RESGINDED

Program

Replacedy Comptroller'sHandbook- LeaseFinancing

EXAMINATION OBJECTIVES

To determine if the policies, procedures, and controls regarding leasing activities adequately ensure
safety and soundness, profitability, and compliance with laws, regulations, and established guidelines.

To determine the quality of the assets through an analysis of underwriting and lease production, includ-
ing: creditworthiness, collectability, collateral sufficiency, lease terms and other variables.

To determine if the institution employs qualified officers and employees that can adequately perform
their duties and responsibilities associated with leasing.

To determine if financial records and management reports provide accurate and necessary performance
and asset quality information to management and the board of directors.

To determine if any contingent liabilities exist with regard to the institution’s leasing activities and
whether they affect its overall soundness.

To initiate corrective action when deficiencies exist that could affect safety and soundness, or when you
note violations of laws or regulations.

EXAMINATION PROCEDURES

LEVEL | WKP. REF.
1. Review scoping materials related to leasing, including the following reports and
schedules:

e Lease trial balance listings.

¢ Delinquent leases.

e  (lassified leases.

e An itemization of repossessed and returned leased property.

e A report of the disposition of repossessed and returned property.

e Leases in which payments are not collected in accordance with the terms of the
lease.
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Leasing Activities

Program
WKP. REF.
e Leases whose terms have been modified by reduction on interest rate or
principal
e Jeases
e J.ease com
e Extensions o
e  Miscellaneous leas
e The current interest rat
e The minutes of appropriate co
e Reports on leasing activities furnt b of directors.
e The current status of leases classified t s examination.
e A listing of rebooked charged-off leases.
e The nature and extent of leases serviced for other
e  Month-end lease account balance and total delinquency sinc rcWgpus
examination. o

2. Review the preceding report of examination and all leasing related exceptt ted
and determine if management has taken appropriate corrective action.

3. Review the Matters Requiring Board Attention and Corrective Actions from the three
ot four previous ROEs to ensure that the board and management have taken
appropriate corrective action where necessary and persistent problems have not
recurred.

4. Evaluate the institution’s policies and procedures through review of policy statements,

underwriting guidelines and manuals, interviews with management, and review or
recaps of board minutes.
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e Determine if accounting and tax issues are adequately addressed in policies and
procedures.

e  Determine whe
any changes

jectives and related policies are reviewed periodically and
ed to the appropriate personnel.

5. Review management rep

eption reports, related to this area. Assess
the adequacy and accuracy i

formation.

6. Review the qualifications, capabilities, and
their responsibilities.

sing officers in relation to

7. Complete the General Questionnaire.

8. Review the Level I procedures and perform those necessary to test,
present conclusions derived from performance of Level I procedures.

LEVEL Il

9. Review the reconcilement of the subsidiary ledgers for leasing to the general ledger.
Investigate any large reconciling items.

10.  Select leases for review using an appropriate sampling technique. (For details on sam-
pling, refer to Examination Handbook Section 209.) Include all of the following in
your review:
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11.

12.

WKP. REF.

Analyze a sample of credit files for lessors for credit quality (earnings, indebtedness,
credit history, collateral, loan modifications) and compliance with the credit policy.

charge-offs.

rms charge-offs in accordance with its policies
and regulatory req the current past-due account report and test
i th management individual accounts not

charged-off in accordanc equirements.

e  Determine if collection practices jile prop®fangl conform to policy. Review
written collection procedures an ec tQgner contact records.

e Review listings of charged-off leases an 0 angebrepare or update the
carry forward work paper showing charge- ics as a percentage of
outstanding leases.

e  Determine and discuss with management causes of 4

lease department's operations.

e Determine if the leasing operation has rejected leases offered by
parties, or if the leasing operation accepts into portfolio all leases o
absence of rejected leases can be an indicator of weak credit policies and
procedures.

13.

Ensure that the examination meets the Objectives of this Handbook Section. State
your findings and conclusions, and appropriate recommendations for any necessary
corrective measures, on the appropriate work papers and report pages.
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LEVEL 11l
14.  Review any leviilige csWile institution has undertaken as lessor lender. Determine

if the institution $ u e in a safe and sound manner and that it complies

with all OTS’s loans ne b transaction with affiliates, and insider lending

rules.
15.  Determine if the institution has adeQ ry dntrols over property held for

leasing.

16.  Inspect large lease properties for which the leases are §

EXAMINER’S SUMMARY, RECOMMENDATIONS, AND C
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