Indirect Loan

Audit Program

Audit Objective
To determine that general ledger balances are properly recorded.

	Audit Program

	W/P
	Auditor/Date

	1. Select asset accounts over U.S. $100,000, all liability accounts, and all internal DDA accounts, which are reconciled by the Department. Review and test the reconciliations as follows:

a. Determine that the proper reconciliation format was used and all reconciliation standards were adhered to.

b. Determine that there are no general ledger balances rolled forward from a previous month included in the reconciled total.

c. Foot reconcilements on a test basis.

d. Trace totals to the general ledger and to subsidiary ledgers as appropriate.

e. Verify that adequate supporting documentation exists and each reconciling item is listed with an initial date of entry.

f. Verify that the reconcilement is signed and dated by the preparer and a reviewer.

g.  Determine that information regarding any unreconciled accounts, unsubstantiated reconciling items, and any items 90 days old was communicated to the chief financial officer along with the certification of all departmental accounts.
	
	

	2. For the remaining accounts not already tested, select all general ledger suspense accounts, “in process” accounts, and any off-balance sheet accounts.

a. Test reconcilements in accordance with attributes described above.

b. Age all items that make up the account balance and determine the reason for any items over _______ days old (depends on the nature of the transaction involved; could be more than one day before item clears).

Suspense Account Definition: A balance sheet account used to post transactions that, due to timing differences, have not cleared. An account to temporarily post items to, pending a decision of final treatment. Items must be capable of identification.
	
	

	3. Summarize results of testing and conclude as to whether the audit objectives have been met.
	
	


Section B - Documentation Review
Audit Objectives 
· To determine that loan documentation is adequate and in compliance with the credit policy and regulatory requirements. 

· To determine that loan information is properly recorded on the subsidiary records.

· To determine the effectiveness of the exception identification and follow-up process.

	Audit Program
	W/P
	Auditor/Date

	1. Run stratification of indirect loans within audit period for stratification by account status code current to determine population and sample size. Run a sample of indirect loans for a sample of 10 indirect loans originated year-to-date.
	
	

	2. For each loan selected, review loan file for the following attributes:

A. Fully completed application, particularly the following information: amount of credit, purpose of credit, and date of application.

B. Completed loan checklist for the specific loan type.

C. Credit report and/or financial information.

D. Underwriting documents completed in accordance with bank policy including approval within authorized limits. 

E. Collateral description and valuation.

F. Review for the proper note signed by the borrower(s), which includes the loan amount, interest rate, and maturity date.

G. Encumbered title or other perfected lien with information which agrees to the note, such as:
1. Financing statement.
2. Uniform commercial code filed with state and/or county.
H. Agree information from the loan documents to the loan system.


	
	

	3. Summarize results of testing and conclude as to whether the audit objectives have been met.

	
	


Section C - Dealer Activity
Audit Objectives 
· To determine that dealer relationships are managed according to signed agreements. 

· To determine that dealer activity is closely monitored to protect the interests of the bank.

	Audit Program
	W/P
	Auditor/Date

	1. Review dealer files to determine that a signed agreement between the dealer and the bank is on file.
	
	

	2. Determine that each dealer file contains a list of persons authorized to sign on behalf of the dealer and enclosed samples of their signatures.
	
	

	3. For the indirect loans reviewed in Section C, verify that the amount reserved is in accordance with the dealer agreement and  trace dealer credits to the respective demand deposit account (DDA) reserve account.
	
	

	4. Review the reconcilement of the monthly dealer earnings report. Select five dealers and verify that payments to dealers are in accordance with the dealer’s agreement. 
	
	

	5. Review controls over unissued checks and determine appropriate segregation exists over preparation and mailing of checks.
	
	

	6. Verify dealer reserve overdrafts are being cleared in a timely manner.
	
	

	7. Reconcile the dealer draft DDA:

a. Review prior reconcilements for the audit period. Determine if proper reconcilements are being performed.
b. Compare processed dealer draft signatures to agreements.
	
	

	8. Summarize results of testing and conclude as to whether the audit objectives have been met.
	
	


Section D- Dealer Management Reports
Audit Objectives
· To determine that management reports are prepared in a timely manner on a regular basis and are appropriately reviewed by management.

· To verify the accuracy of management reports.

Audit Program








W/P

Auditor/Date
1.
Document the reports utilized by departmental management in monitoring the risk and profitability of the dealer loan business, other than delinquency reporting (Section E).  Include any reports from the APPRO decisioning system. Identify which are prepared for senior management and how often they are prepared.

2.
Determine and document the process by which indirect loans undergo any post-closing documentation review (indirect loans are not currently subject to the consumer/commercial loan review performed by the Credit department): 

A.
Determine the % of loans covered.

B.
Obtain any written procedures used.

C.
Determine the process utilized in removing items from the documentation exception list.

D.
Determine the effectiveness of periodic reporting to regional and  senior management regarding the status of aged items.

3.
Summarize results of testing, conclude as to whether the audit objectives have been met.

