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1
Introduction

1.1
Definition
Asset-liability management (ALM) is the practice of managing a business so that decisions and actions taken with respect to assets and liabilities are coordinated.

ALM is an ongoing process of formulating, implementing, monitoring, and revising strategies related to assets and liabilities to achieve an organization’s financial objectives, given the organization’s risk tolerances and other constraints.
1.2
Purposes of an ALM Inspection
A (draft) regulation has been issued, which requires each insurer to establish and maintain an effective program of ALM.  It describes the characteristics that such a program is expected to exhibit.
An ALM inspection should provide the inspectors with the information they need to understand the ALM program of an insurer. The information will be gathered through both offsite review of documents and onsite work.

The inspectors will use the information to make an assessment of the characteristics and effectiveness of the ALM program of the insurer. The assessment will be made with reference to established criteria, which are based on the requirements set out in the regulation.
The FSC will consider the results of the assessment and development recommendations to the insurer on aspects of its ALM program that should be strengthened. To the extent necessary to bring the insurer up to the minimum requirements of the regulation, the recommendations will be framed as requirements.
2
Inspection Process
2.1
Inspection Team
An inspection team must be designated. It should consist of at least two members, one of whom is from Supervision and works regularly with the insurer and one of whom is from Actuarial.

All members of the team should have knowledge of ALM at least equivalent to a thorough understanding of the IAIS Standard on Asset-Liability Management and the IAIS Issues Paper on Asset-Liability Management. The Actuarial representative should have at least a basic understanding of the ALM techniques that are being used by the insurer being inspected (or that would typically be used by an insurer with similar business characteristics that has an effective ALM program).

One member of the team should be clearly designated as the team leader, with responsibility for coordinating the inspection activities.
2.2
Inspection Plan
The inspection team should prepare an inspection plan and obtain management’s approval, in accordance with standard FSC procedures.
The inspection plan should include at least the following steps, indicating for each step the team members responsible and the timeframe within which it will be completed:
· Initial communication with the insurer, providing notification of the inspection, its purpose, and the proposed timeframe for onsite work, and requesting relevant documents (if they are not already in the FSC’s files);

· Offsite review and analysis of relevant documents;

· Onsite interviews of senior management and those involved in ALM, using the ALM questionnaire;

· Additional onsite work to obtain more detailed information about the ALM procedures and controls and their application;

· Documentation and analysis of findings, assessment using the established criteria, and the development of recommendations; and

· Communication of recommendations to the insurer.

2.3
Offsite Review of Documents
A wide variety of documents should be reviewed to obtain an understanding of the insurer’s risk profile and ALM program. Some of these documents should, if possible, be obtained and reviewed prior to going onsite. They include the following:
· FSC risk assessment report

· ALM policy

· Investment policy

· Liquidity policy

· Product development policy

· Reinsurance policy

· Financial statement (most recent)

· Appointed Actuary’s report (most recent)

· DCAT report (most recent)

· Organisation charts (group and management structures).

The ALM questionnaire should be used when reviewing the documents, as a guide to the issues on which they might provide information. The review will also provide the opportunity to note issues that require particular attention during the onsite work.

2.4
Onsite Work
The onsite work should begin with an opening meeting, in accordance with the FSC’s standard procedures.

As soon as possible after the opening meeting, interviews should be held to obtain responses to the ALM questionnaire. The interviews can be held with groups of people or with individuals. For example, one session might be held with senior management, to cover the questions marked * in the questionnaire; such a session should take roughly two hours. Another session might be held with the ALM committee to cover the entire questionnaire; such a session should take roughly three hours (perhaps less, depending on the amount of information obtained from senior management and its consistency with that provided by the ALM committee).
The ALM questionnaire indicates various documents that should be requested during the interviews. They include the following:

· Any policies (see list in 2.3) that have not already been reviewed offsite
· Descriptions of the mandates, roles, and responsibilities of the committees, departments, and individual positions involved in ALM
· ALM procedures

· Internal audit report on ALM (most recent)

· Reports prepared for operational management, senior management, and the board of directors (the last three of each).
These documents should be reviewed, with any questions that arise being noted and followed up with relevant individuals.

The onsite work should include in-depth discussions with the actuary and others, as necessary, to obtain a clear understanding of the tools, techniques, processes and data used in the ALM program. Issues that might be explored include:
· The rationale for selecting the particular risk metrics that are being used;

· The nature of the models being used, their source, and the controls in place to ensure their integrity;

· The manner in which scenarios used in the models are developed;

· The methods used to identify breaches of risk limits and verification that these methods are actually being applied.

Discussions with individuals can also provide an excellent opportunity to identify issues, such as internal disagreements about ALM objectives or strategies or resourcing problems, which might be impairing the effectiveness of the ALM program.
2.5 
Documentation

The information developed throughout the inspection process, as well as the results of the assessment and the resulting recommendations should be documented and retained in accordance with the FSC’s standard procedures. The completed assessment questionnaire and the completed assessment criteria analysis should be included in the documentation.

3
Assessment and Recommendations
3.1
Assessment
The assessment criteria form should be used to prepare an assessment of the insurer’s ALM program. The form covers various aspects of an ALM program and, for each, describes practices that should be considered strong, acceptable, needs improvement, or weak. The form provides spaces for a brief explanation of the insurer’s practices and for ratings (strong = 4, acceptable = 3, needs improvement = 2, weak = 1 or 0, depending on the degree of weakness) in each of the areas.
It is essential that good judgement be applied when performing the assessment. For example, the insurer’s practices might not be precisely as described in the assessment criteria, so judgement will be needed in assigning the rating. Also, both the regulation and the assessment criteria indicate that various aspects of the ALM program should be “commensurate with” the insurer’s business and risk profile. Knowledge of the practicalities of the insurance business and risk management alternatives will need to be applied when assessing whether the insurer’s ALM practices are commensurate with the nature, scale, and complexity of its risk exposures.

3.2
Recommendations
Recommendations should be developed, documented, and communicated in accordance with the FSC’s standard procedures. When doing so, the insurer’s attention should be focused on aspects of the ALM program that are both required by the regulation (denoted by “shall”) and are currently rated as either needs improvement or weak. Once most or all of the basic requirements are in place and operating at an acceptable level, an insurer should be encouraged to continue developing its ALM practices to the strong level.
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