Asset and Liability Management Policy Review
Audit Work Program

Project Team (list members):

	Project Timing:
	Date
	Comments

	Planning
	
	

	Fieldwork
	
	

	Report Issuance (Local)
	
	

	Report Issuance (Worldwide)
	
	


Audit Objectives
· Review the organization’s policies and procedures related to interest rate risk and Asset and Liability Management, including liquidity, derivatives, and swaps
· Determine if these policies and procedures are reviewed on a regular basis for effectiveness
· Assess the Board of Director’s and Asset and Liability Management Committee’s oversight of the Asset and Liability Management function
	Time
	Project Work Step
	Initial
	Index

	
	Risk 1 - The Board of Directors (BOD) has not established a policy to guide the organization's strategic direction and tolerance for interest rate risk (IRR) and/or Asset and Liability Management policies and procedures are not aligned with these policies.
	
	

	
	1. Ensure the policy includes the following:
	
	

	
	· Limits for IRR exposure (i.e., maximum amount of risk the organization is willing to accept). 
	
	

	
	· Responsibility for IRR measurement and management
	
	

	
	· Methods to be employed to measure and monitor IRR and the frequency of rate risk measurement.
	
	

	
	· Requirements to verify or ensure validity of IRR measurement.
	
	

	
	· Acceptable and unacceptable courses of action (or instruments) for managing IRR.
	
	

	
	· Measures taken to monitor policy compliance.
	
	

	
	· General requirements regarding the frequency and content of system reports to senior management and the BOD.
	
	

	
	· Coordination of IRR management with other departments and organization activities.
	
	

	
	· Reporting requirements are established, requiring informative reports to be provided to decision makers in a timely manner.  
	
	

	
	· Risk limits are quantified and provide for timely identification of IRR so that prompt risk mitigation strategies can be implemented.  
	
	

	
	· Risk limits are established for both a short- and long-term cash flow horizon (e.g., both earnings and economic value perspectives).  
	
	

	
	2. Review the Asset and Liability Management policy to ensure it

requires management and the BOD to review assumptions each 
quarter.
	
	

	
	Risk 2 - The company does not periodically review the Asset and 
Liability Management Procedures to determine their
effectiveness.
	
	

	
	1. Determine if the policies are updated frequently to reflect the risks inherent in the current balance sheet (e.g., as new strategies are introduced, at least annually) and are developed after seeking input from across the organization (e.g., BOD, Asset and Liability Committee, and operational departments such as lending and investments).
	
	

	
	2. Review Asset and Liability Committee and BOD minutes to ensure the review of Asset and Liability Management Procedures is performed and documented.
	
	

	
	Risk 3 - The current policy does not require annual independent reviews of the IRR process.
	
	

	
	1. Review Asset and Liability Management policy to ensure that it requires annual independent reviews of the IRR process.
	
	

	
	2. Review documentation to determine adequacy of review procedures performed.
	
	

	
	Risk 4 – The Asset and Liability Committee’s oversight of the Asset and Liability Management function may not be adequate.
	
	

	
	1. Determine the following (per review of meeting minutes and policies and procedures):
	
	

	
	· The Asset and Liability Committee documents its discussions and actions and demonstrates it is meeting its prescribed responsibilities.
	
	

	
	· The minutes reflect that the Asset and Liability Committee is at least meeting as often as required by the policy.
	
	

	
	· The Asset and Liability Committee understands the key assumptions driving the results on the risk measurement reports and offers recommendations for improvement.
	
	

	
	Risk 5 – BOD oversight of the Asset and Liability Management function may not be adequate.
	
	

	
	1. Inquire as to how often senior management reviews IRR documentation and when the BOD performs these reviews with respect to the time period reviewed.
	
	

	
	2. Inquire as to how often and when the BOD reviews IRR documentation.  
	
	

	
	3. Ensure the documentation is reviewed by the BOD for adequacy of information.
	
	

	
	4. Determine if the Asset and Liability Committee has developed and or recommended changes that have not been adopted by the BOD (e.g., using a different model, restructuring the Asset and Liability Management responsibilities, or adding additional internal controls).
	
	

	
	5. Evaluate Asset and Liability Committee membership -  The Asset and Liability Committee should consist of representatives across the financial institution’s divisions of responsibility (e.g., loan department, investment office, marketing department, CFO, and CEO) since decisions from Asset and Liability Management affect the financial institution’s entire operation.
	
	

	
	Risk 6 - The company has not developed policies and procedures to manage liquidity.
	
	

	
	1. Obtain and review the policies and procedures related to liquidity and ensure they address the following:
	
	

	
	· Establish responsibility and accountability for liquidity management and clearly delineate responsibility.
	
	

	
	· Specify desired limits and positions.
	
	

	
	· Designate alternative funding sources.
	
	

	
	· Are consistent with management's strategic direction and established risk tolerance levels.
	
	

	
	· Policies and procedures demonstrate an understanding of liquidity risk and define the financial institution’s approach to managing liquidity.
	
	

	
	· Set forth appropriate risk limits, reporting requirements, and methods for measuring liquidity.
	
	

	
	· Are approved by the BOD.
	
	

	
	Risk 7 - Liquidity oversight may not be adequate.
	
	

	
	1. Obtain and review the policies and procedures related to liquidity and ensure they address the following:
	
	

	
	· Responsibilities for monitoring liquidity have been assigned to those capable of measuring risk, interpreting results, and presenting plausible and timely recommendations for action.
	
	

	
	· Meetings are held regularly with discussions and decisions documented.
	
	

	
	· Liquidity risk is taken into consideration when developing the financial institution’s strategic plan or business goals.
	
	

	
	· Internal controls have been established that ensure the financial institution is complying with established policies and procedures.
	
	

	
	· Additionally, determine that the required liquidity reports are being reviewed at appropriate intervals (i.e., quarterly).
	
	

	
	Risk 8 - The policies related to derivatives and swaps are not updated and kept current.
	
	

	
	1.  Obtain a copy of the policies and determine whether the policy:
	
	

	
	· Has been approved and periodically reviewed by the BOD.
	
	

	
	· Outlines permissible swap strategies and their relationships to other organizations activities.
	
	

	
	· Details gross dollar limits and exposure limits for swaps and limits per counterparty.
	
	

	
	· Includes procedures to obtain an independent pricing from a dealer or counterparty, independent from the transaction for swaps at origination and at least quarterly during the re-evaluation.
	
	

	
	· Includes procedures for identifying approved counterparties with which the organization can do business.
	
	

	
	· Includes authority of individuals or committees to enter into swap transactions.
	
	

	
	· Addresses how counterparty credit risk will be monitored and establishes exposure limits to any one-counterparty.
	
	

	
	· Addresses counterparty credit approval process.
	
	


3


