction, which we
support. For some firms, this will mean the 7-day stress is incorporated into existing
scenarios, while other firms may look to set up a new stand-alone scenario, recognising
each firm will face different liquidity risks and internal governance procedures. Equally,
the stress itself will vary based on firms’ perception of key cause factors such as depositor
groups acting in concert or changes over time in the stability of deposit bases.
Conservative banking models, like custody banks, may even face the opposite pressure
to most banks, namely significant short-term inflows as bank clients look to increase
holdings of highly liquid assets such as central bank reserves.

6. The outstanding area of potential prescriptiveness within the design of the 7-day stress
is the PRA’s intention for each of the 7 days within the scenario to be treated as a discrete
bucket for reporting purposes and management actions. UK Finance members have
different reporting, governance and liquidity management frameworks. As such we
believe firms are best placed to implement the new scenario in a way that tests readiness
against a severe shock within a 7-day scenario, reflecting each firm’s risk profile and
operating model. We also note not all firms currently construct daily buckets for each
calendar day over this period and as such this may still represent a challenge. Lastly, we
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seek clarity on whether the 7 days stated relates to 7 calendar days or 7 working days,
and request this be explicitly stated in the final Policy Statement (PS).

7. Accordingly, we request the PRA clarify in the final PS, that there is not a new requirement
for all firms to develop a standalone stress scenario and that firms may instead evidence
how firm-specific stresses capture appropriate first-week outflows. We also ask for the
PRA to confirm that firms retain discretion on the currency scope of this assessment, with
more granular analysis undertaken through proportionate bilateral supervisory
engagement, where warranted by firms’ business models and cross-currency risk
profiles.

8. We support the PRA’'s emphasis on firms’ ability to rapidly monetise liquid assets in any
venue as well as prepositioned central bank eligible assets, including non-HQLA at
discount window, under stress, rather than relying solely on higher regulatory buffers.
This better reflects that many firms already pre-position and test such facilities in a
manner consistent with the PRA’s proposals. It is, however, important the proposals do
not inadvertently increase liquidity requirements for firms that already demonstrate
adequate liquidity, including through recent stress episodes such as 2023, thereby
reducing capacity to deploy liquid assets productively and we ask this be explicitly stated
in the PS.

9. We highlight the importance of the UK taking an approach that is aligned with
developments in other major jurisdictions and remains internationally competitive. In light
of ongoing developments in the US®, we request the PRA to begin active consideration
of the case for including pre-positioned assets in the LCR, and to engage with the
industry regarding its potential impact. We would welcome the opportunity to work with
the PRA on solutions which could overcome competitiveness issues that may arise in
line with its secondary objective, while maintaining stability and ensuring continuity with
Basel Standards so that UK firms are not placed at a disadvantage relative to
international peers.

Proposal 1: Assess composition of liquidity resources and monetisation risk
Design of the proposed 7-day stress scenario

10. We welcome the PRA’s commitment to making the stress scenario tailored to firms’
business models and we support the objective to sharpen the assessment of liquidity
resources and short-term stress resilience. In many cases, this assessment will be
applied most effectively if incorporated into existing internal stress testing, allowing firms
to design the shock within the parameters of a “sudden” and “severe” scenario, with firms
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11.

12.

13.

benefitting from existing and internal reporting governance procedures, noting the wide
variation in business model and liquidity risks across banks.

Additionally, we support the proposal that firms themselves determine the currency
basis on which the 7-day stress is to be assessed, given an aggregate approach better
reflects how liquidity is managed in practice within internationally active banking groups
and ask this be explicitly stated within the final PS. Paragraph 2.16 of the proposed
amended SS24/15 should be clarified in this regard as it could currently be interpreted
as prescribing that the stress is conducted on an individual currency basis regardless of
firms’ judgements and approach to managing currency risk (e.g. judgements on
availability of FX markets). Discussions around currency outflows will be most effectively
achieved through bilateral supervisory engagement, based on the broader cross-
currency risk framework set out in SS24/15.

The CP states “The PRA would expect the focus of the scenario to be on the first week
of a stress”, and this is currently omitted from the SS24/15. Current wording could be
misinterpreted as expectation from the PRA to either: (1) model and report weekend
outflows or (2) model severe outflows within the first 7 business days, with regards to
Section 2.19A. Further, it is noted and we agree that the running of the 7-day stress may,
for some firms, lead them to observe frictions in monetisation of assets in such a stress.
In the CP and the updated SS24/15, current wording could also be interpreted in places
as setting additional requirements on all firms (i.e. CP Paragraph 2.10 and SS24/15
2.19E that seems to set requirements for all firms compared to SS24/15 2.19D).
Therefore, we request the PRA address this in the final PS publication and updated
SS24/15.

SS24/15 Section 2.19A proposes a firm should specify outflows for “each day of the
scenario”; this proposal appears prescriptive and proposal increases operational
complexity for firms who construct their daily buckets at intervals more relevant for their
business model. Importantly, it is not necessary for improvements in firms’ understanding
of their liquidity profiles, which will already follow the implementation of the 7-day
scenario within the context of each firm’s risk profile and internal governance, with
outflows modelled accordingly. The wording implies that a firm incorporating the 7-day
stress into a longer, existing scenario could have to specify outflows well beyond the
initial 7 days as envisaged. In line with other elements of the stress construction, firms
should be able to determine the exact time horizon and stress-testing approach
themselves, with those choices then subject to formal supervisory review, where the PRA
can challenge the assumptions taken by individual firms.

Use of central bank facilities and foreign central bank access in stress

14.

We understand the consultation does not alter the availability of all existing monetisation
tools. Given this, we understand entities with broker-dealer style liquidity profiles,
including bank-owned broker-dealers and trading arms, should continue to access
central bank facilities indirectly via affiliate entities, where they are unable to access
directly, to mitigate monetisation risk. Firms should exercise judgement and be prepared
to articulate their rationale when demonstrating “sufficient certainty of access”,
particularly where firms rely on foreign central bank facilities reflecting jurisdictional



15.

constraints. This includes the use of BoE facilities, non-sterling, foreign central bank
facilities and interbank FX: we ask this be explicitly stated in the PS.

The CP proposes that, where firms rely on foreign central bank facilities, they should be
able to demonstrate “sufficient certainty of access”, for example by confirming that such
facilities are open during business as usual, and stress, with clear eligibility criteria,
access conditions and pricing. We support the objective of ensuring that any assumed
drawings are credible and operationally feasible however, there may be various
constraints within local territories that may differ from the PRA’s framework e.g. in some
jurisdictions central bank facilities are more typically framed as contingent or emergency
tools, and authorities may not support regular testing or pre-positioning as part of
business-as-usual liquidity management. In these cases, it may not be possible for UK
headed groups to evidence the same degree of operational readiness as they can for the
Bank of England (BoE)'s Sterling Monetary Framework. UK Finance encourages the PRA
to recognise a tailored/appropriate approach to reflect these jurisdictional constraints in
its supervisory expectations and allow for approaches that are appropriate to the
respective jurisdictions where firms can demonstrate that their assumptions about foreign
central bank access are credible and robust.

Practical implementation and documentation

16.

17.

The PRA’s proposal to revise the OLAR to explicitly clarify that firms must maintain an
adequate composition of liquidity resources presents an element of ambiguity. We
understand the current scope of stress tests included in the OLAR is limited to going
concern / BAU stress testing and does not include resolution scenarios. Inclusion of
resolution scenarios would be highly punitive and may be contradictory to Non-HQLA
central bank facilities such as Discount Window Facility. We request the PRA to clarify
the use of Discount Window Facility as a monetisation channel in a firm’s internal stress
testing assumptions; we understand that this is not due to change but request this to be
explicitly stated.

The proposed guidance template for the monetisation of assets included in the amended
SS24/15 appears overly burdensome for an ILAAP document table, and request that the
PRA confirm this is not prescriptive (as the language in bullet point 3 of appendix 3
suggests this is an expectation rather than illustrative guidance). We believe this should
be reviewed given the way firms already present this data in the ILAAP should be
sufficient, supported by further qualitative commentary on the timelines for asset types.

Proposal 2: Remove exemption for Level 1 Assets (including sovereign bonds) from the
LCR Operational Requirement for monetisation testing

Scope and depth of testing

18.

We support stronger monetisation testing and the removal of the testing exemption for
Level 1 assets, including sovereign bonds since this should help ensure that liquidity
buffers are genuinely usable in stress. We support the policy proposals that no additional
requirements be applied in this area.



19. The consultation, however, is not clear on whether the PRA expects firms to: (i) test a
representative sample of assets within each portfolio, (ii)) monetise a stated minimum
percentage of their liquidity buffers (i.e. above any drawdowns from BoE reserves), or
(iii) focus primarily on demonstrating that the operational “pipes” for monetisation are
functional. It is important that these proposals are not intended to signal a change from
the underlying PRA expectation. Firms should continue to determine what is
appropriate/proportionate given their business and operating models. Therefore, we ask
the PS explicitly confirm that a targeted approach focused on operational readiness,
rather than routine monetisation of large portions of the buffer, is acceptable, particularly
for firms whose business models and accounting classifications are not geared towards
frequent asset turnover.

20. We note that it may be necessary for the PRA to agree monetisation approaches
bilaterally with firms, rather than mandating certain prescriptive approaches to ensure
appropriate proportionality. Given that central bank facilities are typically priced at a
premium to market and that repeated test trades could be costly, especially when market
conditions are benign and there is no guarantee of actual participation in some facilities
(e.g. ILTR where the bid may be unsuccessful), we encourage the PRA to adopt a
proportionate approach that allows firms to demonstrate operational capability without
incurring unnecessary ongoing costs. Several of the BoE’s regular auctions (e.g. STR,
ILTR, USD repo) operate on a weekly basis, while bilateral facilities such as the Discount
Window Facility are available on demand. We would welcome clarity on whether the BoE
would increase the frequency and/or size of its term operations, where due to the timing
intervals, firms may seek to pre-position larger asset values than required to avoid
potential liquidity issues, which could unnecessarily negatively impact encumbrance
ratios.

21. That said, the removal of the HQLA level 1 monetisation exemption and the increased
emphasis on central bank facilities may have disproportionate implications for smaller
firms, including Small Domestic Deposit Takers (SDDTs). Where such firms do not have
deep access to commercial repo markets, they may in practice be required to use BoE
facilities to evidence monetisation, which in turn may necessitate joining the SMF,
pre-positioning collateral and maintaining the systems and expertise needed to transact
under the framework. As a result, we understand the PRA will acknowledge these costs
and complexity implications explicitly, by applying new expectations proportionately,
including considering appropriate transitional arrangements or flexibility for smaller firms
and ask that this is reflected in Cost Benefit Analysis (CBA) as part of the final PS.

Acceptable monetisation routes

22. We support the continued applicability of all existing forms of asset monetisation testing
be acceptable for the proposed 7-day stress i.e. repo with BoE via SMF facilities as well
as other monetisation processes (e.g. commercial repos or outright sale). This distinction
is particularly relevant for SDDT/small firms who may not have sufficient stress repo lines
in place with market counterparties or, if requirements push towards asset sales, may
impact accounting treatment, given portfolios are typically held to collect, with a
corresponding cost impact.



23. In this context we consider monetisation of BoE facilities alone would be a sufficient form
of asset monetisation testing to meet the LCR requirements. We also note that a number
of smaller firms may have access to the Discount Window Facility, but not other facilities
under the SMF, as the latter requires installation of Btender. We ask the PRA explicitly
state these proposals are not intended to signal a change in the underlying PRA
expectation and that it is for firms to determine what is appropriate/proportionate given
their business and operating models.

Documentation and testing of Liquidity Contingency Plans

24. The proposed amendments to SS24/15 relating to Liquidity Contingency Plans (LCP)
risk creating unnecessary duplication with firms’ Recovery Plans (RP) and may result in
auditors insisting on a duplication of material between the RP and the LCP.

25. The PRA should clearly distinguish the purpose of the RP, which is broader and needs
to address contingent events of all types, from the purpose of the LCP, operational
document specifically targeted to fast evolving events with acute financial impact and be
as condensed and ‘crisis ready’ as possible.

26. As with the RP testing expectations, we would welcome the PRA to acknowledge that
the annual testing does not need to include all operational aspects of the LCP but a
material proportion of them (for example, one year the test could focus on the actual
execution of actions while another year the focus could be more around testing the
governance/ oversight of such actions). This would align the testing requirements to that
of the RP where not all aspects are tested in each test. This way all operational aspects
would be tested but proportionally, and particularly for smaller firms/SDDTs, this would
be over a number of years.

27. Further, since there is overlap between key elements of the LCP and the RP, it would be
helpful if the PRA could explicitly note that reliance could be placed on testing of aspects
of the RP where there is a suitable overlap (and indeed vice versa) to meet the
requirements around testing of the LCP. We also request that the PRA make it clear that,
especially for smaller firms/SDDTs, appropriate cross-referencing between the Recovery
Plan and LCP documentation would be permissible to avoid the duplication of the same
material in multiple documents.

Proposal 3: Clarify the role of central bank facilities within the prudential liquidity
framework

Design and use of central bank facilities

28. We welcome the PRA’s proposal to recognise drawings from central bank facilities that
are regularly available and offered on published terms for inclusion in the Overall Liquidity
Adequacy Rule (OLAR) and internal stress testing. This change better aligns the
prudential framework with the way firms manage liquidity in practice, particularly in acute
short-term stresses and that firms’ articulation of practical availability, timing and
operational usability within severe but plausible stresses remains unchanged including
availability of non-sterling drawings against sterling collateral.



29.

30.

31.

32.

In particular, we ask the PRA to set out how firms should reflect drawings under the BoE’s
US dollar operations and, where relevant, euro liquidity arrangements in their internal
stress tests and liquidity contingency plans. Clear expectations on the role and limits
would support enhanced modelling across firms.

The CP states that firms may include drawings from central bank facilities, that are
regularly available and offered at published terms but may not include liquidity resources
made available through emergency liquidity assistance from a central bank for the
purpose of OLAR (Paragraph 2.25). We ask that the terminology (and particularly
“emergency liquidity assistance”) used in the consultation and final policy be specified
and aligned, as far as possible, with the definitions in the BoE’s Market Operations Guide,
including where references are made to emergency or contingent facilities.

The PRA has maintained that firms may only count pre-positioned collateral to meet the
PRA’s quantitative liquidity guidance if these assets are eligible for inclusion as HQLA in
the LCR(CRR). While this inclusion within the stress tests is supported its overall impact
is limited if it is not supported by a corresponding inclusion within the LCR (CRR)
including any LCR Pillar 2 add-on, i.e., any add-on will be based on a net liquidity
requirement as well as the NSFR.

Additionally, some LCR eligible bonds, particularly covered bonds and RMBS, do not
appear on the ISIN list and may only be added once firms pledge them as collateral. This
creates additional friction in the monetisation of BoE eligible bonds. We encourage the
BoE to maintain the list more proactively, similar to that of the ECB, to help mitigate and
reduce these frictions.

OLAR, non-HQLA monetisation

33.

34.

The CP is clear that both high-quality liquid assets and non-HQLA assets, which can be
demonstrably monetised at the BoE, e.g., via the Discount Window Facility or other
Sterling Monetary Framework operations, can be recognised in firms’ OLAR
assessments. However, we understand that it is not the intention of the consultation to
require all eligible collateral, including highly liquid Level 1 assets such as UK gilts, to be
formally pre-positioned, in order to be recognised. Paragraph 2.26 could nonetheless be
read as implying such a requirement. We therefore recommend that the final Policy
Statement is tightened to make clear that pre-positioning is not a blanket requirement for
Level 1 assets. In particular, where firms can demonstrate regular use and testing of the
relevant facilities and show that Level 1 collateral can be mobilised swiftly in stress, this
should be sufficient to evidence operational readiness without a blanket pre-positioning
requirement.

Additionally, the CP does not make it clear whether non-HQLA, BoE eligible assets held
in firms™ custodian accounts may be considered in the OLAR assessment or whether
these have to be pre-positioned at the BoE to be eligible for the OLAR assessment. |t
would be helpful that this is clarified, as these assets may be held in BAU in custodian
accounts (for third party repo opportunities) and only placed at BoE when needed in
stress, which can be done within a day.



35. Given the enhanced expectation for firms to utilise central bank operations we
recommend the BoE continue to enhance and communicate its own operational
capabilities in this area and provide sufficient notice of any changes to systems,
processes and pricing aspects (bid arrangements/ haircuts) that may affect firms’
preparedness and ability to access facilities in stress. As a larger number of financial
institutions may pre-position collateral, the operational demands during a crisis could
increase significantly. We note the importance of the BoE’s facilities evolving to meet
demand from SMF participants.

36. From an operational perspective, it would be helpful to develop a more streamlined
mechanism for collateral posting (for example, a tri-party-type structure) that offers new
capabilities such as optimised allocations, automated checks for collateral eligibility,
round-the-clock availability and future-proofing in preparation for the T+1 migration in
2027. Such capabilities are already present with other central banks such as the Federal
Reserve®.

37. Alongside the use of tri-party repo approach, enhancements such as expansion of the
breadth of eligible asset class (e.g. corporate bonds) are also important. Acceptance of
wide range of eligible collateral will be helpful for firms’ exercise and operations.
Additionally, some firms, including SDDT firms in particular may be more reliant on Level
C collateral. As current process for seeking approval can experience meaningful
lags/delays, as such improvements on the timelines for approval of Level C collateral will
also be highly beneficial.

38. We therefore support the BoE’s consideration regarding the ‘Transitioning to a repo-led
operating framework® and encourage the BoE to deliver necessary changes. In this
regard, we welcome the BoE’s commitment, as set out in the Call for Input on
tokenisation’, that “The Bank is, in parallel, upgrading the securities and collateral
management system supporting SMF operations in 2027." We therefore ask the PRA to
work closely with relevant department within the BoE to realise changes that will support
the objective of this CP.

39. The points set out below are not directly captured within this consultation but are relevant
to the broader prudential liquidity framework. We therefore invite the PRA to take these
additional areas into consideration.

Alignment between internal stress tests and regulatory metrics & consideration of
international competitiveness

40. We have set out additional considerations which are directly relevant to the broader
direction of liquidity modernisation and the evolution of regulatory treatment of central
bank facilities and collateral pre-positioning. As such, we consider them important
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contextual considerations and would ask that the PRA consider a plan to revisit the Pillar
1 treatment of central bank facilities and collateral pre-positioning should the US position
meaningfully deviate from Basel / the UK application.

41. Based on recent messaging there is a growing risk that the UK framework for the
regulatory treatment of central bank facilities and pre-positioned collateral could diverge
from developments in other major jurisdictions, most notably the US. Public statements
and ongoing policy discussions by US agencies indicate a clear direction of travel toward
a more favourable Pillar 1 liquidity treatment of central bank-eligible collateral, including
assets that do not qualify as HQLA under current definitions. Recent US commentary has
highlighted structural concerns with the existing Liquidity Coverage Ratio, including its
procyclical characteristics in stress and the incentive for firms to hoard HQLA. The
experience of recent stress episodes has reinforced the view that the current framework
may inhibit effective liquidity deployment and amplify system-wide liquidity pressures.
Against this backdrop, reforms that recognise the liquidity value of pre-positioned
collateral, beyond the current HQLA perimeter, are being considered a potentially
appropriate evolution of the regime.

42. If implemented, such changes would represent a deviation from Basel and have direct
implications for the relative position of UK-regulated firms. A more favourable treatment
of central bank facilities and pre-positioned collateral in US8 liquidity metrics (including
both LCR and NSFR dimensions) would lower effective liquidity constraints for US firms
relative to their UK counterparts. Any sustained divergence from Basel would have
international competitiveness implications for the UK domiciled banking sector. These
effects fall squarely within the PRA's secondary objective to facilitate effective
competition and support international competitiveness. We ask the PRA plan a review of
the Pillar 1 treatment of central bank facilities and collateral pre-positioning should the
US position meaningfully change. Such an approach has recent precedent. In relation to
Basel 3.1, the PRA delayed publication and implementation on competitiveness grounds,
noting in January 2025: “Given the current uncertainty around the timing of
implementation of the Basel 3.1 standards in the US, and taking into account
competitiveness and growth considerations, the PRA, having consulted with HM
Treasury, has decided to further delay implementation of the rules.”®

43. Against this backdrop, we believe there is a strong case for continued and structured
industry engagement on the evolving international treatment of central bank facilities and
collateral pre-positioning. This engagement should assess developments in other
jurisdictions, evaluate their relevance to the UK framework, and consider potential
implications for Pillar 1 liquidity metrics over time. In doing so, industry and the PRA
should work together to ensure any evolution of the UK regime remains firmly anchored
in the PRA’s primary objective of promoting the safety and soundness of firms and does
not amount to a unilateral softening or deviation from the Basel standards. Where
changes are ultimately considered necessary to address structural flaws in the current

8 Remarks: A Reset on Liquidity Regulation | U.S. Department of the Treasury
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liquidity framework, these should be pursued through engagement in the Basel process
itself, rather than by eroding minimum standards at the domestic level.

Reporting

44. We welcome the PRA’'s proposal to remove the monetisation section of the PRA110
return. Given the broader emphasis in CP5/26 on monetisation risk and on the use of
central bank facilities in internal stress testing, we encourage the PRA to consider
whether further streamlining of PRA110 could be undertaken over time, particularly
where data items are duplicative of information provided through ILAAPs or other
reporting. Reducing unnecessary reporting burden would help offset some of the
implementation costs associated with the proposed enhancements to firms’ internal
liquidity risk management frameworks. For example, “Cumulated Liquidity Resources
Post Firm Actions (rows 7370 to 7420)” can be removed. With the deletion of
Monetisation Actions, these rows will not provide additional information on top of what is
already available in the template in the Outflows, Inflows and CBC sections. Behavioural
rows 1270-1290 can also be an area of removal as population of these rows is highly
subjective.

Overseas Prudential Requirements Regime

45. CP3/26 proposed that overseas covered bonds can be treated under the Pillar 1 capital
requirement on the same basis as UK covered bonds, as part of implementing HM
Treasury’s Overseas Prudential Requirements Regime. We recognise and welcome the
PRA’s indication that it intends to consult further on the liquidity treatment of these assets
in H2 2026'°. Given the importance of ensuring consistency across the framework and
supporting firms’ monetisation capacity, we consider it appropriate to treat overseas
covered bonds assets as HQLA where they meet equivalent standards.

46. In this context, we note the Bank’s recent update to collateral eligibility within the Sterling
Monetary Framework!', which expanded the range of jurisdictions for SSA assets but did
not extend similar treatment to covered bonds, and retained loan-level reporting
requirements. We encourage the PRA and Bank to ensure a consistent and proportionate
approach across frameworks, including recognising high-quality overseas covered bond
programmes and reviewing operational constraints that may limit their effective use as
liquidity buffers.

International bank global liquidity management frameworks

47. For international firms, we understand the PRA will take into consideration the global
liquidity management framework (e.g., the US: Discount Window, Standing Repo
Operations, MMLF, USD liquidity swap lines, as well as emergency 13(3) facilities) and
allow UK subsidiaries to include the unwind of open/overnight reverse repo transactions
with affiliate entities towards meeting the cash composition of the requirement.

10 Regulatory Initiatives Grid: May 2026
11 Changes to collateral eligibility in the Sterling Monetary Framework - Market Notice 11 June 2026 | Bank of England
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48.

International banking groups typically manage liquidity on a global basis, with UK
subsidiaries able to access non-UK central bank placements via their affiliate entities.
Requiring UK subsidiary to hold prescribed levels of cash assets in each of the material
currency at the solo level would, in practice, necessitate larger sight balances with
commercial correspondent banks, thereby increasing the subsidiary’s exposure to
unsecured counterparty credit risks at those banks.

International signalling on the LCR buffer

49.

50.

We welcome current work underway from the PRA to prioritise, on the international basis,
to work on liquidity buffer usability, as it is thought currently that the 100% LCR is treated
as a floor rather than a buffer. This is reinforced in the OLAR “at all times” wording on
maintaining adequate liquidity buffers. For example, in the BIS’ Report on the 2023
Banking Turmoil™?, it was noted that “supervisory and market scrutiny were considered
by Credit Suisse (CS) as an impediment to the use of its LCR buffer. CS was of the view
that “breaches” of Pillar 1 or Pillar 2 liquidity requirements needed to be communicated
to comply with ad hoc disclosure requirements, which in turn may have affected its
willingness to draw down the LCR buffer in a manner as envisaged in Basel Ill.”

We believe that regulators could play a decisive role by signalling, and supervising for,
firms dipping into the LCR above a liquidity floor, outside formal stress, to reset
expectations that buffer usage is expected of firms and not a sign of distress. We
emphasize the importance of such expectations being co-ordinated by regulators
internationally, given the lack of flexibility in the Basel framework and noting that firms
operating across different markets will often feel constrained by regulatory rules or
expectations elsewhere.

Procyclicality inherent in the LCR framework

51.

52.

It appears to be widely recognised that the LCR metric can be volatile and behave pro-
cyclically during periods of financial and economic disruption. It is possible to note that
the LCR continues to apply the same outflow rates as shocks crystallise, such that a
given level of LCR generally implies resilience against an increasingly severe stress
overall as risks crystallise. Some particular drivers of these characteristics include the
Historical Look Back Approach and the haircuts applied to HQLA.

One possible solution to these inherent levels of procyclicality might involve considering
whether specific calculations might be ‘frozen’ during times of significant disruption (e.g.
maintain HLBA or HQLA price decline at pre-stress values during the stress period). This
would mitigate negative market reactions as firms could continue to disclose LCR ratios
in excess of 100%, while holding less HQLAs in practice as requirements are effectively
reduced. The relief in relation to procyclical elements would though need to be extended
to Pillar 2 requirements to avoid these becoming a floor. Other temporary measures that

12 Report on the 2023 banking turmoil
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might be considered could include adjustments to the inflow cap and easing of
downgrade triggers.

Potential Pillar 2A review and Impact of liquidity Pillar 2A add-on on International
Competitiveness

53.

54.

55.

56.

57.

58.

Overall, while we strongly support the PRA’s objective of maintaining a robust liquidity
framework and ensuring firms hold sufficient high-quality liquid assets, the current Pillar
2 approach risks undermining both transparency and international competitiveness. The
PRA remains the only major jurisdiction globally applying a liquidity Pillar 2 add-on, which
raises several concerns involving: higher point-in-time liquidity requirements, constraints
on active liquidity management, reduced transparency and comparability, and
competitiveness implications for UK firms.

Moreover, changes to the liquidity policy framework, as well as the shift to a demand
driven repo led framework for reserves encourages firms towards holding more gilts and
other securities for use in SMF facilities. However certain firms have been allocated Pillar
2A capital for Gilts and other HQLA for Credit Spread Risk in the Banking Book regardless
of the accounting classification (i.e., held to maturity assets). This presents a balance
sheet optimisation problem and tension between a capital framework that incentivises
more cash than securities and a liquidity framework that incentivises more securities in
place of cash. We welcome the PRA to review the capital treatment for HQLA in the next
phase of their Pillar 2A review.

We are supportive of the timeline, but we believe that some of the items that are
immediately effect are not relatively simple monitoring tasks. We set out below a number
of considerations the PRA should take into account when adhering to this timeline.

Phase 1

The CP outlines that Phase 1 would apply immediately which includes the element of
Proposal 1 to cease requiring reporting of the monetisation section of the PRA110; and
Proposals 3 and 4 on central bank facilities and pre-positioned collateral with central
banks.

Proposal 1: We strongly recommend that the PRA adopt the approach set out in our
response to DP1/26 namely that any proposed changes to PRA 110 reporting should be
introduced with a sufficient and predictable lead time. Given the heterogenous nature of
firms’ change management processes, this is essential to enable firms to implement the
necessary changes to internal systems in a controlled and effective manner.

Proposals 3 & 4: We ask the PRA to clarify that immediate implementation relates to
setting out the PRA's expectations for example in SS24/15 and SoP1/18 and not for firms
to adhere to these expectations. Also, we are of the view that elements of Phase 1 e.g.
Proposals 3 and 4 may take slightly longer to implement, mainly to avoid all UK Banks
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59.
60.

61.

62.

63.

64.

B X

B) X

B) X

simultaneously attempting to preposition assets at the BoE in a short period of time. We
therefore ask the PRA to provide a six-month grace period.

Phase 2
Phase 2 will apply all other requirements 12 months from the date of finalisation.

We recommend an 18-month implementation timeline, rather than the initial 12 months
from the date the final rules are made. A 12-month timeline may provide relatively limited
time for firms to build additional capabilities required, and meeting those expectations
may be challenging depending on the time of finalisation.

Implementation Considerations for SDDTs

For SDDT firms, the ILAAP is required on a biennial basis. We request clarification from
the PRA as to whether it expects SDDT firms to update their ILAAP earlier in light of
these rules coming into force, or whether firms may determine (applying proportionality)
if an accelerated update is appropriate prior to the next planned ILAAP submission.

No firms have conducted quantifications to date.

We appreciated the PRA Liquidity policy team joining a UK Finance member roundtable
in May 2026 and we would be happy to facilitate further engagement with members, as
indicated within the responses to questions, to support the BoE and the PRA.

UK Finance and AFME are content with the PRA publishing this consultation response
on its website.

Andrew.day@ukfinance.org.uk D4 Nala.worsfold@ukfinance.org.uk

+44 (0) 7776 649 749 = +44 (0) 7384 212 633
Kyogo.kawata@ukfinance.org.uk < Joshua.mudiandambu@ukfinance.org.uk
+44 (0) 2039 341 379 = +44 (0) 2039 341 309

Mark.bearman@afme.eu
+44 (0) 2038 282 675
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