INDIRECT LENDING

AUDIT PROGRAM

AS OF __________

	STEP

#
	DESCRIPTION OF

AUDIT PROCEDURES
	W/P

REF
	DONE

BY
	COMMENTS

	1.
	Complete and review the internal control questionnaire, the internal control matrix, and any flowcharts or narratives for separation of duties and other control weaknesses.
	
	
	

	2.
	Review prior year audit reports from the Federal Reserve Bank, external auditors, and internal audit.
	
	
	

	3.
	Perform an analytical review of all indirect lending account balances.  Investigate any unusual variances.
	
	
	

	4.
	Obtain and examine the general ledger reconciliations for all related accounts.  Perform the following:

a.) Foot reconciliations.

b.) Agree balances to the departmental reports and to the general ledger.

c.) Review reconciling items for propriety and investigate any unusual items.
	
	
	

	5.
	Use ACL to prepare a list of past due dealer loans.  Show a breakdown of loans past due more than 30 days, by dealer, indicating the following:

a.) Number of loans past due

b.) Total number of active loans

c.) Principal balance of loans past due

d.) Principal balance of all dealer loans

e.) Percent of principal balance of past due loans to total balance of all loans.

Use ACL to generate a report that indicates all past due loans and the number of days past due for each loan.  From this report, select all loans that are past due 90 days or more and determine their status.  All loans past due more than 90 days should have been repossessed and should be in the process of being charged off.
	
	
	

	6.
	Obtain dealer charge off reports from the Loan Services Dept. and the Charge-Off System.  Complete the following:

a.) Review these reports for reasonableness.

b.) Use these reports to obtain charge off documentation from the imaging system or from loan files for a sample of _____ loans charged off since the last audit.

c.) Analyze the reasons for charge off.
	
	
	

	7.
	Review the loan to value (LTV) ratios and procedures for loans made since the last audit.  Compute the LTV ratio by dividing the purchase price by the NADA value.  Analyze the ratios to determine if there are any trends at loan origination.
	
	
	

	8.
	Review the controls over drafts and checks used to fund dealer loans.
	
	
	

	9.
	Discuss the following with the Loan Review Department:

a.) The method used for reviewing and grading dealer loans.

b.) The method used for reserving funds for dealer loan losses. 
	
	
	

	10.
	Review the controls over the repossession process.  Select a sample of _____ loans and verify the following:

a.) That the Loan Services Department is monitoring delinquent dealer loans.

b.) That Collection letters are generated and sent to all signers on the loan (borrower, co-borrower(s), and co-signer(s) when appropriate).  NOTE: Each signer on the loan should have a separate installment loan name/address screen for notification purposes.

c.) That the only name on the installment loan account inquiry screen is that of the borrower.

d.) That the Loan Services Dept. contacts a repossession agency in a timely manner and that a repossession file is maintained for each customer.

e.) That all repossessed loans are reviewed to determine if the customer purchased any warranties or insurance, if so, do we send a written request to the dealer for the rebate amount.

f.) That the Loan Services Dept. files for a title to the vehicle at the time of repossession.

g.) That the vehicle is sent to an auto auction and bids made on the vehicle at the auto auction are reviewed, and accepted or rejected by an appropriate bank employee. 
	
	
	

	11.
	Review indirect lending manuals to determine if the policies and procedures for dealer loans are complete and properly recorded.
	
	
	

	12.
	Review rebates for cancelled warranties and insurance on all charged off loans since the last audit date.  Recalculate all warranties and insurance rebates and trace to the installment loan system.  NOTE:  most dealer contracts state that rebates should be calculated on a pro-rata basis.
	
	
	

	13.
	Obtain all dealer contracts from the Indirect Lending Department.  Review and summarize the terms of the dealer contracts.  Verify that all dealers have a contract and that all contracts are properly signed and dated.
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