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Deposits and Feasible Solutions

The financial gap in Banque du Liban (BDL and the widening of its negative repercussions on the
overall monetary and economic activity revealed the exposure of the financial and banking reality,
and the exposure of the financial policy that facilitated the consumption of BDL’s assets and
reserves in hard currencies, the majority of which are made up of its bank deposits, currently
estimated at about $86.8 billion.

After the depletion of liquidity in the BDL, and the state’s surrender to collapse, and its evasion of
responsibility for its excessive consumption of deposits, multiple short- and long-term solution
projects and plans were put forward by the government, banks, and the BDL, most of which aimed
to build a road map that would lead to the return of deposits to their owners, and the financial
regularity that will add to the banks’ budgets and reactivate their role and function in serving the
Lebanese economy.

Total Public Debt 2019 | 2020 | 2021 2022 | 23-Feb
Public debt in foreign currencies ($ billion) | 34 36 39 41 40
Local public debt (billion LBP 87,279 | 89,762 | 93,247 | 91,169 | 890,545
Local public debt ($ billion) 58 60 62 60 59
Total public debt ($ billion) 92 96 101 101 99

The official dollar exchange rate = 1507.5 liras in the years 2019-2022.
The official dollar exchange rate = 1,500 liras in February 2023.
The dollar exchange rate in the market = 89,500 pounds currently.

The Government's Plan to Distribute Losses

The government is formally committed to not harming deposits, but it reduces them in practice by
reclassifying deposits in currencies remaining in the banking sector, between eligible, estimated at
about $40 billion, and non-eligible, estimated at about $46 billion. So that the recovery rate of
qualified deposits is between two and three times higher than the recovery rate of non-qualified
deposits, in addition to exceptional and strict measures regarding illegal deposits.

This plan bears the bulk of the banks’ losses on deposits as follows:
- There is an indirect deduction of $7.5 billion due to the difficulty of justifying the sources of
funds.



- Writing off $10 billion in excess interest, that is, interest that was given on deposits at a rate
exceeding the normal rate in the market.

- $13 billion will be deducted from eligible and non-eligible deposits to be transferred according
to capital transfer rules to be part of bank shares (Bail In) in exchange for their owners receiving
shares worth $2 billion, which is equivalent to half of the total capital of the new banks after
restructuring.

- Gradual and progressive payment of the protected amount of eligible deposits not exceeding
$100,000, and $36,000 for non-eligible deposits. The total value of protected deposits is estimated
at approximately $22 billion, paid equally between the banks and the Central Bank over a time
period of up to 15 years, meaning that their net present value amounts to $13 billion.

- Converting $30 billion of eligible and non-eligible deposits into Class A securities and above,
maturing after 30 years for qualified deposits and 40 years for non-qualified deposits. The current
discounted value of these bonds does not exceed $6 billion, half of which will be paid from banks
and the other half in cash from the BDL.

- Voluntarily transferring $3 billion into the lira at a reduced exchange rate ranging between 20
and 50 percent of the actual market exchange rate.

In return, the government is committed to recapitalizing BDL in the amount of $2.5 billion and
allocating some of its future revenues according to specific criteria to be the assets of the “Deposit
Recovery Fund”.

Distribution of Treasury Bonds According to Holders
Billion LBP 2019 2020 2021 2022 23-Sep
Banks 24,579 | 22,460 20,556 | 15,076 13,542
% 29 26 22 17 16
Banque du Liban 50,054 | 54,331 57,155 | 56,601 51,578
% 58 62 62 63 59
Financial Institutions 441 443 474 604 374
% 1 1 1 1 0
Public institutions 9,820 10,243 12,861 | 17,042 20,608
% 12 12 14 19 24
Public 806 663 570 402 796
% 1 1 1 0 1
Total 85,700 | 88,140 91,616 | 89,725 86,898




This plan was met with negative reactions, perhaps the most important of which are:

- The unconstitutionality of classifying deposits between eligible and non-eligible according to the
decision issued by the Constitutional Council.

- The disguised deduction for deposits reaches 85% of the value of the deposit when issuing bonds,
then the deduction rate gradually decreases as the bond approaches its maturity date.

- The maturity period of the bonds is long, reaching 30 years, and it is unfair to middle-class and
elderly depositors.

- Bond prices are affected by global interest rates and inflation rates.

- Assuming that the Bank of Lebanon will pay $3 billion when issuing bonds, banks can oppose
paying their share.

- Bonds carry significant risks if the bond issuer fails to pay them at maturity.

The Banque du Liban’s Approach

The BDL is adopting a different approach to the issue. The Central Bank transferred part of its
losses to the state, amounting to $16.7 billion resulting from state financing in currencies, and this
is not accurate. There is still $40.5 billion in its budget, included in the revaluation differences
item, which means that one party must pay this amount, otherwise the treasury will bear it. Thus,
the Central Bank places on the government the responsibility of settling $57 billion in losses.

The BDL transferred part of its assets into debts from the Lebanese government as a result of its
sales of foreign currencies to it, and the bank set this item at a value of $16.7 billion. According to
the Advisory Centre, and based on the Alvarez & Marsal forensic audit report and other data, it
turns out that the Central Bank’s transfers to finance the purchase of fuel and other substances in
the years preceding the crisis did not exceed $12 billion, while the Ministry of Finance issued
Eurobonds (no less than $16 billion). The Bank bought it in exchange for its equivalent in treasury
bonds in Lebanese pounds. If we add to this the interest paid by the state on its loans from the
central bank, the government may be a creditor, not a debtor, to the central bank.

In the opinion of the BDL, the continued delay in implementing the reform laws weakens the
financial position of the Lebanese state, the Central Bank, and the banks, and this situation, if it
continues, will cause harm to depositors whose rights are eroded over time. Accordingly, the
continued delay in addressing the banking crisis has serious repercussions on Lebanese society as
a whole and on the national economy. Similarly, it stresses the importance of accelerating the
development of a realistic plan to restructure and reform the banking and financial system, approve
its laws, and begin negotiations with creditors, while reaffirming that BDL is fully committed to
abide by the necessary laws.

Cooperation also exists between the BDL and the IMF, and the issue of deposits is linked to
addressing the financial gap. As a result of the financial crisis, it was necessary to move to partial
dollarization of the economy in order to maintain a minimum level of stability. There is technical
cooperation regarding the accounting mechanism in the bank, which is being worked on to change,
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but on the other hand, international cooperation to develop integrated financial plans has not
occurred, because the laws required to be approved have not yet been approved. The financial gap

is also large and requires political will to confront it by approving specific laws.

As for bank deposits, the procedures undertaken by the Central Bank through the circulars it issues
remain limited procedures and should not replace the integrated procedures approved by the

government and the Parliament.

The BDL considers that addressing the gap requires a shared responsibility that must be borne by
everyone, and it is important to start with an initial treatment to rebuild an economy and launch
the banking sector so that it can achieve profits that will remain within the banks to be redistributed

to depositors.

Balance Sheet of Banque du Liban
End of Period, in Billions of LBP 2019 | 2020 | 2021 | 2022 2023
Gold 13.9 17.3 16.6 16.6 19.2
Foreign Currencies 29.6 18.6 13.6 10.4 9.6
Claims on Customers 0.3 0.3 0.3 0.2 0
Loans to Commercial Banks 13.8 13.1 126 | 10.7 1
Load to MLT banks 1.2 1.2 11 1.2 0.1
Loans to Public Sector 0 0 0 0 16.6
Revaluation of Gold and Foreign Currency 0 0 0 0 43.2
Securities Portfolio 457 45.5 45.5 45 9.3
Fixed Assets 0.3 0.3 0.3 0.3 0
Assets from exchange operations of financial instruments 12 12 12 12 1.2
Other Assets 24.7 40.5 61.2 93.2 7t
Assets= Liabilities 1414 | 148.6 | 163.2 | 189.7 | 107.2
Currency in Circulation outside BDL 7 20.5 304 | 53.2 3.9
Commercial Banks' Deposits 107.6 | 103.2 | 1049 | 101.7 | 86.8
MLT Banks Deposits 2.2 1.8 1.8 1.8 0.7
Customers' Deposits 0.1 0.1 0 0.2 0.1
Public Sector Deposits 5.4 45 7.8 12.8 12.4
Valuation Adjustments 8.5 115 11.9 12.7 0
Securities other than Shares 0 0 0 0 0
Foreign Liabilities 18 2.9 13 1.7 1.8
1 Other assets 2023 = 3948 billion pounds according to the Bank of Lebanon website, and most likely a typo error
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Special Long-Term Liabilities 0.6 0.1 0.1 0.1 0

Capital Accounts 3.8 35 3.5 35 1

Other Liabilities 4.4 0.5 1.6 2.1 0.4

Banks' Point of View

Banks assume that their maximum liability limits should not exceed the value of the losses
currently achieved, which are approximately $7 billion after adopting a rate of 15,000 LBP to
exchange the dollar against the lira. That is, it may increase when the exchange rate is raised to
89,500 LBP. This offering allows a number of advantaged banks to settle their losses through
recapitalization with cash advances, revaluing real estate assets, selling foreign assets, and
transferring part of the liabilities to the capital account, that is, converting deposits into shares.

The banks believe that $60 billion in losses should be transferred to the state, noting that those
concerned agree that banking losses amount to $70 billion. The state must allocate its tax revenues,
revenues from its public properties, commercial assets, and potential future resources, such as gas
and oil, to pay the resulting losses.

The banks have proposed solutions projects that, according to what they see, lead to three basic
things, the first of which is the immediate return of about 80 percent of bank deposits, the majority
of whom belong to the middle class, which the economy desperately needs to restart it, the second
is keeping the banks alive and involving them in the battle for revival, and the third thing is
Capitalizing the BDL, and keeping Lebanon on the map of global financial markets.

Value (Billion $) 2019 | 2020 | 2021 | 2022 | 2023
Commercial bank deposits at BDL 107.6 |103.2 |104.9 | 101.7 |86.8
Banks 2019 | 2020 2021 2022 | 2023
Resident Deposits (Billion LBP) 51,973 | 36,832 | 36,083 | 40,704 | 46,517
Non Resident Deposits (Billion LBP) 4,733 | 3,403 3,072 3,038 | 2,852
Deposits (Billion LBP) 56,706 | 40,235 | 39,155 | 43,742 | 49,369
Resident Deposits (Billion $) 90.52 | 85.78 79.45 73.13 | 69.51
Non Resident Deposits (Billion $) 29.3 25.09 22.5 21.37 | 20.95
Deposits (Billion $) 119.82 | 110.87 | 101.95 | 945 90.46
Resident Claims (Billion LBP) 20,721 | 19,564 16,369 | 13,717 | 11,071
Non-Resident Claims (billion Ibp) 2,593 | 2,356 1,822 1,128 | 142
Claims (billion lbp) 23,314 {21,920 | 18,191 |14,845 | 11,213
Resident Claims (billion $) 30.16 | 18.78 13.82 8.73 6.42




Non-resident claims (billion $) 3.85 2.57 1.63 1.29 0.18

Claims (billion $) 34.01 |21.35 15.45 10.02 | 6.6

Member of the Board of Directors of the Association of Banks, Saad Azhari, had a contribution in
the context, and in his opinion, the problematic accounts are the restricted deposits with banks
amounting to $87.9 billion, which are of course offset by the banks’ deposits with the BDL
amounting to $81.1 billion. Banks cannot repay customer deposits because the BDL is in default,
suffering from a financial gap of $73.1 billion, primarily caused by the squandering of its US dollar
reserves on exchange rates/subsidies and unsustainable fiscal policies.

The restricted deposits can be divided into deposits that are offset by accounts of up to $100,000,
those that are offset by accounts exceeding $100,000, which benefited from the excessive interest
given to their holders, and those that were converted to dollars after October 2019.

Azhari suggests three basic working mechanisms that should be implemented in order:
- Determine and settle the minimum guaranteed deposits of up to $100,000.

- Restructuring banks.

- Establish a deposit recovery fund for deposits exceeding $100,000.

In detailing the three proposals, Azhari explains that in order to settle the minimum guaranteed
deposits of up to $ 100,000, it is supposed to begin by eliminating the financial gap that the BDL
is suffering from, by replacing the banks’ deposits with BDL with the net foreign liquidity of the
Bank of Lebanon, with the exception of the reserve gold, estimated at $8,000 million, is equivalent
to foreign liquid assets of $9,400 million minus foreign liquid liabilities of $1,400 million. This
amount represents the net amount available in dollars at the Bank of Lebanon, which can be used
to meet bank deposits. As such, it can be assumed that the banks' net dollar assets will also include
15 percent of the nominal value of the Eurobonds, in addition to all dollar loans excluding
provisions. With bank assets reaching $23.138 billion, the banking system will be able to meet
deposit payments of up to $100,000. In his opinion, this process enables banks to release these
deposits immediately, which represent 82% of the accounts held by depositors.

Regarding the establishment of the Deposit Recovery Fund (DRF), which will be concerned with
recovering most deposits worth more than $100,000, Azhari proposes that the Deposit Recovery
Fund (DRF) be financed jointly between the banks, the BDL, and the state, according to the
following:

- 30 percent of the profits distributed to banks, through the Deposit Recovery Fund (DRF)
ownership of 30 percent of the shares of non-voting banks.

- $205 billion as a contribution from the state to recapitalize the BDL.
- A share of future oil and gas revenues estimated at no less than $300 billion.

- An annual share of state asset revenues.
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- Imposing tax revenues on profits made by debtors who paid their loans in dollars at official
exchange rates, which were much lower than the market exchange rate. Monetary authorities have
discussed this tax.

Equally important, the Deposit Recovery Fund (DRF) will issue proportional shares to depositors
equal to the value of their deposits in banks, to be listed and traded at the Beirut Stock Exchange
price, providing immediate liquidity to its holders and investment opportunities for local and
foreign shareholders.

While all deposits other than unrestricted deposits are kept outside the balance sheet, except for
those that were converted to US dollars after October 2019, one of the methods that has been much
discussed is to gradually pay them back in Lebanese pounds at a moderate exchange rate below
the market price, the so-called lira. In addition, deposits related to excess interest exceeding a
certain limit can be deleted.

Possible solution to recover deposits

Any draft law from the government or proposed law from the Parliament that aims to write off
deposits from bank budgets in exchange for fictitious promises to establish credit or sovereign
funds or deposit reconstruction funds will undermine confidence in the economy and be considered
a constitutional violation. Also, any action related to deducting part of the deposits will expose the
authority to judicial confrontations, and may lead to the loss of the Bank of Lebanon’s foreign
reserves, and to the liquidation of state property.

The path towards solutions begins when the exchange rate of the dollar against the lira is unified,
and when you are convinced that the debts on the Bank of Lebanon and the state are not resolved
by writing them off, but rather by rescheduling them and by providing liquidity and financial
resources to serve them. No banking system can return all the deposits, but the goal is to enhance
the ability to service them and provide liquidity.

First, it is necessary to address the situation of public sector institutions, which is one of the
necessary measures to get out of the crisis. The goal will be to revive the economy first, and achieve
economic growth that allows enhancing state revenues to support social and economic
development, and to provide the primary surplus to serve the state’s obligations after rescheduling
them. Public debt service can be provided from the revenues of public sector institutions without
selling them or transferring their revenues to funds.

It is important for the state to achieve a surplus in the general budget, especially with BDL’s
inability to provide it with treasury advances. This surplus is achieved by collecting taxes on
economic activity.

Partnership with the private sector has an important positive impact in improving the management
of these institutions and strengthening the interconnection between the public and private sectors,
especially since the mismanagement of public sector institutions was one of the most important
factors that led to the crisis. It is useful to point out that the private sector’s participation takes
place through joint stock companies subject to the Lebanese trade law.



The availability of liquidity in BDL from mandatory bank deposits, and the availability of the cost
of servicing the state debt after its rescheduling from the revenues of public sector institutions after
the privatization of their management and partial allocation of their capital, in addition to keeping
deposits as liabilities in banks after setting a fair ceiling for the depositor in withdrawals, will
contribute to finding a possible solution to the deposit problem.
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