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OFF-SITE INSPECTION POLICIES

Purpose of Off-Site Inspections / Monitoring
The purpose of off-site monitoring is three-fold: 

1. To determine progress in correcting deficiencies cited during the on-site inspection,
2. To quickly identify negative trends and emerging problems in order to resolve the issues before they become so serious that they could negatively affect the credit union’s financial condition, and

3. To verify data of submitted regulatory reports and periodic filing of financial statements.
Tracking / Documentation of Surveillance Reviews 
Computer generated status reports and documentation of surveillance reviews on all credit unions will be maintained.
 
The status reports should provide a concise, "at a glance" view of the condition of the credit unions. The status report includes the following information: date of the last inspection, the PEARLS rating, what supervisory actions are active, the credit union’s capital position, assets per the latest quarterly report, the inspector-in-charge, and the institution’s latest risk ratings.  

An in-house staff member will be designated the responsibility for on-going monitoring and documentation of information received. 
 If possible, the information will be maintained in a database on the department's network where both in-house staff and field inspectors can access the file. If not a customized data base, the review examiner’s spread sheet will be expanded to include updated documentation and ratios from the reports received throughout the year. (Refer to Guideline 1.3 on page 4 of The Post Inspection Guidelines, Emphasis on Delinquent Loans.)

Off-site monitoring status report worksheets should be maintained in an off-site monitoring file and updated as information becomes available. Follow-up contacts should be documented and reviewed for determining further action until the problem, if any has been resolved.

Off-Site Monitoring / Tools
The department has access to information from numerous sources. Receiving information accomplishes nothing unless there is a purpose for its use, and it is used for that purpose. Effective supervision entails the continual assimilation and review of information. 
While a variety of tools are available to aid in supervision efforts, it depends on the condition of the credit union and existing concerns of the department as to what reports are required and available for review. Some reports are mandatory by law.
Off-site monitoring of institutions within the department's jurisdiction includes the following tools: quarterly reports, quarterly report summaries, status reports, communication with the institution, and other sources of information such as the media.

The PEARLS Performance Rating System is used as a tracking system of financial trends in the Department’s off-site monitoring and surveillance program.

Each credit union is required to submit a quarterly report. The data from these reports is input into a database on the department's network.  From this database, the department generates a summary of the balance sheet and income statement on all credit unions. This report provides a comprehensive list of historical data compiled from quarterly reports.  The Financial Performance Report (FPR) serves as an analytical tool for credit union management. The FPR also aids Supervisory Authorities in measuring financial trends, when designed to provide a 5-year picture of the financial trends and operating results of the credit union. The data contained in the report may be used by the credit union to identify key trends, analyze past performance, and set future goals. (Refer to Appendix I and Appendix II for copies of an FPR.)
The quarterly report summary is reviewed and compared to prior summaries.  Significant changes are noted and identified for follow-up, which is usually done by telephone.  Analysis of the quarterly report summary is a useful tool because it targets areas of the quarterly report which need a more detailed review. Inspectors also review quarterly reports as part of their pre-inspection preparations. Significant variances in the quarterly report numbers from period to period are helpful in risk focusing examination procedures.
A source of information that is informal, but valuable, is gossip.  People in the department sometimes hear things "through the grapevine" or "on the street" from other credit union employees.  Although this information is not always accurate, it is often correct and usually current.  Taken with a "grain of salt", this information can be a valuable aid in off-site monitoring.

Additional sources of information about credit unions include the media and local business publications as well as comments and complaints from the public at large.  It is possible that personnel within a credit union will advise Department personnel of problems within their own credit union.  Inspectors can find out about many interesting items that can be subsequently reviewed just by listening to credit union employees. 

Analyzing and Documenting Data
Prior to documenting data, staff will:
· Review monthly and / or quarterly reports;

· Review board and committee meeting minutes;
· Review the consolidated balance sheets;
· Review publications, press releases, and news stories about conditions and events that may affect the credit union;
· Stay abreast of changes in the economy, regulatory environment, financial industry, global and local events and numerous factors within the credit union itself that can affect  the credit union;

· Review the credit union’s website, if applicable; 
· Review the supervisory committee audit report and, if necessary, the audit work papers;

Select data will be entered into the status report and any concerns documented. It may be necessary to communicate with credit union management for clarification, either by telephone or an on-site visitation. Any comments made by management should be documented. 

In case of a visitation, it is not necessary to report back to the credit union in the way of a written report. A letter, acknowledging the meeting took place and clarification of the discussion will suffice.

When confirming problems exists, or the potential for problems is great, the credit union will be transferred to the Watch List and an inspector will be assigned to monitor the credit union. It may require revising the Document of Resolution or remedial sanctions being placed on the credit union. (Refer to the policy on Supervising Problem Credit Unions.)
In addition, the off-site monitoring reports can be used to determine if the inspection date should be moved up.

Potential Problem Indicators 
Regular review and documentation of financial data, ratios, information, and trends often serve as indicators to ensuing problems. Some of those indicators to watch for are:
· Adverse change in key management or loan officers,

· Loss for the year or an interim period,

· Rapid growth in assets or deposits,

· Significant change in asset composition,
· Significant change in liability composition,

· Increased borrowings,

· Excessive dividends relative to earnings, 

· Increasing delinquency or charge offs,

· Declining capital ratio,

· Unusually high Return on Assets (ROA), and

· Other erratic trends or ratios.
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	Line Item
	Sep-03
	Dec-03
	Mar-04
	Jun-04
	Sep-04

	
	Amount
	% Chg
	Amount
	% Chg
	Amount
	% Chg
	Amount
	% Chg
	Amount
	% Chg

	ASSETS: 

	Cash & Equivalents 
	10,518,145
	0.5
	10,687,658
	1.6
	10,154,638
	-5
	8,815,250
	-13.2
	8,292,245
	-5.9

	Trading Securities 
	0
	  
	0
	  
	0
	  
	0
	  
	0
	  

	Available for Sale Securities 
	0
	  
	0
	  
	1,492,480
	  
	0
	-100
	0
	  

	Held-to-Maturity Securities 
	632,749
	19.1
	734,184
	16
	410,619
	-44.1
	2,129,597
	418.6
	2,131,032
	0.1

	All Other Investments
	3,191,500
	-18
	3,491,500
	9.4
	3,791,500
	8.6
	5,453,000
	43.8
	5,649,000
	3.6

	Loans Held for Sale
	0
	  
	0
	  
	0
	  
	0
	  
	0
	  

	Real Estate Loans
	6,666,193
	8.1
	6,655,235
	-0.2
	6,832,144
	2.7
	6,774,919
	-0.8
	6,724,862
	-0.7

	Unsecured Loans
	3,129,445
	0.8
	3,184,687
	1.8
	3,021,043
	-5.1
	3,246,638
	7.5
	3,303,186
	1.7

	Other Loans
	10,126,123
	-2.2
	9,433,328
	-6.8
	9,089,175
	-3.6
	8,549,698
	-5.9
	8,550,371
	0

	  TOTAL LOANS
	19,921,761
	1.5
	19,273,250
	-3.3
	18,942,362
	-1.7
	18,571,255
	-2
	18,578,419
	0

	(Allow. Ln & Lease Losses)
	-179,797
	1.1
	-167,878
	-6.6
	-157,339
	-6.3
	-154,125
	-2
	-112,377
	-27.1

	Land & Building
	490,552
	-0.5
	488,038
	-0.5
	485,524
	-0.5
	483,010
	-0.5
	480,495
	-0.5

	Other Fixed Assets
	13,381
	-12.8
	11,910
	-11
	11,608
	-2.5
	14,873
	28.1
	13,582
	-8.7

	NCUSIF Deposit
	263,718
	0
	263,718
	0
	263,718
	0
	272,504
	3.3
	272,504
	0

	All Other Assets
	131,291
	-6.5
	122,717
	-6.5
	179,703
	46.4
	146,928
	-18.2
	128,417
	-12.6

	  TOTAL ASSETS
	34,983,300
	-0.8
	34,905,097
	-0.2
	35,574,813
	1.9
	35,732,292
	0.4
	35,433,317
	-0.8

	LIABILITIES & CAPITAL: 

	Dividends Payable
	113,311
	-10.4
	106,042
	-6.4
	101,605
	-4.2
	98,350
	-3.2
	96,527
	-1.9

	Notes & Int. Payable
	0
	  
	0
	  
	0
	  
	0
	  
	0
	  

	Accts. Pay & Other Liab.
	125,543
	-4.5
	86,662
	-31
	645,157
	644.5
	674,207
	4.5
	87,776
	-87

	Uninsured Sec. Capital
	0
	  
	0
	  
	0
	  
	0
	  
	0
	  

	  TOTAL LIABILITIES
	238,854
	-7.4
	192,704
	-19.3
	746,762
	287.5
	772,557
	3.5
	184,303
	-76.1

	Share Drafts
	3,027,130
	-3.7
	3,672,021
	21.3
	3,476,957
	-5.3
	3,382,369
	-2.7
	3,499,179
	3.5

	Regular Shares
	13,190,191
	-1.1
	12,582,306
	-4.6
	13,068,954
	3.9
	13,525,776
	3.5
	13,752,250
	1.7

	All Other Shares & Dep.
	12,185,510
	-0.6
	12,027,153
	-1.3
	11,761,894
	-2.2
	11,458,906
	-2.6
	11,298,396
	-1.4

	Total Shares & Deposits
	28,402,831
	-1.1
	28,281,480
	-0.4
	28,307,805
	0.1
	28,367,051
	0.2
	28,549,825
	0.6

	Regular Reserve
	989,628
	0.7
	1,000,000
	1
	1,000,000
	0
	1,000,000
	0
	1,000,000
	0

	Other Reserves
	0
	  
	0
	  
	0
	  
	0
	  
	0
	  

	Undivided Earnings
	5,351,987
	1.2
	5,430,913
	1.5
	5,520,246
	1.6
	5,592,684
	1.3
	5,699,189
	1.9

	  TOTAL EQUITY
	6,341,615
	1.2
	6,430,913
	1.4
	6,520,246
	1.4
	6,592,684
	1.1
	6,699,189
	1.6

	  TOTAL LIAB. & EQUITY
	34,983,300
	-0.8
	34,905,097
	-0.2
	35,574,813
	1.9
	35,732,292
	0.4
	35,433,317
	-0.8

	INCOME & EXPENSE: 

	Loan Income *
	1,672,035
	0
	1,675,599
	0.2
	1,625,644
	-3
	1,585,044
	-2.5
	1,582,681
	-0.1

	Investment Income *
	244,151
	-4.2
	237,669
	-2.7
	205,248
	-13.6
	214,500
	4.5
	234,465
	9.3

	Other Income *
	261,925
	2.9
	266,413
	1.7
	252,408
	-5.3
	261,070
	3.4
	272,665
	4.4

	Salaries & Benefits *
	578,576
	1.7
	584,697
	1.1
	598,024
	2.3
	595,894
	-0.4
	590,860
	-0.8

	Total Other Oper. Exp. *
	713,136
	-1.9
	709,110
	-0.6
	657,424
	-7.3
	675,120
	2.7
	685,069
	1.5

	Non-Oper. Inc & (Exp) *
	0
	  
	0
	  
	0
	  
	0
	  
	0
	  

	Prov for Loan/Lease Losses *
	97,333
	-8.2
	86,000
	-11.6
	20,000
	-76.7
	20,000
	0
	13,333
	-33.3

	Cost of Funds *
	557,717
	-3.7
	537,065
	-3.7
	450,520
	-16.1
	446,058
	-1
	442,847
	-0.7

	Net Income *
	231,348
	15.1
	262,809
	13.6
	357,332
	36
	323,542
	-9.5
	357,703
	10.6

	* Annualized
	
	
	
	
	
	
	
	
	
	


	FPR Financial Analysis 
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Credit Union Name: 
	
	
	
	
	
	
	

	Line Item
	3-Sep
	3-Dec
	4-Mar
	4-Jun
	4-Sep
	Sep-04

	
	
	
	
	
	
	PEER Avg.
	Peer +/-

	Capital Adequacy: 

	*Net Worth / Total Assets
	18.12
	18.42
	18.32
	18.45
	18.9
	12.59
	6.31

	Total Delinquent Loans / Net Worth
	2.12
	2
	1.32
	3.77
	1.95
	6.39
	-4.44

	Solvency Evaluation (Estimated)
	122.33
	122.74
	123.03
	123.24
	123.46
	114.51
	8.96

	Classified Assets (Estimated) / Net Worth
	2.84
	2.61
	2.41
	2.34
	1.68
	4.58
	-2.91

	Asset Quality: 

	*Delinquent Loans / Total Loans
	0.68
	0.67
	0.45
	1.34
	0.7
	1.3
	-0.59

	*Net Charge-Offs / Average Loans
	0.54
	0.54
	0.33
	0.25
	0.46
	0.56
	-0.1

	Fair (Market) Value / Book Value
	100.16
	100.31
	102.46
	99.61
	100.08
	100.5
	-0.42

	Accum Unreal G/L AFS
	0
	0
	0
	0
	0
	0.04
	-0.04

	Delinquent Loans / Assets
	0.38
	0.37
	0.24
	0.7
	0.37
	0.73
	-0.36

	Earnings: 

	*Return On Average Assets
	0.67
	0.76
	1.01
	0.92
	1.02
	0.65
	0.37

	Gross Income / Average Assets
	6.3
	6.31
	5.91
	5.83
	5.94
	5.82
	0.12

	Yield on Average Loans
	8.29
	8.45
	8.51
	8.38
	8.36
	6.99
	1.38

	Yield on Average Investments
	1.8
	1.72
	1.35
	1.38
	1.53
	2.21
	-0.69

	Cost of Funds / Avg. Assets
	1.61
	1.56
	1.28
	1.26
	1.26
	1.14
	0.12

	Net Margin / Avg. Assets
	4.69
	4.76
	4.63
	4.57
	4.68
	4.68
	0.01

	Operating Exp. / Avg. Assets
	3.74
	3.75
	3.56
	3.6
	3.63
	3.74
	-0.11

	Provision for Loan & Lease Losses / Average Assets
	0.28
	0.25
	0.06
	0.06
	0.04
	0.34
	-0.3

	Net Interest Margin / Avg. Assets
	3.93
	3.99
	3.92
	3.83
	3.91
	3.75
	0.15

	Operating Exp. / Gross Income
	59.3
	59.36
	60.26
	61.68
	61.05
	58.48
	2.57

	Fixed Assets Including FRAs/Total Assets /1
	1.44
	1.43
	1.4
	1.39
	1.39
	2.07
	-0.68

	Net Operating Exp. / Average Assets
	3.11
	3.11
	2.98
	2.97
	2.97
	3
	-0.03

	Asset / Liability Management: 

	Net Long-Term Assets / Total Assets
	20.3
	20.31
	23.84
	25.38
	25.46
	17.21
	8.25

	Reg. Shares / Total SAV. & Borrowings
	46.44
	44.49
	46.17
	47.68
	48.17
	52.9
	-4.73

	Total Loans / Total Shares
	70.14
	68.15
	66.92
	65.47
	65.07
	67.33
	-2.25

	Total Loans / Total Assets
	56.95
	55.22
	53.25
	51.97
	52.43
	58.2
	-5.77

	Cash + Short-Term Investments / Assets
	33.21
	33.77
	32.34
	29.98
	29.74
	23.31
	6.43

	Total Shares, Dep. & Borrs / Earning Assets
	83.24
	83.02
	81.71
	81.43
	82.69
	91.43
	-8.74

	Reg Shares + Share Drafts / Total Shares & Borrs
	57.1
	57.47
	58.45
	59.6
	60.43
	63.28
	-2.85

	Borrowings / Total SAV. & Net Worth
	0
	0
	0
	0
	0
	0.5
	-0.5

	Productivity: 

	Members / Potential Members
	44.86
	37.12
	36.45
	36.35
	32.46
	39.73
	-7.27

	Borrowers / Members
	51.14
	50.65
	49.84
	48.97
	49.29
	43
	6.3

	Members / Full-Time Employees
	585
	581
	571
	569
	565
	458
	107

	Avg. Shares per Member ($)
	$4,221 
	$4,233 
	$4,315 
	$4,335 
	$4,398 
	$5,250 
	($852)

	Avg. Loan Balance ($)
	$5,790 
	$5,695 
	$5,793 
	$5,796 
	$5,806 
	$8,131 
	($2,325)

	Salary and Benefits / Full-Time Empl. ($)
	$50,311 
	$50,843 
	$52,002 
	$51,817 
	$51,379 
	$42,371 
	$9,008 

	Other Ratios: 

	Net Worth Growth
	3.75
	4.26
	5.56
	5.03
	5.56
	6.09
	-0.53

	Market (Share) Growth
	2.98
	1.8
	0.37
	0.61
	1.27
	3.26
	-1.99

	Loan Growth
	-3.12
	-5.52
	-6.87
	-7.28
	-4.81
	5.42
	-10.22

	Asset Growth
	3.24
	2.2
	7.67
	4.74
	2.02
	3.81
	-1.79

	Investment Growth
	13.25
	14.54
	24.55
	19.93
	10.42
	-0.67
	11.09

	*One Of The Four Key Camel Ratios
	
	
	
	
	
	
	

	1/ Fixed Assets including Foreclosed and Repossessed Assets/Total Assets formally Fixed Assets & OREOS / Total Assets prior to 2004
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