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Today’s Learning Conversations

• Understanding Asset-Liability 
Management

• Recognizing the importance of Weighted 
Average Interest (WAI) and Weighted 
Average Maturity (WAM)

• Learning how to implement effective 
Asset-Liability management and 
monitoring tools 



What is Asset Liability Management?

• Asset-liability management (ALM) is the process whereby a financial 
institution’s total assets and liabilities are controlled and managed 
simultaneously in an integrated fashion.

• Addresses the protection of both income and capital from interest 
rate risk.

• Interest rate risk management aims to maintain interest rate risk 
exposures within acceptable levels.



What are some tools used in Asset-
Liability Management?



Weighted Average Interest 
Rate



What is Weighted Average Interest?

• Weighted average interest rate (WAI) is an average adjusted to 
reflect the contribution of each loan to the total  debt.

• Multiplies each loan’s interest rate by the loan balance and divides 
the sum by the total loan balance. 

• Each loan’s interest rate contributes to the weighted average in 
proportion to the loan’s percentage of the total debt. 



How is WAI used in Asset-Liability 
Management?

• The difference in WAI between loans and 
investments will indicate any potential 
gaps in interest being charged for loans 
made to clients and investments used to 
make these loans. 



WAI Example – Loans Receivable



Activity  - Calculating WAI for Notes 
Payable



Answers  - Calculating WAI for Notes 
Payable



Weighted Average Maturity



What is Weighted Average Maturity?

• Weighted average maturity (WAM) is the weighted average amount 
of time until the loans made to borrowers and investments received 
for lending capital mature. 

• Each loan’s maturity date contributes to the weighted average in 
proportion to the loan’s percentage of the total debt.

• Calculated by determining the weight of each maturity in the 
average, multiplying this calculated weight by the loan or 
investment maturity, and summing the weighted maturities. 



How is WAM used in Asset-Liability 
Management?

• The difference in WAM between 
loans and investments will indicate 
any potential gaps in the maturity 
date for loans made to clients and 
investments used to make these 
loans. 



WAM Example – Loans Receivable



Activity  - Calculating WAM for Notes 
Payable



Answers  - Calculating WAM for Notes 
Payable



Principal & Interest Cash 
Flow



What is Principal & Interest Cash 
Flow?
• Compares interest earned per year on 

loans made to borrowers to the 
interest paid on funds per year 
received from investors.

• Compares principal payments 
received per year from borrowers to 
those paid per year to investors. 



How is Principal & Interest Cash Flow 
used in Asset-Liability Management?

• Reveals gaps in cash flow for both 
principal and interest years in 
advance



Cash Flow Comparison Table



Interest Payment Cash Flow 



Principal Payment Cash Flow 



Talking Circle – Storytelling
What are you currently doing for Asset and Liability Management?
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