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Three main aspects of liquidity risk

Introduction
What is liquidity risk ?

Contingency Planning
how, in the absence of market or funding

liquidity, a bank can continue to meet
obligations, particularly during periods of stress

Market Liquidity Risk
oriented around price changes and P&L impacts

Funding Liquidity Risk
addresses cash-flow estimation

Accounting standards Regulatory standards











2© 2010 KPMG S.A., a French limited liability entity and a member firm of the KPMG network of independent member firms affiliated with KPMG International, a Swiss cooperative.
All rights reserved.

Financial

C
re

d
it

Reputational

O
p

e
ra

ti
o
n

a
l

Business-as-Usual Environment

F
irm

-S
p
e

c
ific

S
c
e
n

a
rio

s

Stress-Test Environment

L
iq

u
id

it
y

R
is

k
G

o
v
e
rn

a
n

c
e

In
fr

a
s
tr

u
c
tu

re

Market Liquidity
Risk

Funding
Liquidity Risk

Contingent
Liquidity Risk

Robust and detailed internal

governance process for :

• Identifying

•measuring

•controlling liquidity risk exposure.

The LRM infrastructure should

consider :

•business-as-usual

• firm-specific scenarios

•stress-test environments.

Measures of liquidity risk should be

based on both the entity’s structural

condition and prospective (i.e.,

forward-looking) cash-flow

measures.

Liquidity Risk Management Framework
Effective LRM Requires a Holistic Perspective
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• Quoted assets on an active market

The liquidity risk premium is incorporated in the fair value measurement

based on a mark-to-market price.

The liquidity risk premium is incorporated in the fair value measurement

based on a mark-to-market price.

Accounting standards
Valuation of liquidity premium

• Illiquid assets

A valuation technique is required to estimate the fair value of the assets.

Liquidity risk should be included in the fair value measurement:

A valuation technique is required to estimate the fair value of the assets.

Liquidity risk should be included in the fair value measurement:

The valuation technique should reflect appropriate liquidity risk adjustment

that market participants would consider in pricing the instruments at the

measurement date estimation of a current transaction price.

The valuation technique should reflect appropriate liquidity risk adjustment

that market participants would consider in pricing the instruments at the

measurement date estimation of a current transaction price.
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Accounting standards
Recent developments and perspectives

G20

Oct. 2008

G20

Oct. 2008
Exemptions from fair value measurement

-> Liquidity premium frozen (back to July 2008 for

calendar-year reporting entities)

Exemptions from fair value measurement

-> Liquidity premium frozen (back to July 2008 for

calendar-year reporting entities)

G20

Apr. 2009

G20

Apr. 2009

New classification rules between :

- Historical Cost

- Fair Value

-> All “complex” financial assets will be fair

valued in the financial statements

New classification rules between :

- Historical Cost

- Fair Value

-> All “complex” financial assets will be fair

valued in the financial statements

• Recent IFRS development is likely to stress the importance of measuring liquidity
premia

• Also confirmed by current US GAAP discussions

Effective
2013
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Regulatory standards
Towards a comprehensive regulation of liquidity risks
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Entity level /
statutory data

Group level /
management data

Entity or Group level /

Management data

Scope /
Data

Existing French rules

1 month All time buckets
30 days and

1 year
Horizon

Metrics

Internal metrics :

• Buffer of liquid assets

• Funding diversification

• Liquidity gap analysis

• Stress scenarios and
contingency planning
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fundingstableRequired

fundingstableAvailable

Liquidity
Coverage Ratio

Net Stable
Funding Ratio

Other metrics

Advanced
Approach

• Contractual maturity mistmatch
• Concentration of funding
• Available encumbered assets
• Market-related monitoring tools

Observation ratios

Liquidity ratio

July 2010 2012 ?
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