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Thereview of acredit union’s generd ledger and itsrelated subsdiary ledgersis akey
area of the examination and should give the examiner a clear impresson of the credit
union’sfinancial pogtion and its reative financid gability.

Objective of the General L edger Review — The purpose of the generd ledger review is
to determine that:
The credit union has adequate policies, practices, procedures, and interna controls
regarding its assets, liabilities, and equity;
Accounting personnd operate in conformance with established bylaws, rules and
regulations, and accounting norms;
Assets are properly recorded,
Liabilities and equity are properly recognized and recorded on the books; and
Credit union management initiates corrective action when made aware of deficiencies
or violations in policies, practices, procedures, or internd controls.

Scope of General Ledger Review — Early in the exam process, examiners should review
the reports of the internd and external auditors, and if necessary, the workpapers along
with the prior examination report to assst them in determining the scope of the generd
ledger review.

When the previous examination or supervison contact discloses no materid record
keeping problems, interviews with management and staff disclose no interna control or
other concerns, and examiners note no materia concernsin the initid review of the books
and records, the examiner can use a norma scope review. Additionally when the credit
union has had an acceptable external audit, examiners may reduce the general ledger
review to the complexity and risks involved.

Smilaly, if initid examination procedures disclose mgor concerns examiners will
expand the andysis of the general ledger to a point where they can determine the extent
of the problem and develop effective plans for corrective action. The level of andyss
depends upon the complexity of operations and the seriousness of adverse conditions.

At aminimum the accuracy, documentation, and timeliness of the accounting for the
following accounts should be reviewed:

Loans

Provison for Loan Losses
Accounts Receivable
Cash

Investments

Materia Fixed Assets
Accrued Income
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Accrued Dividends Payable

Suspense and Clearing Accounts

Member Shares and Deposits

Equity or Capital Accounts

Any accounts with large monetary transactions

Any accounts associated with new programs initiated since the last examination

Examination Procedures— When andyzing generd ledger accounts, examiners should:
Determine that the generd ledger accounts and balances are supported by an
independent subsidiary ledger;

Determine that the account isin baance with the total of its subsdiary ledgers,
Review the debits and creditsto andyze any unusud activity; and
Determine the propriety of entriesin each account.

Verifying source documents (such as the member share and loan tria baance or the bank
gtatement) or actud receiptsis an effective method of reviewing generd ledger accounts.
Normadly, an examiner does not audit or verify individud entriesin either the subsdiary
ledger or the genera ledger account, thisis the work of the interna and externa auditors.
The examiner normally does not attempt to balance subsidiary ledgersto their generd
ledger accounts. Instead, the examiner should determine why the account is out of

ba ance or unreconciled and bring the problem to the attention of the credit union

officids and management both verbaly and in writing using the Examiner Findings
document.

The examiner may choose to perform additiona examination procedures when records
are out of balance or interna controls are weak. The depth of each genera ledger
account will vary from one genera ledger account to another. The mosgt critical eements
in determining the depth of the review are:

Account materidity - with regard to the credit union asset Size and effect of the
account on the credit union’s capitd (if a potentia loss exists) and profitability (e.g.
if accrued income is overstated the effect on the bal ance sheet could be minor while
the effect on the income statement and profitability materid);

Unusud activity - isthat whichisout of the ordinary such as alarge amount of
deposits to the bank account as compared to credit union asset Sze, or that which
might adversely affect the credit union which could include clearing accounts that do
not clear to zero timely or bank accounts that are not reconciled and/or reconciling
items on the bank reconciliation that are not researched and corrected quickly; and

Qudity of the externd audit.

General Ledger Review Process— The examiner who is performing the review of the
generd ledger should perform the following steps to ensure that the financia position of
credit union isfarly sated:

1. Veify that the financid statements balance and are correct by caculating total assets,
lidbilities, and equity.
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2. Veify that each one of the baancesin the financid statement concurs with a balance
in the generd ledger.

3. Determinethat al financia reports (such asacdl report) submitted to the regulatory
agency since the last examination are accurate.

4. Determine the subsidiary ledgers baance with the supporting account in the genera
ledger. The credit union should have a subsidiary ledger for each account in the
generd ledger and the accountant should baance the subsidiary ledgers with their
respective generd ledger account no less than monthly.

5. Review the bank reconcilements for the last two months to determine that:

- Theaccount and any other negotiable cash account isin baance between the
credit union and the bank;
No checks have been outstanding for more than six months, al checks are written
in sequential order, and that the checks have been signed by authorized personne;
Blank checks are not signed in advance;
Deposits are made timely and deposdits in trangt from the previous bank
reconcilement have cleared and are accounted for both on the credit union’s and
the bank’ s records,
All entries to the account both by the bank and the credit union are correct and
have supporting documentation;
All canceled and voided checks have been accounted for properly;
There are no suspicious checks written to creditors, members, or others;
All checks have been written for authorized and reasonable expenses, member
withdrawas, member loans, or investments and that they have been signed by
authorized individuas only; and
Dud controls exist on al cash transactions and wire transactions.

6. Review the entriesin the Provison for Loan Loss account to determine that the
accounting is proper. To that end, the examiner should ensure that the charge off
loans have been approved by the board of directors and are equd to the amount noted
in the board minutes and there are no other entries to the account outside of the
approved charged off loans, recoveries on charged off loans, and expense adjustments
to increase or decrease the account.

7. Ensure that the amount of cash on hand or in possession of the Cashier isequd to the
amount stated in the general ledger.

8. Compare the investment subsidiary ledger(s) (Statements received from the firms
holding the investments) and ensure that the balance on the ledger(s) is equd to the
amount in the generd ledger.

9. Determine the Accounts Receivable balance represents funds that are 100%
collectable. If not, a reserve account should be established in the amount of the
potentia |oss.



Development Best Practices in Credit Union Supervision

10.

11.

12.

13.

14.

15.

16.

17.

18.

Verify that the Accrued Income accounts are accurately stated. Overstatement of
these accounts can have amaterid effect on the income statement and credit union
profitability.

Verify that the depreciation on dl fixed assetsis equd to the asst livesand is
reasonable. Ensure the amortization of prepaid and deferred expensesis correct.

Determine if there are any suspense accounts, entries or amountsin the accounting
records that can not be identified. If so, the age of the entry and amount should be
documented. |If the unidentified entry can not be resolved during the examination and
it isapotentid loss, it should be reserved for or written off.

Ensure dl entries to clearing accounts are cleared from the account in atimely
fashion. Itemsin cearing accounts that do not clear timely are indications of
accounting problems.

Determineif the credit union has any materia contingent liahilities that could effect
profitability and if they have been accounted for correctly.

Assess the correctness of the Accounts Payable. The account balance should
represent amounts due and payable within the next 30 days.

Verify that the accrued dividends payable on member depositsis accurate. If this
amount is understated, the effect is an oversatement of net income.

Determine that the amounts of member loans and shares are equal to the amount on
the generd ledger.

Ensure that the board of directors has approved dl of the entriesin the equity
accounts and that they are in compliance with credit union law and regulatory
guiddines.

19. Veify the correctness of dl other accounts that are materia as compared to total

asSets.

Signs of Warning — These signs or indicators are ratios, numbers, trends, or suspicious
activity that may indicate existing or potentid problems. During the review of the
generd ledger and the financid statements, the examiner shoud look for the following
Sgnsof warmning:

Continua account problems;

Bank reconcilements that are incomplete, in arrears and/or out of balance;
Frequent bank account overdrafts;

Cashier(s) isout of baance between hisher record’ s and the generd ledger,
Lack of due control over cash transactions,

Numerous corrections to accounting records;
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Numerous voided checks and checks written to persons or entities with no
connections to the credit union;

Large number of outstanding checks;

Depositsin trangt that do not clear within 1to 2 days,

Checks written out of sequentia order;

Bank account deposits that are made outside of established procedures,

Lack of aclear audit trail in the accounting records;

No subsidiary ledgers, subsdiary ledgersthat are not current and/or out of baance;
Clearing and/or suspense accounts that do not clear to zero in atimely fashion;
Overdated accrued income, understated accrued dividends, depreciation of fixed
assets, or amortization of prepaid expenses greater than their useful lives
Unauthorized entries to the Provision for Loan Loss account or any of the equity
accounts,

Incorrect use of accounting forms or using accounting forms that have not been
designed for the specific purpose in which they are being used; and

Account activity that isin excess of the norma amount of transactions for the
operational needs of the credit union.

Examination Workpaper s— Workpapers are the written documents prepared or
obtained by the examiner while performing an examination. The workpapers serve as the
basis of the work performed and support the results of the examination and the opinions
of the examiner. They should provide sufficient information o that the reviewer does not
have to obtain any additional information from the credit union to support the

conclusions, once the examination has been completed. Genera ledger workpapers
should conggt of the financial statements, the genera ledger balances, copies of the
subsidiary ledger baances and dl examiner devel oped workpapers used to support and/or
clarify the work performed. The workpapers should clearly state the scope and objective
of the review, the account being reviewed, the date of the examination, who performed
the work and the date, the generd ledger baance, the subsdiary ledger baance, any
differences between the balances, and appropriate notes and explanations.

An easly understandable index system should be used to organize the genera ledger
workpapers. All workpapers should be maintained within the regulatory agency, in asafe
place, dong with the fina report. They should be available for review and used at the
next examination.

General Ledger Deficiencies— Any problemsthat can not be resolved during the exam
should be noted in the find report in the “Examiner Findings’. This document lists
operaing exceptions, violations of law or regulation, unsafe and unsound policies,
practices and procedures. Rdatively minor or infrequent infractions should not be
discussed within this document; because they distract from the more important matters.
Immateriad issues should be discussed oraly with the manager or appropriate employee.

When identifying afinding, the examiner should include a precise description of the
problem or violation, who is responsible for correcting the problem, the specific section
of the Law, bylaws, rules and regulations or other authority which the finding violates. In
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the event that the credit union violates more than one of the aforementioned, the
examiner should cite the highest authority. Examiners should aso include on this
document exceptions that were noted at previous exams that have yet to be corrected.
These findings should be cited under a heading of asmilar nature.

© 2003 World Council of Credit Unions
5710 Mineral Point Road, PO Box 2982, Madison, Wisconsin 53705-4493, USA
Phone: (608) 231-7130 Fax: (608) 238-8020 Email: DevBestPractices@woccu.org Website: www.woccu.org



