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Overview
The KnowCo Stress-testing and Asset and Liability Management (KnowCo-ALM)
system answers the following questions, and more:
•

What will my LCR be in [90] days’ time in Scenario [X]

•

Which of my businesses will make/lose money over time, in Scenario [Y]?

•

What are their respective Returns on Capital over time?

•

How much Capital will I need in [Z] years’ time?

•

How do I stress-test credit concentration risk, and compare my internal number with
the regulatory ﬂoor?

•

What eﬀect would margin compression have on my Net Income and Capital?

•

What happens to my Earnings if interest rates rise steeply in the short term?

•

What is the eﬀect on Liquidity, Capital and Earnings if I introduce this new product

The KnowCo Stress-testing and Asset and Liability Management
(KnowCo-ALM) system answers the following questions, and more:

(or deal)?
•

How long will my liquidity last in an extended ﬁrm-speciﬁc stress scenario?

•

What if my top [n] depositors ask for their money back?

•

What transfer price should I apply to my new product?

K-ALM is modular and scalable:
Most users have started with the liquidity module only, and then over time chosen to implement either or
both of the IRRBB and credit capital risk (Pillars 1 and 2A) options

K-ALM is built on KnowCo’s established solution set:
• A Stress Testing engine (KST) that enables the user to set
up business plan scenarios and stress scenarios to
establish the impact on liquidity, IRRBB and Credit
Risk Capital (Pillars 1 and 2A) in a manner consistent
with latest regulatory standards
• Balance Sheet Risk Management (BSRM) reporting
enables the user to assess the impact of business and
risk scenarios on liquidity, the P&L and Balance Sheet at
Portfolio/Product/Report Line/Asset Class/Currency level
• Funds Transfer Pricing (K-FTP) allows the user to more
actively manage the ﬁrm’s liquidity risk proﬁle over time in
a manner compliant with internationally-recognised good practice
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How much capital will I need in [Z] years?

By using K-ALM, users are able to:
• Reduce the signiﬁcant and fast-growing workload on
risk and compliance professionals involved in ALM,
business modelling and stress-testing
• Fulﬁl all relevant regulatory and best practice
expectations, including the most recent standards
(for example, credit concentration risk functionality
and associated reports)
• Reverse Stress Test, using multiple variables
• Integrate risk and business modelling activities
(e.g. for ICAAP)

What are their respective risk-adjusted
returns on capital?

Users can produce a set of performance and risk metrics and reports for day to day business and risk
management, and in addition are able to drill down into more detailed information contained within
these reports

Balance Sheet Risk Management
The balance sheet risk management reports (BSRM) enable at-a-glance visualisation of the results
of integrated stress-testing and business modelling for ICAAP and viability, in cognisance of
regulators’ emphasis on this aspect of risk management:
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The reports are built on a risk intelligence data repository (the KnowCo Reporting Datamart)
which is populated from the results of the KnowCo Stress Testing engine. The summary results
from the stress testing engine are shown below:

Business Modelling and Stress Testing in K-ALM
K-ALM allows a user to create and deﬁne bespoke forecasting and stress parameters that
will compute liquidity and capital requirements, and the eﬀects of interest rate stresses
and credit impairments on earnings, under a potentially unlimited number of scenarios.
It enables users to apply a wide range of tests to their current and projected balance sheet
and cashﬂows, including the behavioural modelling of cash ﬂows with no contractual maturity.
Data is captured at cash-ﬂow level, while risk drivers and stress parameters are applied at
segment level (portfolio, product, regulatory report line, etc.) and at account, client and
connected counterparty level (for concentration risk assessment
and large-exposure stress- testing).
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Loading Pre-deﬁned Scenarios
Once created, scenarios can be saved and applied to diﬀerent data sets as required. A set of scenario
templates, based on the stress parameter benchmarks set by regulators, is also provided to support
the deﬁnition of the scenarios.

Understanding the Impact of a New Product or Deal on Liquidity, Capital and Earnings
Financial ﬂows derived from a potential new product or deal can be input into the system and the
impact on Liquidity, Capital and Earnings is provided through the BSRM reports.

Range of Stress Parameters
K-ALM allows the user to stress and model:
•

Non-marketable Assets, Wholesale
and Retail, including credit concentration risk

•

€

Marketable Asset risk (for example Securities,
Equities, Commodities, Derivatives etc.)

•

Wholesale and Retail Liabilities,
including funding concentration risk

•

Intra-Group Assets and Liabilities

•

Oﬀ-balance sheet items

What is the eﬀect on liquidity, capital and
earnings if I introduce a new product?

(such as guarantees and Letters of Credit)
•

Cross-currency risk

•

Interest-rate risk – basis risk, yield curve risk,
optionality and repricing

•

Over diﬀerent intervals and horizons
e.g. 30 days for Basel III LCR-type scenarios,
5 years for business planning - these and
other common horizons are in-built, and new
horizons can be easily created by the user.
Hidden intra-bucket peaks and troughs in liquidity
are revealed by the Daily Cash Flow Report
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What eﬀect will margin compression
have on my net income?

Reverse Stress Testing
The Reverse Stress Testing functionality allows
the user to generate scenarios stressing
multiple variables in automated iterations
until given capital, liquidity or earnings-at-risk
resources are depleted. Other possible uses
of the reverse stress-testing functionality include:

•

Allowing the user to determine what
type of business growth can be achieved
with the capital and liquidity resources
in hand and planned;

•

Is my liquidity survival horizon within
my risk appetite?

Allowing the user to test how sensitive
portfolios are towards certain risk drivers.

Additional Management Reports
In addition to the BSRM reports, the data collected in the Datamart is rich in detailed, cash data
for both contractual maturities and scenarios. MI reporting for liquidity gaps, capital buﬀers, risk
appetite, early-warning signals monitoring and other BSRM reports can be produced from the
Datamart. A combination of high-level and detailed reports in the form of dashboards and
drill-downs, which can be customised to suit the client’s management requirements are facilitated
by the use of the Datamart.
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The following screens show examples of risk proﬁle reports produced:

Liquidity Monitoring

Daily Liquidity Buﬀer Monitoring

Liquidity Gap Reports

Top n Depositors Walk-out
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Daily and Forecast LCR

LCR Day 0 gives you the LCR
as-at Accounting Date
LCR N-Day forecast is forward-looking
and gives you the LCR values for each
day after the Accounting Date under
a stress scenario

Allows you to generate an EBA
LCR template for each date

Shows potential high/low LCR points
under any stress scenario
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Credit Concentration Risk

About KnowCo
KnowCo provides Governance, Risk and Compliance (‘GRC’) support to ﬁnancial institutions in UK,
Europe, the Middle East and Africa.
This support is across the organisational spectrum from GRC strategy, through the policy and
process-system infrastructure, to assurance and risk intelligence.
Our value proposition is based on a combination of regulatory and technical GRC subject-matter
expertise and pragmatic, proportionate delivery and implementation skills.
Our ALM and risk management applications help banks and other institutions deal more
quickly and cost-eﬀectively with business and GRC challenges.

Please contact us for an informal discussion

Paul Ashton
+44 (0)7799 1135535
paul.ashton@knowco.co.uk
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