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Abstract

Because of fast development of innovative security business, capital
consumption business experiences a rapid growth, resulting in the increase of
average leverage ratio. Expansion of off-balance-sheet activities involved with note
insurance facilities and bank loan commitment further accelerates the circulation
demands. Currently, financing instruments employed by a security company mainly
covered shareholder financing, issuance of bonds and bank credited borrowing. The
secured financing methods to deal with the liquidity risk were still limited. Therefore
the security company’s managing level should be improved. In business practices,
contradictories between medium-short term liabilities with long-term assets and
imbalanced structure between assets and liabilities may occur. All the above
mentioned factors impact the liquidity risk of a security company. The issues of
liquidity risk were exposed.

If a security company still focused its liquidity risk management on meeting the
requirements of supervision, it would be difficult for the company to operate its
business to satisfy its needs of development. So it’s essential to put the management
of liquidity risk into the priority place. Overall optimization of monitoring system
and metering tools should be integral aspect of any company’s liquidity risk
management. This paper, based on the conception of liquidity risk, discussed the
causes and factors which may have an impact on liquidity risk. Under current
security market circumstances, it’s imperative and urgent to strengthen the
management of liquidity risk. In view that supervision and monitoring were regarded
as basis and critical elements of liquidity risk management, this paper stemmed from
optimization of indicator system to seek the solution to work out the liquidity
problems. On the basis of analysis of available liquidity indicators adopted in
security business, some banking indicators and foreign advanced parameters
including capital concentration, liquidity gap, the duration and liquidity-adjusted

VAR model were selected. When establishing the indicator systems, the soundness,
I



completeness, and sensitivity of data as well as operation of the value selected are
fully considered. Some advanced banking index and foreign risk management
indicators were also introduced. The optimized liquidity risk management system
demonstrated a great improvement in controlling the leverage ratio, cash flow,
capital concentration and credit limit.

The optimized indictor system was used to liquidity risk management of a
security company. Some field tests were conducted. Testing results show that the
new risk indicator system can fulfill the overall monitoring and dynamic alerting.
Timely warning is improved and the new system demonstrates more fiexible. It can
quickly locate the causes of liquidity risk, effectively reducing the exposure of
liquidity risk. It plays a certain role for dealing with the liquidity risk management

problems which disturbed the security company.
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