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I.  OBJECTIVES
1. To determine if policies, practices, procedures, and internal controls regarding borrowed funds are adequate; that officers and employees are operating in conformance with established guidelines.

2. To determine that subsidiary records of existing liabilities are reconciled on a regular basis and are in agreement with G/L control accounts.

3. To determine that related accrued interest and ex​pense accounts representing borrowed funds are pro​perly recorded, classified, and summarized. 

4. To determine that interest is being paid in accord​ance with the terms of the purchases.


II.  PLANNING
1.
Complete Section I of the Audit Planning and Review Guide.


III.  PRELIMINARY REVIEW
Note:  For purposes of this audit, borrowed funds represent direct and indirect non-deposit liabili​ties.  FCNB utilizes Federal Funds Purchased, Secu​rities Sold under Agreement to Repurchase (Interest Sweeps), Federal Home Loan Bank (F.H.L.B.) borrowing, correspondent bank lines of credit, and the Treasury Tax and Loan Note Option account.

1. Request appropriate person(s) to complete, sign, and return the Internal Control Questionnaire.

2. Obtain copies of current policies and procedures for obtaining and servicing borrowed funds (i.e., funds Management, asset and liability management, sweeps /repurchases, etc.), and review for adequacy, potential control, and/or operational weaknesses. 

3. Supplement review of policy and procedures with control reviews /interviews with appropriate person​nel on various aspects of borrowed funds activities and document/update the PF for the following:  

· Discuss/describe the various aspects of Securi​ties Sold under Agreement to Repurchase (Inter​est Sweeps).  (Different functions in this pro​cess are performed by different areas of the bank, i.e., Corporate, Deposit Operations, Con​troller, and Investments); 

· Determine involvement of each area; who does what, and how it all comes together;  

· Discuss/describe use of the PC in Controller​ that generates "customer account confirma​tions" for sweeps/repurchases;

· Determine what account types are reconciled to general ledger control accounts.  Discuss the balancing process, frequency, etc.;

· Upon inquiry with the CFO and/or Investment Off​icer, discuss​/describe the purpose of each type of borrowing and conclude as to whether the bank's borrowing posture is justified in light of its financial condition and other relevant circumstances;

· BOD oversight and/or committee(s) involvement in borrowing activities;

· Internal management reporting or monitoring systems in place to keep management apprised;

· Discuss/describe the various forms of borrowing, which require written borrowing contracts/agree​ments. (Obtain copy of each type, i.e., lines of credit, sweeps/repurchases, etc., for perma​nent file.)  

4. Based upon results of the ICQ, review of policies and procedures, and discussions with appropriate personnel, conclude on adequacy, effectiveness, and efficiency of the systems of control over borrowed funds activities. 

5. Document any significant weaknesses in the General Binder, Section GB-6, Possible Report Comments.  Also, identify audit priorities and consider the need to adjust procedures.


IV.  AUDIT STEPS
Balancing
1. Obtain subsystem reports and prepare or obtain re​concilement of all borrowed funds accounts, by type, including related accrued interest and ​expense accounts, as of our audit date; and

· Agree or reconcile balances to department con​trols and general ledger;

· Foot reconcilement and verify mathematical accuracy;

· Trace subsystem totals from reconcilement to supporting subsystem reports;

· Trace G/L totals from the reconcilement to the Daily Balance Sheet;

· Substantiate and trace to clearance any aged, material, and/or unusual reconciling items. 


Confirmations
2. Confirm Sweep Accounts (Repurchase Agreements), REPOs  (Repurchase Agreements), and other Borrowed Fund Accounts (should include detailed information about the securi​ties pledged as collateral for the accounts on Repos & Borrowed Funds.)

· When confirmation is received, compare confir​mation balance to G/L balance;

· Perform alternate procedures on ac​counts for which confirmations were not re​turned;

· Investigate and clear all exceptions.

Other
3. Select a sample of transactions over the audit per​iod, noting interest rate and period covered, and examine supporting docu​ments, i.e., bank advice, etc.;  

· Verify accuracy of system information and trace applicable entries to appropriate ac​counts and to the general ledger.

· Recalculate and agree interest paid on each transaction;  

· Trace entries to the appropriate ac​counts and to general ledger expense accounts.

4. Perform a reasonableness test of interest expense by multiplying average balances outstand​ing, by average interest rates.

5. For selected accounts, verify that a writ​ten con​tract/agreement is on file for all account types requiring one; 

· Analyze the pertinent terms of each borrow​ing agreement and examine transactions for adher​ence with those terms.

6. For collateralized transactions, determine that securities pledged are clearly identi​fied and 
sufficient in amount to cover the transactions.

7. Prepare a schedule of pre-arranged federal funds lines and any other lines of credit.  Indi​cate the amount currently available under those lines, in​cluding the used and unused portions of the lines.

· Verify documented approval and obtain expla​na​tions for unusual fluctuations.

8.
Repurchase Agreements
Obtain system report as of audit date, if available and perform the following:

· Verify that a written contract is in file;

· Print account history screen, compare to con​tract or set-up sheet, and determine accuracy of system information;

· Trace payment received, at origination, from the customer's DDA to G/L;

· Recompute interest due and verify to interest stated on the bank's copy of agreement;

· Trace securities used as collateral to the Pledged Collateral Report.

9.
Obtain copies of closed repurchase agreements over the audit period, and:

· Calculate interest due and trace through G/L to final credit to customer's account;

· Trace closeout of principal balance through G/L to customer's account.
