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ABSTRACT

The purpose cof this paper 1s to show how an internzl auditb can be
ugsed in credit union finéncial decision making.

The paper enalyzes in depth the kinds of data obtainable from an
internal audit and the kinds of data required for credit union financial
decision making. By utilizing a comparative apalysis of the compsata~
bilitiy of the two types of data, the paper shows how the data obbtalinzsble
from an internal audit can be applied to credit union financial decision

making.
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CHAPTER I

INTRODUCTION

A credit union is a group of people who save thelr money together

and make loans to each other for good purposes at low interest. Hach
credit union is an independent, nonprofit corporation, chartered and
supervised by the government,1 The credit union is ocwned and operated
by its members. The members set the general policies the credit union
will follow. These policies must fall within the general constraints
delineated by federal law.

A credit union is organized and operated similarly to many incor-
porated financizl organizations. The members of the credit union are
the shareholders. One share is equivalent to five dollars. The number
of shares held by a member does not influence his control of the credit
uniocn. Each member is allowed one vote in all credit union decisions
requiring a vote of the general membership. The membership elects a
board of directors, which number between five and fifteen menbers, as
long as it is an odd number. The board of directors is responsible for
niring the general management of the credit union. The board of direc-
tors is slsc respconsible for appeinting a supervisory‘committee.z The
purpose of the supervisory cormittbee is to represent its members. It

serves ag bhe credit union's internszl auditor. The committee has the

loredit Union National Association, Credit Union Yearbook, 1962,
Credit Union Natiomsl Associatiocn, Madison, Wis., p. 25

21pid.



responsibility to review and evaluate the performance of elected offi-
cials and employees and to make recommendations for improvement. As the
internal auditor, the supervisory committee must conduct audits and re-
lated procedures designed to determine that: (1) accounting records and
reports are prepared promptly and accurately reflect operations and their
reéults; (2) established internal controls are effectively maintained and
adequately protect the credit union, its members, its management, and its
employees; and (3) each unit of the credit union is carrying out the
plans, policies and procedures for which it is responsible.3 The super-
visory committee fulfills these responsibilities through the use of in-
ternal audits. These internal audits are psrformed randomly thoughout
a Tiscal year. There is no limilt %o the number of internal audits that
may be performed. Federal law governing credit unionsg specify that, at a
minimum, at least two internal audits must be performed per fiscal year,

These internal audits must be conducted using the instructiocns pre-
sented by the "Superviscry Committese Manual For Federal Credit Uniocns,"
which is pubiished by the Nalblonzl Credit Union Administration. These
" dnstructions specify the exact manmer in which all credit union intermal
audits should be carried out. The National Credit Union Administration
furnishes each credit union supervisory commitiee with standardized work-
ing papers for use in recording data and analyzing it during the audit.
Additionsl data 1s recorded for reference in addition to that required
on the working papers. The superviscry committee is required to stors
2ll data frem internsl audits for future reference.

A credit union is faced with making certain financisl decisicns.

These declsions must ultimately be made by the board of directors in

SNational Credit Union Administration, Supervisory Committes
Manual For Federal Credit Unions, Naticnal Credit Union Administration,
Washingteon, D.C., p. 3.




conjunction with the credit union management. The four financial deci-
gion areas requiring board of director approval are concerned with estab;
lishing inbterest rates, establishing dividend rates, determining proper
liquidity levels, and determining the feasibility of various :'Ln'vestmentseLL
These financial decisions all require certain data in order that they may
be adequabely resolved. Much of this data is information internal to the
credit union. It can be found in the records of the credit union.

This paper will identify in chapter IT the kinds of information
needed for these various credit union financial decision areas. It will
alsc identify in chapter IIT the kinds of data available from an inter-
nal audit. Chapter IV will be devoted to making a compatability analysis,
showing how the data needed for credit union findncial decision making
can be supplied from the internal audit. Chapter V will present the con-

clusions of this study.

hNatiOHal Credit Union Administraticn, Federal Credit Uniom
Bylaws, National Credit Union Administration, Washington, D.C., 1970, p.l.




CHAPTER II

CREDIT UNION F'INANCIAL DECISTON MAKING

Finsncial decision msking in cradit unions can be classified into

four basic categories. These categories all represent different finan-
cial decisions the credit union's management will encounter.

The first category involves dividend decisicn making., Dividend
decision meking is basically a gquestion of "how much." A decision must
be made to determine what rate of return members will receive on their
shares.

The second category involves the fixation of interest rates on new
loans. The credit unlon must determine a rate of interest to charge mem-
bers who withdraw funds in the form of loans.

The third category involves investment decisgions. The credit union
must decide how excess funds are to be allocated in order to earn the
highest rate of return on them.

The fourth category involves the determination of liquidity re-
quirements. The credit union must determine what degree of liquidity
it is compelled to maintaln.

In order to make optimal financial decisions in these four cate-
gories, the credit unicn's board of directors must have certain infor-
mation avallable. A discussioh of the required information for credit

union financial decision making in the four categories will follow.



Dividend Decision Making

Credit union dividend decisions are very similar to corporation
dividend decisions. The information required is basically jdentical.

The credit union's board of directors must know the importance of
dividends in regard to the stability of shareholdars.5 Shareholders are
the foundation upon which a credit unicn is buili., The most important
agsgset that a credit union has is its goodwill among members. If a credit
union loses 1ts goodwill and support from members, it will ceass to oper-
ate. BShareholders will withdraw their funds and the credit union will
become insolvent. Most gocedwill betwsen the credit unicn and the share-
holder 1s derived through the payment of dividends. The size and con-
sistency of dividends is directly proportional to the amount of goodwill
that exists between the credit union and its shareholders. The credit
union's board of directors must be able to derive some degres of feel

for the relative importance of dividends in relation to sharsholder good-

will.

The dividend decision is notably dependent upon the.liquidity re-
quirements of the credit union.® A credit union must remain liquid to
a certain degree in order to meet expected and unexpected cash drains.
The credit union must know the present ligquidity level and future liquid-
ity level requirements. The credit unicn must ensure that any dividends
paid do not infringe upon the minimum liquidity level the credit union
deems necessary. Informaticon indicating the present liquidity level,
present liquidity level requirements, and future liquidity level reQuire-

ments will be necessary to prevent this from occurring.

SJames C. Van Horne, Finsncial Management and Policy, 2nd Ed.,
Englewood Cliffs, New Jersey, Prentice-Hall Inc., 1971, p. 284.
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5
The credit union's ability to borrow needed funds will have a bear-
ing upon the dividend decision.? A credit union that is well established
will have little difficulty borrowing needed funds in a period of short
cash. A newly established credit union with a sheky financial position
will find funds available for borrowing rather scarce. A credit union
that is unable to borrow funds in time of need will be forced to withhold
earnings in & greater proportion than a credit union thal has cutside
funds easily obbtainable. The credit union must be zble to analyze its
borrowing capability and determine if needed funds may be borrowed dur-
ing & period of short cash. This will provide the credit union manage-
rent with a guideline on what percentage of earanings must be withheld
from dividends %o cover cash shortages.

The timing of investment opportunities must be considered before
paying dividends.® The credit union must determine if there are invest-
ments available now, which will not be available later, that are more
important to the credit union than paying a higher dividend. A credit
union in need of a larger office bullding in the near future may elect
to buy a building now at a low price instead of waiting until a larger
building is a necessity and being forced into paying a higher price.
Certain desirable security issues may be cheaper now than in the fulture.
The credit union must first determine when invesiment cpportunities are
available and then determine thelr importance in relation to paying divi-
dends.

The impsct of inflation on the replacement of assets must be con-

sidered before paying dividends.9 A credit union that sets aside funds

TThid.
B8rpid.

9 Tbid,



7
for the replacement of assets on the basis of depreciation on presently
owned assets must consider the replacement costs of those assets. If
inflation has caused a rise in the price of the asset, enough funds will
not have been generated to replace them. Additional funds will be re-
quired that may have to come from retained earnings avallable for divi-
dends. The credit union must know how much has been, or will be, set
aside for the replacement of assets in comparison to the price of those
assets.

In making a dividend decision, a credit union has only one legal
restriction placed upon 1,10 A credit union cannot pay dividends in
excess of gilx percent per year.

The final consideration in making a dividend decision is long term

capital requirements.ll

The credit union must allocate funds on a peri-
odic basis for long bterm capital requirements. The credit union must
determine what the long run capital requirements of the credit union are,

and that sufficient funds are being allocated for it, before paying out

dividends.

Fixation of Iﬁterest Rates

Credit unions set interest rates on new loans using many of the
same principles that banks and other financial institutions utilize.
The most important consideration In fixing interest rates is the
12

rate at which potential borrowers can obtain funds at other institutions.

The credit unicn must be.competitive. If borrowers can obtain lower rates

101piq,
l1pia.

12 rales I. Bogen, Financial Handbook, Lth Ed., New York, The
Ronald Press Company, 1965, P. 5.




somewhere else; they will not patronize the credit union. The credit
union must ensure that it is competitive with other financizl institu-
tions. Federal regulations require that a credit union not charge more
then a twelve percent effective rate of interest per year.

The operating expenses of the credit union must be considered in
relation to projected dividend requirementsnl3 The credit union must
have accurate data availablé on what it costs the credit union to OpET -
ate. These expenses must come out of revenues before dividends can be
paid. There must be some surplus remaining in order toc maintain ade-
quate reserves. The credit union must ensure that interest rates are
high enough to generate adequate revenue in order to cover eipenses, divi-
dends, and surpluses.

The amount of deposited funds must be considered when establishing
interest ra’ces.l}-L The credit union rust make a policy decision on whether
or not it will loan out more funds than are deposited. If it will not
loan out more funds than are deposited, the credit union must be aware of
loan balances at all times to ensure that they'do not exceed deposit
valances. If the policy of the credit wnion is to loan cut more funds
than are deposited, which is usually the casé, it must borrow them from
outside sources. A credit union normally has to pay a substantial amount
of interest to these outside sources for the additional funds. The
credit union must ensure that interest rates are high enough to cover
the interest that must be paid on borrowed funds.

The credit union's demand for loans is a very important factor to

consider when determining interest rates.l5 The credit union can

131pid.
Th1psg,

15hid,



g
effectively'chaﬁge its loan demand by varying its interest rates. If a
credit union's demand for loans is low, the demand can usuelly be raised
by lowering the interest rate. When establishing the interest rate, the
credit union must weigh what effect it will have on the demand for lcans.

4 final consideration in establishing the interest rate is the
gsacurity of the loan.}® If the loan is secured by collateral, a lower
interest rate is usually deemed more feasible than on an unsecured lcan.
As a general rule; the higher the risk, the higher the interest rate

should be.

Investment Decisions

Credit union financial décisions sre similar to those made by
almost any industrial or financial organization.

Before being able to make any investment decisions, the credit
union must have knowledge of future cash flow requirements.l? The credit
urion must know or have accurate forecasts of the amount of funds it will
take in and the amount of funds it will dispense. Any investiment the
credit union is pondering should not infringe upon the cash flow in such
s way as to cause a cash shortage. The credit union should have data
illustrating both short term and long term cash flow requirements.

Future loan and deposit trends will play an importent role in any
invastment dec:'Ls:'Lon.l8 The credit union should have some type of data
illustrating funds that will be withdrawm in the form of loans and funds

that will be deposited as shares. A credit union which has a large casn

161pi4d,

1?William,H. Baughn, Charles E. Walker, The Bankers Handbook,
Homswood, Illinois, Dow Jones-Irwin, Inc., 1966, p. 611.

1815 4.




10
position now but expeéts a heavy loan drain in the near future may want
to forego any immediate investments. Conversely, a credit union which
hag a large cash position now and expects it to increase in the future
will probably want to put it to work in some type of investment.

In order to make investment decisions based on cash flow, loan
demand, and depcsit trends, a credit union must know what its liquidity
regquirements aresl9 The liquidity recuirement will provide the credit
union with a minimum figure from which to calculate cash flow, loan
demand, and share deposits with. Any investment decision must not in-
fringe upcn the minimum required liquidity level.

Other data that the credit union must have is 2 comparison of %the
return from investments as opposed to the return of loans.2o Many credit

unions find the best investments are loans to members.

Determining ILiguidity Requirements

Determining the proper liguidity level is very important to credit
unions because the liquidity level requirement plays such an important

role in other financial decisions. E

Seasonal factors play an important role in determining liquidity

level requirements.2l

A credit wnicn whose members all vacation in the
sumer will find a wnusually high withdrawal of funds during the summer
months. Similarily, Christmas is another time of the year when many
credit unions experience a large withdrawal of funds in the form of

shares or loans. It is important for a credit union to know how these

seasonal factors will effect liquidity levels.

191134,
207pid,

2lThid., p. 569,




11
‘The nurber of single large depositors will affect liquidity level
requirements.22 The possibility that one or two large depositors will
withdraw all thelr funds at the same time must be provided for.

Popuiation changes are an important factor to consider when deter-
mining an adeguate liquidity lavel.23 A competitor who offers higher
interest rates than yours could cause an sbundant withdrawal of funds;

The growth trend of the credit union is relsted to liquidity re-
quirements.gh Growth usually reduces the relative need for liquidity.
The credit union should be able to predict its growth patbern in the
futurs.

National economic conditions should not be overloocked whsn estab-
lishing a liquidity level.25 Credit unions will feel the pressures of
national economic conditions the same way as banks and other financial
institutions.

Data concerning past deposit and loan activity on = trend basis
will help predict future liquidity level requirements.26 The plotting
of these trends will help predict future deposits and loan requirements,
thus providing valuable information in determining necessary liquidity
levels,

Knowing the availability of quick cash is valuable when determin-

ing a required liguidity level.2! Enowing that a large amount of Cunds

221134,
23;2;@, p. 570.
Zhgggg, p. 571.
25114,

20Ibid, p. 572.

2T1bid, p. 571,
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can be borrowed in a hurry will allow a credit union to maintain a lower
liguidity level. Conversely, the absence of a place to borrow quick

cash will impel the credit union to maintain a higher ligquidity level.




CHAPTER IIT

INFORMATION OBTATINABLE FROM A

CREEDIT UNION INTERNAL AUDIT

An Internal audit of a credit union provides a weslth of inferma-
tion. This information can be classified into eleven categories. These
categories are largely determined on the basls of the various cperations |
performed during the audit. These categories are:28 : ﬂ

1. owverall operations

2. general, individual, and loan ledger balances

. cash accounts
. Jloans

.« Tegular reserve and undivided earnings

3

L

5

6. verificaticn of member's accounts

7. Ainvestments and notes payable

8. operating expenses

9. furniture, fixtures, equipment, other assets, and other
liabilities

10, surety bond and other insurance coverage

1l. trends

Overall Operations

The overall operations phase of the Internal audit provides four

different kinds of data. These types of data cannot be assigned To any

%

S

;

28National Credit Union Administration, Supervisory Committee
Mznual For Federal Credit Unicns, National Oredit Union Administration,
Washingbton, D.C., 1972, p. 9.

13
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specific audit task. The overall operation category is more of & catch-
all category.

The first étep c¢f this phase is to examine the financial and sta-
tistical reports that are prepared monthly by the credit union. These
reports are checked mainly to ensure asccuracy with the data reflected in
credit unicn records.

The second step is to ensure that the board of directors and the
credit committee hold meetings at least monthly. These meetings are re-
quired by Federal Credit Unicn regulations and can be verified by check-
ing the minutes from the meetings.

The third step is to review the minutes of the méetings, board of
directors and credit committee, for accuracy. The minutes must convey
what transpires at these meetings.

The fourth step is to examine the overall Iinternal contrel of the
craedit union. This provides informaticn relating mostly to the security
of funds handled by the credit unicn. The information provided by this
step of the audit is illustrated by Appendix 1. This worksheet provides
little financial information. It is concerned mainly with internal con-

trol techniques.

General, Individual, Share, and loan ledger Balances

The general ledger balance is performed to ensure the general accu-
racy of the ledgers. It is performed by utilizing the form illustrated
by Appendix 2. This step of the audit transcribes the data in the creadit
union ledgers, makes any necessary adjustments, and then illustrates an
adjusted balance. The data in the adjusted balances depicts the most up

to date information on all credit union accounts.
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This part of the audit also accomplishes trial balances of indi-
vidual loan and share ledgers. This is achieved by adding up all indi-
vidual shares and ioans, and then comparing them with their respective

ledger balances. Appendix 3 is the worksheet used for this operation.

Cash Accounts

The internal audit examines the cash accounbs by performing an
actual cash count and then doing a bank reconcilement. Appendix L is
the worksheet that is used for cash counts. One worksheet is used for
gach individual cash account maintained by the credit union. The total
of these worksheets reveals the amount of cash maintained by the credit
union.

The bank reconcilement is used along with the cash count to check
imehﬁdkﬁ1mec%hammmtm1ﬂwgmmmdlmgﬂ. The bank reconcile-
ment is accomplished by getiing official balances from the bank and com-
paring them tc the balances in the credit union ledger. Appendix 5 is
the worksheet used for this operatiocn.

The total cash on hand may be calculated by adding the adjusted
total of the baﬁk reconcilement to the total of the individual cash

accounts malintained within the credit union.

Loans
The internal audit examines three main facets of the loan accounts.
The audit examines interest rabes, loan failures, and loan exceptions.
Loan excepﬂions are of an administrative type nature. The auditor
searches for mistakes in filling out the loan paperwork or loans that
were issued without securing sufficient collateral. Appendix 6 is the

worksheet used for recording these exceptions. The data supplied is the
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name of the borrowsr, the date of the loan, the unpaid balance of the
loan, and any ccmments regarding the discrepancy.

An examination is made of charged off loans and recoveries. This
is done to determine the size of the charged off loan account and to
ensure that the charge off was approved by the becard of directors. Appen-
dix 7 is used for recording this information. The information gathered is
the name of the borrower, the original loan, the charge off, the amcunt of
recovery, the date the board voted the charge off, the type of collateral,
whether or not the collateral was converted, and whether or not an attor-
ney or collection agency was used.

The internzl audit also performs an in depbh analysis of interest
rates. The auditor calculates the amcunt of interest that shouid have
been recelved from each loan. He totals these figures and compares the
tcotal to the amount of interest collected as represented by the ledger.

4 difference of five percent is considersd acceptable. While calculat-
ing the total interest collectible, an average interest rate for all
loans outstanding is also computed. Identical calculations are also made
for interest refunds. Appendix 8 is the worksheet that is used for these

calculations and the presentation of the information.

Regular Reserve and Undivided Farnings

The internal audlt requires an analysis of reserve and undivided
earnings accounts. The recording and analysis of data is accomplished
on Appendix 9. The information displayed on this worksheet includes be-
ginning balances, ending balances, and all additions or deductlons from
ﬁhese accounts., The present standing of these accounts, as of the time
of the audit, can be easily ascertained by referencing the balances on

this worksheet. The worksheet alsce breaks down additions or deductions
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into specifics including dollar amcunts, sources, and percentages.

Verification of Memberfs Accounts

This procedure is accomplished by comparing member's account bal-
ances wibth credit union records. Statements are mailed to all members
and they are asked to report any discrepancies. The results of this veri-
fication are recorded on Appendix 10. All accounts are listed by account
number, member's name, date account opened cr closed, and any action tak-

en a8 a result of the verification.

Invastments and Notes Payable

The internal audit examines all investments held by the credit
union and all lcans made to the credit union. This information is gath-
ered and recorded through the use of a form represented by Appendix 11.
This form reports date of loans or investments, amount loanad or borrowed,
amount repaid, unpaid balances, terms of the note, interest rates, and
interest paid or received, depending upcon the situation. Any assels

vledged as security are also recorded on the form.

Operating Expenses

A1l .expenses are checked in detail during an internal sudit. Com-
pletion of fhis audit step reguires the auditor to review inveoices, ex-
pense vouchers, cancelled checks, payrcll records supporting expenses,
expense ledger, journal and cash record, genefal Jjournai, board of direc-
tors meeting minutes, and monthly financial and statistical reportsa29
If the investigation uncovers any questionable items, notes should be

made for later clarification.

29 National Credit Union Administration, Supervisory Commitiee
Manual Tor Federal Credit Unions, National Credit Union Administration,
Washington, D.C., 1972, p. 53.
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FPurniture, Equipment, Fixbtures, Other Assels and Liabilities

An estimation should be made for the value of each of these items.
The ledgers should then be examined to determine if this value is reflect-
ed. Rates of depreciation should be adjusted to reflect the actual value
of these assets. TFrom this part of the audit, actual asset values and

acceptable rates of deprecisation should be determined.

Surety Bond and Other Insurance Goverage

The internal audit must investigate surety bond and insurance cov-
erage. After determining the worth of the credit union from the audit,
it must be assured that coversge 1ls adequate. A listing of all policiles,
expiraticn dates, and information on payment of premiums shculd be pre-

pared.3o

Trends

A1l important credit union trends are computed during the audit.
Appendix 12 is the worksheet on which these trends are recorded. The
backslde of this worksheet provides information on how these nineteen
trends may be calculated. The nineteen may be easily determined by

referencing Appendix 12,

Other Data

The internal audit provides many other types of data not mentioned
hera. Nearly all of this additionsl information is of an administrative
nature and has no financial bearing importance. Appendix 13 represents

the additional data available through a credit union intermal audit.

307pid, p. 69,




CHAPTER IV

THE ROLE OF AN INTEENAL AUDIT IN CREDIT UNION

FINANCTAL DECISION MAKING

The determination of liguidity requirements plays an important
role in the other three areas of credit union financial decision making.
In meking this comparative analysis of data reguired for credit union
financial decision maldng and data obtainable from an intermal audit,
this paper will first discuss liquidity decisiong followed by investment
decislions, interest rate decisions, and dividend decisions, in that

respective order.

Determining liquidity Requirements

In review, there are eight essential items that rust be known to
properly determine liquidity requirsments. These items can be briefly
stated as follows:

1. seasonal requirements

2. number of single large depositors

3. population changes

L. compebitive developments

5. growth pattern

6. national economic conditions

7+ deposit and loan activity cn & trend baszis

8. availability of quick cash

19
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The compubation of important credit union trends during the audit
provides a valuable insight into seasconal requirements. The trends are
broken down into yearly quarters as shown by Appendix 12, The important
seasonal requirements to know are the amount of lcans oubstanding, amount
of shares, nurber of loans, average amount of lcans, percentage of locans
to shares, and the percentage of reserves to loans. These factors all
give valuable information on the liquidity level requirements of the
credit union. The internal audit provides all these factors on a quar-
terly basis. The information is useful on a quarterly basis, but would
probably be much more useful if broken down into monthly periods. Unu-
sual transactions during one month would be reflected as the whole quarter
being unusual. Therefore, this quarterly information must be used with
cauticn.

The number of single large depositors is not revealed by the inter-
nal audit. Although each individual account is checked for accuracy, no
attempt is made to make a numerical ccunting of large depositeors, The
only caleculation that is performed concerning this is the number of
shares that the average member has.

- Population changes and competitive developments are external to
the credit unicn. The internal audit has no way of monitoring external

factors.

The growth pattern of the credit union can be determined through
the use of internal audits. The yearly growbth trend is reccrded on
Appendix 12. Pertinent growth informsticn such as total assets, total
loans, and the number of members are presented on a quarterly basis. An
internal audit can provide this information for a single year only. A
growth pattern over a period of years can be easily obtained by refer-
encing the results of previous audits in conjunction with the present

audit. By doing this, a growth trend over a period cf yesrs can be
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projected. Caution must be exercised in projecting any credit union
growthlpatterné. The membership size of a credit union is limited by
the constraints placed upon it by its bylaws. (nce the meximum member-
ship within these constraints is reached, the credit union will not ex-
perience much additional noticeable growth. It becomes important, then,
to apply growth information presented by the internal audit in relation
to growth constraints when using the audit data for decision making.

Naticnal economic conditions are ancther external factor. There
is no way an internal audit can monitor, analyze, or present data con-
cerning these faciors.

Past deposit and loan activity on a trend basis is determined by
gn internal audit. Appendix 12 presents =11 loan and deposit activity
on a quarterly basis. As in determining the growth pattern of the credit
union, the results of past internal audits must be referenced to have any
useful trend information. The data resulting from a singular internal
audit is of no use in establishing a vieble trend. This data must be
used In conjunchion with the constraints placed upon the credit union.
Computing a future increasing growth trend is useless if the credit union
has already reached its growth limits.

The availability of quick cash can be determined from an internal
audit if the credit union knows what factors lending institutions con-
sider before making loans. Iending institutions consider various fac-
tors, depending upon the institution, before extending quick cash. The
majority of these factors concern the financial strength and stability
of the credit union. All factors concerning the strength and the sta-
bility of the credit union are invastigated and recorded during an inter-
nal audit. The most Important financial data analyzed by lending insti-

tubions before extending funds is usually found on the balance sheet.
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Appendix 2 contains all the dats used by the majority of lending ingti-

tuticns. To determine the availability of quick cash, all the credit

union needs to do is to determine the standards of measurement used by

the lending institution and then apply the data on Appendix 2 to see
where the credit union ranks in fivancial strength. This ranking should

give a viable indication of the availability of quick cash. 4%

Investment Decisions

To recapitulate what was presented ezrlier, investment decisions

require seven types of information. These items of informaticn can be
briefly stated as follows:

1. future cash flow

2. Jloan demand in future

. predicted future deposits ?é

3

I, liquidity requirements ﬁ
5. return from investments

6

« return from loans

7. future need for large amount of funds
No attermpt is made during the Internal audit tc predict the future
cash Tlow. By referencing data presented by the audit, the fuiure cash

flow can be relatively accurately predicted. The cash flow of a credit

union is influenced by six Tactors. These factors are deposits, with-
drawals, interest paid on deposits, loans, interest paid on loans, and
operating expenses. A1l of this data can be withdrawn from the results
of an internal audit with the exception of withdrawals. Thils data is not

avallable on a monthly basis, but on a quarterly basis through the use of

Appendix 12. The amount of deposits and loans outstanding are directly

available from Appendix 12, The amount of interest collected on loans

|
|
1|3
A
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can be determined from Appendix 8. The amount of interest paid on shares
can be calculated by multiplying the percentage figure on Appendix 12,
under percent expenses to total income, times the interest received fig-
ures on Appendix 8., Withdrawals which cannot be determined will be tak-
en into consideraticn when computing the amount of the member's shares.

From this data a future cash flow can be predicted. This is possible be-

cause characteristically, credit unions are slow to change. Future cash
flows can be predicted relatively accurately on the basis of recent cash
flows,

~ Loan demand in the future can be determined by using some method J
of trend analysis. The data needed is presented on Appendix 12. By

referencing Appendix 12's from prior audits, the loan patbern over a

period of time can be determined. If data is desired on a monthly basis

instead of a quarterly basis, the data can be obtained by referencing
Appendix 8. This worksheet displays loan balances by months. Seasonal
or monthly variations can be more accurately considered when using this
worksheet.

From the information obtained in an internzl audit, future deposits

cen only be predicted on a quarterly basis using Appendix 12, No provi-
sion is made during the audit for recording past deposits on a monthly
basis. Therefore, any prediction of future deposits will have to be
made cn a querterly basis.

The determination of liquidity requirements is a finsncisl decisgion
within itself. The preceding section has covered how the internal zudit

could be used in determining liquidity recuirements.

The income received from investments other than loans can be easily

determined from the data presented on Appendix 2. Item 8 records the
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income from other investments. This return can be converted to a perceni-
age basis by dividing the total of items 107, 118, 119, and 122, on Appen-
dix 12, into the total return from investments. An individual return
from each investment is not calculated by the audit.

The return from loans is calculated by the internal audit. This
data is available in twe forms. By searching back into the ledgers, the
gudit records the interest received from loans. Appendix 8 is the work-
sheet utilized for recording these figures. The individual monthly re-
turns and the total yearly returns are presented. During the review of
loan folders, the rate of return for each individuwal loan is recorded.
From these rates of return, an average rate of return for sll outstanding
loans is computed. This is accomplished under the formula secticn of
Appendix 8., This average rate of return is expressed as a percentage.
This percentage figure would probsbly be much more useful than the dollar
figure when attempting to compare alternative investment opportunities.

| The future need for a large amcunt of funds is not specifically
delved intec. By reviewing some of the data determined by the audit, the
need for a large expenditure of funds can often be resclved. {redit
unions very seldom ever experience a need for a large expenditure of funds
except for increasing the size of the facllity used or for the replacement
of equipment. The audit examines all equipment cwned by the credit union
and places a dollar value upon it for the purpose of determining a realis-
tic rate of depreciation. When the dollar value of this equipment is
agsessad Lo be gquite low in relation to its original cost, it can be
assumed that the time for replacement is near. When the time for replace-
ment is near, the credit union will experience an expenditure of funds

which can be consildersd unusually high when compared tc expenditures
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required for normal credit union operation. The only other large expendi-
ture a credit unicn may incur is the need for increased working space.
This information is not revealed by an internal audit and is uwsually con-

sidered an administrative decision.

Determining Interest Rates

To recall whal was coversd earlier, there are eight factors that
must be considered when making decisions concerning interest rates to be
charged cn loans., Thesae factors stated briefly are as follows:

l. competitive rates

2. expenses of credit mwnion

3. demand for loans

L. amount of deposited funds

5. rate credit union can borrow funds at

6. do you want to decrease or increase loan demand

fe how much surplus will remain after expenses plus dividends
8. security of the loan

Competitive rates cammnot be determined from an internal sudit.

The interest rates of competitors are external factors. If competitors
change thelr interaest rates, the effects of such a change may be reflect-
ed by the audit. If competitors should lower thelr interest rates while
yours remain the same and you experience a subsequent noticeable drop in
loan demand, you may be able to determine the degree of sensitivity to
which your loan demand is influenced by competitive rates,

The expenses of the credit union can be determined by the internal
audit. The operating expenses section of the audit reveals detailed in-
formation about the expenses of the credit union. The important infor-

mation to be cognizant of is not past expenses, but what the predictions
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are of future expenses., Thase are the expenses that are important when
determining interest rates. The audit anslyzes all expenses and compares
them to expenses from previous years. 1t also compares them to expenses
of comparable credit unilons. From this analysis, the audit sttempts to
determine what expense trend the credit union is following., From this
information a reasonable prediction can be made concerning expenses in
the future.

The demsnd for loans in the future can be predicted based on the
information obtained from an internal audit if the credit union has been
fellowing the pelicy of extending loans To all applicants who sre finan-
cially qualified. Appendix 8 presents the loan levels from previcus pe-
riods. TFor data further back than presented by this worksheet, the work-
sheets from previous audits may be referenced. Thelworksheets display
the monthly losn levels. From an analysis of thegse loan levels in con-
Jjunction with loan levels of previous years, a reasonable anticipation
of future loan demand can be made.

As mentioned under the liquidity section, future deposit or share
levels can only be predicted on a quarterly basis. This data is needed
to ensure bhat adequate funds are available to cover loan demand. Re-
liable information on a quarterly basis is dependable enough to ensure
that adequate funds are available to cover loan demand.

Many credit unions loan out more funds than are deposited with the
credit union. These additicnal funds are borrowed from other institutions.
The interest rate at which the credit union can borrow these additional
funds is largely determined by its financial condition. The internal au-
dit presents all the indicators of financial strength and stability on
Appendixes 2 and 12, Iending institutions evaluate credit unions in order

to determine their financial stability. The credit union can apply these
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tools to evaluation based on the information supplied by the audit. The
results of this evaluation will supply the credit unicn with valusble In-
sights as to the rate of interest at which it can expect to borrow funds.

The decision as to whether the credit union desires to increase,
decrease, or allow loan demand to remain the same, can be determined on
the basis of the results of the audit. As a matter of general policy, &
credit union states what the relationship will be between funds on deposit
and funds loaned out. A credit union will atbtempt to stay within these
constraints. Item 16 on Appendix 12 represents the relationship between
depcsits and sharses. Based on this relationship, i1t can be determined
how well within the desired congtraints the loan-share balance falls.
Based upon thié locaticn a decision can be made on whether loan demand
should be increased or decreased.

The queétion of how much surplus will remain after expenges plus
dividends can be resolved, allowing for the assumpbion that the credit
union has already determined what its dividend rate will be. Once the
dividend rate has been determined, the dividend payout can be compubted
by multiplying the rate times the amount of member's shares, item 12,
recorded on Appendix 12. The expenses of the credit union are obtain-
able from the cost analysis and cost control portion of the audit as dis-
cussed previously. The dividends plus expenses should be subtracted from
total income, available from Appendix 8, which will result in surplus. Tc
find the total surplus this figure should be combined with the total re-
gerve figure on Appendix 12, This will leave the total surplus the cred-
it union has remainiﬁg after paying dividends and expenses.

The ability of the individual borrower to pay back a loan cannot
be determined from the internal audit. An analysis of charged-off and

uncollectable lcans is made cn Appendix 7. By reviewing a large enough
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gsample of these faulty loans, some generalizations could be drawm on the
types of loans most likely 4o fail. These generalizations could be
applied to applications for future loans. This could provide some in-

gight as to what the probability of a certain loan failing would be.

Dividend Decision Making i

In order to determine optional dividend rates, seven kinds of in- |

formation are needed. These seven kinds of data can be briefly stated

as follows:

1. dmportance of dividends in regard to stability of shareholders

2. liguidity requirements of the credit union

3. the ability to borrow

ll. timing of investment opportunitiss

5. impact of inflation on the replacement of assets
3

. legal restrictions

T« long term capital reguirements

A good insight as to the relationship between dividends and the
stability of sharsholders can be gained through the use of an inte£nal
audit. Appendix 12 pressnts the number of members, the number of poten-
tial members, aﬁd the percentage of actual menbers to potential members.
By comparing the change in the number of members to the dividend rates
of the credit unicn, an understanding of their interrelationship is ob-
téinable. Dividends are paid quarterly as are the statistics on members
computed quarterly. For a closer understanding of the relationship be-
tween these twe varilables, the data should be compared over a lengthy
period of time. This additional data is avallable from the records of
prior internal sudits.

The determination of liguidity requirements is a large financial

decision area within itself. This chapter previously discussed how the
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data available from an internal audit could be utilized in decision
making concerning liquidity requirements.

The ability of the credit union to borrow can be calculated simi-
larly to the methods presented, for determining the availability of quick
cash and the rate of interest the credit unlon may borrow at, earlier in
this chapter. The same techniques apply using the same sources of data
presented previously.

The timing of investment opportunities is an extermal factor. An
internal audit has no means of shedding informaticn cn these factors.

The internal audit can reveal partislly the information needed to
determine the impact of inflation on the replacement of assets. Credit
unions often appropriate funds for the replacement of eguipment based
on the depreciation rate used for that equipment. The internal audit
analyzes this rate to ensure that it is occurately based on the value of
the asset. To guard against the impact of inflation, this depreciation
rate must be compared with the replacement value of these assets, which
is only available from outside sources. If the depreciated value of the
asset is less than replacement costs, additional funds will have to be
appropriated.

The internal audit has no relationship with the legal réétrictiﬁns
placed upon dividends. The federal law states that the maximum dividend
rate 1s six percent.

A credit union would only encounter one type of long term capital
requirement. This requirement wouid be the replacement of, or addition
to, an office building. An internal audit can shed no informabion cn
the need for this capital requirement because it is consldered soley an

administrative nesd and is not investigated by the audit.




CHAPTER V

STMMARY AND CONCIUSTONS

An dinternal audit of a credit union is not designed for the purpose
of providing information for financial decision making. It can, however,
provide valuable information for this purpose. Below is a list of the
kinds of data required for financial decision making. Beside each item

is an indicator of whether this information is available, partially avail-

1.

able, or not availabls from an internal audit.

competitive interest rates no
Z. credit unicn expenses yes
3. demand for loans in future yes
li. deposited funds in future yes
5. rate at which credit union can borrow funds partially
5. need to increase or decrease loan demand yes
7. surplus remaining after expenses plus dividends ves
8. wreliability of the loan partially
9. cash flow predictions yes
10, return from investments yas
11l. return from loans yes
12, future capitgl requirements partiszlly
13. seascral fund reguirements yes
1. nurber of large depositors no
15. population changes ne
1é. competitive developments no

30
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17. growth pattern of credit wunion vas
18. national economic conditions no
19. availlability of quick cash partially
20. dmportance of dividends te sharsholder stability yes
21. ability to borrow long term Ifunds yes
22, timing of investment opportunities no
23. idmpact of inflation on asset replacement partially
2lh. legal restrictions no

in analysis of this list revealis that of the different kinds of
data required for credit unicn financial decisicn making, forty-six per-
cant of it can be obtained frcem an internal audit. The list also reveals
that twenty-five percent of the information can be partially obtained.
Twenty-nine percent of the needed information cammot be obftained from an
internal audit.

The fact that seventy-one percent of the needed information is
cbtainable, fully or partislly, from an internal audit does not infer
that this material is easily obtainable. Much of this data is only
available after performing extensive calculations on the data recorded

by the audit. Because of the nature of some of these calculations, ths
resulting information cannot be considered totally reliable. The infor-
mation used for the calculations can be considered reliable, but the
information obtained from the calculafions can only be considered as
predicticns in many cases. Nevertheless, these predictions are the best
information available, regardless of other sources. Any infermation con-
cerning trends ox futﬁre operations are only predictions. They are only

as dependable as the information used to derive them.
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This paper does not mean to imply that the information needed for

credit union financial decision making is only available from an internal

audit. Nearly all the information can be obtained from credit union re-
cords. Obtaining some of this information from credit union records would
require many hours of research. Information that would be particularly

difficult to obtain would be that of prior periods needed for trend anal-

vsig. This would requi:e searching through old credit union records.
This study concludes that most of the internal informaticn needed

for credit union financial decision making can be oblained from an in-

ternsl sudit. The advantage in using the internal audit as a source of

information is the =ase in which the needed information can be obtained

in comparison with other methods of cbtaining the information.
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subiect in Jhe Handbook for Tederal Credit Unions and ihs Accounting feanusl.

COMIRGL OF CASH RECEIFTS ARD CASH ON HAND

1. Does esch emplovee handling funds effeciively uiilize his own lockabls cash drawer or cash box? .. ... . .. ...
I

2. Are spare keys to cash drawers or boxes kept under aporopriate conirol? L L

3. is there appropriate receipting for transfers of funds between employess when there s more ihan one employee con-
cernad with tha cosfody and responsibility for funds? oL e e e

4. Are changa funds maintained in amounis authorized by the board of directors and ere they ssteblished orn the records

and replenishad in the manngr prescribed by the Accouniing Manual? .o L . ... e e e e
5. Are adeguaie precautions taken to preveni credit union funds from being comingled with personal funds or other funds

under conirol of cradit union parsonneld L i e e e e e e e e s e
&. Are cash received vouchers properly prepared when membears make paymenis fo the credit union? ... ... ... .. P
7. Do the members receive receints for paymenis made jo the credit union? . .. ... L o o e o
fi. As checks are received, are they immedisiely stamped with a restrictive endorsement {ie. "For Deposit Only)? .. ..

G Are cash receipts balsnced daily snd entered in the Journal and Cash Record as of the day on which they ave raseived?

10. Ara cash over znd short items recorded accurately each day ond are such fems reviewead at lzast monthly by the board

of  IretIOrs Y e e e e e e s e e e e e e e
11. Are periodic surprise cash counts made by a supervising employge? L e N
12. Are adaguate safekesping facilities provided far &l cash and other lguid sssets in the custody of the credi union? ..
13, Are bank deposits prepared by an official or employes who does not serve as daller? o oo L e
34, Are bank deposiis made intact within the fime limiis prescribad in the bylews? {"intact” maans all of

tions and all of the checks received in the pericd covered by the deposit are depoesited fogether) oL oo e cn e e

CNTROL OF DISBURSEMENTS

1. Are disbursements mede by check or in accordance wiih disbursement procedures authorized by ihe boerd of direc-
fors, and are such disbursemenis properly recorded in the records? Lo . L e e e e e

2. Do the rminutes of the board of directors contain an up-to-daie record of the names of all officials and smployee: who
are authorized 10 sign cradit union chacks? L. e e e e e e e e e

3. Are sdequate measures faken to prevent checks from being signed or countersigned in blank? ... .0 o L

4. Are share withdrawals by borrowers and comakers spproved by the credit committee or loan officer a3 specified by the
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5. Are loans disbursed only after completed and sigred applications have bsen appraved by the oredil
officer and are properly signed noiss on hand in support of the 10ams? L L. e e e



o

e

i)

&, Are adequale the granting of
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7. Are withdrawals fom Inactive share accounts verified by an official other than the official or emploves making the

AIBUSEIMENTT i e e e e e e e e e e
B. Are invoices and ofher supporiing documents atiached 1o checks bafors the checks sre signed? .. o ..

%, Are invoices and bills for credit union expenses and capital expanditures marked paid with the date of paymeni 1o

prevent their being wsed rmore than once fo support a disbursemant? .. ...... ..., R
10, Are spoiled or wolded checks properly accounied for and retained? ... ... ... . i, e

L]

G

a3

o

&
i

V1. Are bank reconcilements prepared monthly by persons noi directly concerned with handling credit wnion funds
cording them on the records? .. .. ... ... .. ..... e e s e e e e, e e e

12. Does the supervisory commibies geriodically obtain bank statgments dirgcily from the bank and reconcile them with
the records of the credit wnion? .. ... ... . ... ... e e e e e e e e e

MAINTEMANCE OF RECORDS

1, Are all Anancial records of the credit union maindained in ink or by maching® .. .. .. e
2. Are all corrections in financial records made in such manner that the change can later be verifiad? ... . ... L. _
3. Are the vitzl accounting records kepi in flre resistant containers? ... .. e e e e e

4, Minuies of directors” and mermbership mestings:

a. Are they prepared prompihy 0 Permanent TOIMET L. . cr v st s bt e e e e e e r e e e e e e
b, Do they reflect sccurately the achions taken¥ .. ... .o ot e e nam e e e e e e e
¢ Are they read and approved et the next mesling? ... .. L aenn e e e Can

5, Minutes of credit committes meetings and reports of loan officer actions:

@ Are they prepared prompily in permanent T0rm? ... . o e e e e e e .

&. s the file of members signajure cards {applicetions for membarship) maintalned cuwrrantly? oo . et .
7. Are mailing addresses of members maintzined vp-o-date? ... ... e e e e
B, Arz losn documenis completed by ink or fypewriter before signatures are added? .. ... ... e e

%, YWhen loans are paid are the notes mearked "paid” and prompily returned to the members? ... ..... e e

10, is reposssssion and sale of collateral controlled and supervised by the board of directors and are the frensactions in-

wvolving such activity clearty reflected on the records in asccord with the instructions in the Accounting Maenual? .. ...
1. i the credit wnion uses window posting or feller machine{s):
a. Dows each teller have @ key {eller’s symbol) for his exclustive use® .. ... e e e e ..

b Is meximum wiilization being made of the bulltin tontral devices in the machine(s), such ss locks, and kevs, count-
zrs or dials, and tallers’ symbels? ... . ... B,

o 15 atcess fo the maching by-product {Journal or proo? sheet) limiled fo sumervisery personnel? ... ... ..,

12, 1s 2 lis? of new members and withdrawn membars furnished fo the board of directors and fo the supervisory commities
each month? . . . e e e e e cen e e e
13. Are employess who ara assigned to post specific blorks of members’ accounts rotated from time o time® ... ... ..

14, Are monthly share and loan irizl balance tapes propared by emplovees other then those who post the accounis? ... ..

18, is the kalancing of shere and loan accounts with General Ledger controls and the maintenance of the Journal and Cash

Becord and the Generat ledger assigned to employees who do not serve as teliam? ... o .. e e
14, Are shore asccoumis in which there has been no aciivily {sxcepi dividends) for 2 vear or more segregsted from the
active accounis? ... .. e e e e e e e e e P, h e e

17, if the cradit union engsges in the sale of ravelers’ checks or money orders are Inverdory listings maintzined o
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chacks and money orders? ... .. s e i e e aw e e e ek e e e e e e s s e e e s e e e e e e e e
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sifled report of daiinguent Toans prepered each monih and reviewed by e &

pecial cammities of the direciors? ... L

2 sonthly Finandial and © cal Beport contain an accuraiz and comp del
3. Doss the supervisary commii confirm the outstanding bafances of lcans of delingquent borrawers i i

laction agencies or aiforneys?

CHARGED-OFF LOANE

-

i Does approvasl for the chargz-off of each toan detérmined o be uncolleciibla by the board of direciors appear m ihe
minuies o The Board? e e e e e
2. Are charged-off losns reviewed by the board of directors ai least semiannuelly?

3, Are reporis on recoveries of charged-off loans regularly made to the direciors?

IYESTAIEMTS
. Do the minutes of the board of diretiors and the executive commitiee confain prior approval for changss in the credis
unon's investmenis?

Z. Are sdeguste safekeeping facilities provided for invesiment securities? ... .. .

3. W investment securities are mainiained in & safe deposh box, are at least two officers, aciing joinily, required to gain
a ¥ q

access fo the sefe deoosit box? .. ... . L e e e s Ce s e .
SLFETY PRECAUTIONS
1. s cash kept in & securs fire and burglary resistant safe or vauli? . ... . e e e e e e e .

2. Are safe-keeping facilities adequaie for the normal amount of cash on hand? ..
3. Is possassion of the combination for unlocking the safe limited to no mare than hwo persons?
4. 1 ?he_combima?ion to the safe changed when a person having knowledge of it leaves the emplay of 'rh-e credit union?
5. Are door locks changed each fime & person with access fo the keys izaves the employ of the credit union? .. ......
&, 1s each ieller’s cash kept to the smallest practicable minimum af all times?
7. Is she bulk cash kept locked in the safe until needed? ... .. .. e e .
8. Is & night-light kept burning near the safe or vault during non-business hours?

&, Does the credit union have police or security guard proteciion when handling or transporting large sums of money?

10, Are training sessions conducted periodically for credit union officials and emplovees concerning procedurss and practices

intended to deter robkeries and burglaries? ... ... e e e e

CREDIT UMION PERSOMMEL

1. Are employees carefully selecied on the basis of interviews, delailed applications, and references?

Z. 1s each employee provided with his job description clearly setting forth his duties and responsibilities?

3. Are officials and employees who handle or have access fo funds and securities and who maintain records required to

tzke vacations af least annually? ... .. ... .. .. ... e e e e e e .. e e .
4. Are employees’ duties rotated from time to ¢ime wherever possible? ... ... .. ... .. ... e e ..
5. Arz emplovees irgined 1o perform each other's duties? ... .. .. P e e e R e e .

&. 1 the salary scale approved by the board of direciors and is approval recorded in the board’s minutes? . ...




i Progress of iheir div union? L. L L
c. Purposa snd imporfance of account verificalion by the supsrvisory committes? ... L. ... e

d. Duties of the officers, directors and commiffeamen? ... o i e i
e tmpaortant cheanges in pelicies, procedures and office HoUIS T L L i e e e .

and Statistical Reparts posied each month where they may be read by ihe members? ... ...

etfe Fi

Are camp
It passbooks are vsed are membars required 19 refain their own passbooks and present them when fransaciing business

with the credit union® Lo L e

If sistements of account are used, does the supervisory commiites investigaie incoming mail to the credit union shorily
afiar siatements have been distribuied? ... ..

1. Does the board of directors review surety bond and other insurance coverage to defermine adequacy o meet the needs
of ine credit union as well as, for surety bond coverage, to meet the minimum sfandards prescribed by the Rules and
Regulations of ithe Burezu of Federal Credit Unigns? ... ...

2. Does the supervisory comimitiee confirm fransaciions involving life savings and borrowers insurance claims, wiih the
insurance company snd the beneficiaries? .. ... ... .. .. e e e e e e e e e e e e e e e e

3. Are the manvals and instruciional marerials furnished by the Bursaw of Federal Credit Unions made sccessible to the
afficials Tor raference and sTUy L e e e e e e e e e

4. Are the annual and semiannuat audit reports of the supervisory commiites reviewed and discussed by the board of
direciors prompily affer compDIElion? L e e e e

5, Are the Supervisory Examinatfion Reports furnished by the Bureau of Federsl Credit Unions reviewed at & joint mzet-
ing of the officials? ... ... .. ... ... . . ... .. ... i e e e e e e e e e e e e e e e e e e e e e

4. 13 the action taken by the bosrd of directors on recommendations made by the supervisory commiftee and the Federal
credii union examiner recorded in the minutes? .. ... e e e e e e e e e e e e

vPrepared by Date: L
e, e




A

o S0 i A LA W A4

NAME OF ACCOUNT

PER BOOKS

ADJUSTMENTS

ADJUSTED BALANCE

DEBIT

CREDIT

DEBIT

CRED!T

DEBIT

CREDIT

Loans

Cash

Perty Cash

Change Fund

. S. Government Obligations

Savings and Loan Shares

Loans to Other Credit Unions

Burnirure, Fixtures and Equip.

Prepaid Insurance

Other Assets

Land and Building

Shares ot Dreposits in Other CU's

Federal Agency Securities

Commeon Trust Investments

Lozns Purchased from Liq. CU’s

Expense Control

Accounts Payable

Notes Pavable

Withholding Taxes Payable

Social Security Taxes Payable

Unemployment Comp, Taxes Payable

Shares of Nonmembets

Shares

Regular Reserve

Special Reserve for Delin. Loans

Reserve for Contingencies

Supplemental Reserve

Undivided Earpings

Gain or Loss

Interest on Loans

Income from Investments

Other Income

TOTAL

{

(See Section VI of the Supervisory Cemmittee Manual for information on completing this work paper.)

g

SRINTED
N ugA

g




APPENDIX 3 38

FCU 705 {Rev. 7-69)

Federai Credit Union

TRIAL BALANCES OF INDIVIDUAL SHARE AND LOAN LEDGERS

Prepared by:

A, CURRENT BALANCES

LOANS SHARES
1. Balances per General Ledger as of T
2. Totals per commiites's trial balances, ar adjusted totals if recenciliation
WWOS  MECESSAIY oo oo e e oLt ei et e e em e e e e e e
3. Differences, if any. {Analyze below) ...
B. ANALYSIS OF DIFFERENCES FOR THE PREVIOUS 3 MONTHS
[0 T< Y =T U [ ] { ) [
Loans
4. Balances per General Ledger . ..o
5. Totals per treasurer’s listings .. . e
6. DIerenCes oo e
Shares
7. Balances per General Ledger ...
8. Totals per treasurer's listings . ooooooommemor
Q. Differences ...

Describe below actions that have been taken by operating personnel to correct differences, if any, shown in Sections A and B.

{See Section VI of the Supsrvisory Committee Manual for information on completing this werk paper.)

=~ PRINTED N U.S.A. — BY CUNA EUFPLY cOBPERATIVE e reay



v. 7-69) APPENDIY & 39

e e e i teeeaae e Federal Credit Union
CASH COUNT
As of ... . . . it Frepared by: .....vvin ... .
Casr e Checks and Moeney Orders

NG, AMOUNT NO. AMOUNT IDENTIFICATICM AMOURNE
]
s
s
describe):
urrency, and cash ifems
and money crders
1 hand
Change funds
general cash receipts
I of Cash Received
ce last bank deposit Total

RECEIPT

TIFY that funds shown on the “Total on hand” line were counted by ....... e e .. for the supervi
my presence this ......... day of ....... e P - | (a.m., p.m.) and returnad to me intact. T

1t all undeposited funds of the credit union for which | am accountable,

{See Section VI of the Supervisory Committee Manual for information on completing this work paper.)




. 7-69)

Name of Bank

Section A

Federal Credit Union

BANK RECONCILEMENT

Prepared by: ... . ... e

Section B

K BALANCE PER BOOKS CF CREDIT

UNION

BANK BALANCE PER BANK STATEMENT

' BOOKS BALANCE PER BANK STATEMENT
(Date)
DEDUCTIONS:
>y bank but not yet
>oks of credit union OUTSTANDING CHECKS
Check No. Amount Check No. Amount
SUBTOTAL
| by bank but not yet
oks of .credit union
TOTAL QUTSTANDING CHECKS
SUBTOTAL
ADDITIONS

lterns added by credit union but not
yet entered on the bank’s records

DEPOSITS IN TRANSIT:
(Show dates of summary Cash Received
Vouchers)

UNDEPOSITED CASH ON HAND

TOTAL DEDUCTIONS

OTHER ADDITIONS

ADJUSTED TOTAL

ADJUSTED TOTAL




“U 707 {Rev. 7-69) APPENDIX 6 <& T R

L1

Federal Credit Union

LOAN EXCEPTIONS

As of Preparad by:
ACCOUNT NUMBER AND DéA:E iEZAEI ?\SBAo:- COMMENTS RRECiZ]-DLOW;:UHPECKED
Lot}

NAME OF BORROWER LOAN AUDIT DATE o iy
Explanation of Symbols CT—Certificate of Title M—Minutes

Al—Application for Loan FS—Financing - Statement N—Note

CC—Credit Committee HHG—Household Goeds SA—Security Agreement; Other
COL--Collateral INS—Insurance; Insurance Policy Lien Instrument
CM-~Chattel Mortgage LO—Loan Officer Sl—Secured Loan Limit
CO—Comaker, Cosigner LP—Loss Payable Clause UNS—Unsecured Loan Limit

ICam Ertimim Al o flem € it s e mis ™o " AR m o] L ImvEmrnad e o e latimer e vkl marmar )



APPENDIL 7 12

Federal Credit Union

CHARGED-OFF LOANS AND RECOVERIES
dFrom.. ... i, 19, .. TO e i ineean e 19.... Prepared bBy: .. .. i e e
Adty. or
Amount of Date | o Cgi':l" Collec- COMMENTS
YUNT NUMBER AND Board | llat- | Comvert.| , fon | (Use reverse side
ofe - Tar
AE OF BORROWER Origina! Charge- Recov- Charge- eral ed? Agen%y for additional
Loan OF aries oF * Yes/No Used? commenis.)
| Yes/MNo
l
j i
Other Charged-Off loans and . *Type of Collateral Code (Show principal type or types)
overies During Period (Totals)
0—Unsecured
1—New Automobiles and Trucks, Boats and Trailers
2—Used Automobiles and Trucks, Beats and Trailers
TOTALS (To FCU 715) 3—Household Furnishings and Appliances
4--Business Fixtures, Farm Mach. and Equip., Livestock
5—Real Property
6—Comakers
7--Shares
8—Other (Identify in “Remarks” section)
(See Section VI of the Supervisory Committee Manual for information on completing this werk paper.)




APPENDIX 8 L3
.................................. Federal Credit Union
GROSS TEST INTEREST ON LOANS AND INTEREST REFUNDS
TOM . v eee e 190 . Tow e 19.... Prepared by: .. ... . i i e
GROSS TEST INTEREST ON LOANS
dger Loan Balances | .__ 19 0. 19 19 19 1o
- 3 5 5 $ $ $
i
;1 S ‘
sla:
srest $ $ % $ $
le ..o,
rest
Collected ...... $ $ $ $ $ i
e $ $ $ $ $ i
e (%) % % % % %
of Individual
calculations
GROSS TEST INTEREST REFUNDE

Refund Period { %) | peried ( %) || Period { 9%) | Period { %) | Period ( %)

Ending 19 || Ending 19_ || Ending_._19_ || Ending_____1%9__ || Ending 19__
erest collected i
seriod $ $ $ $ $
m interest
>ayable $ $ $ $ $

fund

:;.;;ei(sit refun 5 s s N 5 |
ce (%) % % % % %
of individual
ons

(See Section VI of the Supervisory Committee Manual for information on completing this work paper.)




7D \ APPENDIX 9

................................. Federal Cradit Union
RESERVES AND UNDIVIDED FARNINGS

Asof .. i e Prepared by ... ... ... .. ... . . .. ...

Ll

REGULAR RESERVE

- audit . , 19

* of gross income, period ended

ADDITIONS

DEDUCTIONS

BALANCES

* of gross incoeme, period ended

*

¥ of gross income, period ended

*

of gross income, period ended

* as required by section 116 of the FCU Act

n bad loans (From FCU 7168) ... .. ...
ons (List scurce and dates)

I _— 19

12
narged-off (From FCU 716} ... .. it i e
tions {List source and datss)

19

19

19 , effective date of audit

UNDIVIDED EARNINGS

audit , 19

it earnings after above transfers to Regular Reserve for

ricd ended 19 e
ried ended L 19 L.
riod ended L19__ L.
riod ended 19

r from other reserve accounts {see reverse for breakdown of transfers)
ons {List source and dates)

.19

19

id 19 Rate U i
i 1¢ , Rate Y e
id 19 , Rate e
o 19 Rate O e

5 to other reserve accounts (see reverse for breakdown of transfers)
ons {List source and dates)

. 19

19

12 effective date of audit ~

V| of the Supervisory Committee Manual for information on completing this work paper. Complete the reverse sude of this

when the FCU has any additional reserves.




w5

FCU 713

SPECIAL RESERVE FOR DELINGUENT LOANS

alance as of last audit 19 e

dditions:

From Undivided Earnings for

period ended 19

period ended __ , 19

period ended _ i
period ended __
Other Additions (List source and dates)

ADDITIONS

DEDUCTIONS

T T

SUbtOtal L e e e e e e,

eductions:

To Undivided Earnings for

petiod ended N £
period ended L 19

period ended P L
period ended 19 ..

Other Deductions (List source and dates)

, effective date of audit

10

APPENDIX

Federal Credit Union

LIST OF MEMBERS' ACCOUNTS AND RECORD OF VERIFICATIONS

ACCOUNT
NUMBER

NAME

VERIFICATION DATE

CATE
ACCOUNT
CLOSED

DATE
ACCOUNT
OFENED

ACTION TA

ANALYSIS OF OTHER RESERVE ACCOUNTS

me of Account

ance as of last audit 19

ditions (List source and date)

ame of Account

alance as of fast audit

:dditions (List source and date)

Subtotal

‘eductions (List source and date)

Subtotal

alance , effective date of audit

ClUReLy COOPRRATIVE, AN <EEEn




L7

FCU 713
B B Federal Credit Union
LIST OF MEMBERS’ ACCOUNTS AND RECORD OF VERIFICATIONS
VERIFICATION DATE
ACCOUNT NAME o, o
ceounT ACCOUNT | ACCOUNT
CPENED CLOSED
ACTION TAKEN

ERINTED

=

TR

FCU 712 APPENDTL 11 1,8
............................. e .. _Federal Credit Union
Gentlemen:

acilitating our audit, it will be appreciated if you will verify the informaticn shown below. |F ANY OF

For the purpose of f
THE INFORMATION SHOWN 15 INCORRECT, PLEASE DRAW A LINE THROUGH IT AND ADD THE CORRECT INFORMATION
AS SHOWN BY YOUR RECORDS. An addressed envelope is enclosed for your reply.
Information authorized by— Very Truly yours,
T T T T T GHATRMAN, SUPERVISORY COMMITTEE T
Information for the period from ... S SO R USSR S
concerning all loans made during this period as well os loans outstanding on the latter date with the ... R
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, . Federal Credit Unien
INTEREST
DATE AMOUNT AMOUNT AMOUNT UNPAID TERMS OF INTEREST FAID OR
LOANED BORROWED REPAID BALANCE NOTE RATE RECEIVED

I

If any security has been pledged on above loans, please list such security on reverse.

Correct, except a@s indicated

VU E R P P IO
({SIGNATURE AND TITLE)
ol VE, R TP it
<5 T e o, ASSRATION. g ‘IE




APPENDIX 12

Faderal Credit Union

TREMDS

[Financial Condition and Service to Members)

Year ...
For the Period Ending
March 31 June 30 September 30 Decernber 31
ssets
mouni of Loans
- of Delinquent Loans
Delinquent Loans to Total Amount of Leans
o/o O/0 O/o J c/o
Requirement
eserves
Reserves to Shares
s % % %o
Reserves to Lodns
N %o %o % %
r of Loans
e Amount of Qutstanding Loans
- of Members
- of Members' Shares
- of Potential Members
Actual Members o Potenticl Members
% %o % %o
= Shares per Member
Loans to Shares
% % % L. S
>ayable
Expenses o Total Income—to Date
7 % %o % _ %
Expenses te Total Income—Same
Last Year % o o A

_[See suggestions on reverse for completing this Work Paper.)




48]
TRENDS {Financio! Condition and Service to Members) {FCU 708
THIS CONTINUING WORK PAPER 1S DESIGNED TO FACILITATE THE COMMITTE'S ANALYSIS OF CERTAIN SIGNEFIC.AN

IM OPERATIONS. (SEE THE SUPERVISORY COMMITTEE MANUAL) THE WGRK PAPER COVERS THE PERIODS ENDING ON:
CALENDAR QUARTERS. 5

CUMULATIVE FIGURES AND RATIOS ON THIS WORK PAPER SHOWN FOR EACH CALENDAR QUARTER-END SHOULD "BE ¢ M

PARED WITH THE FIGURES AND RATIOS IN THE MOST RECENT ANNUAL REPORT OF OPERATIONS ISSUED BY THE BUREAL 5]
FEDERAL CREDIT UNIONS, '

THIS WORK PAPER Will BE PREPARED AS OF THE £ND OF EACH CALENDAR QUARTER. NoéMALLY IT WILL BE PREPARES‘IAS“
OF THE QUARTERLY AUDITS.
The information on the form will be developed as follows:
1. tems 1, 2, 3,9, 11, 12, 13, and 17 from treasurer’s Financial and Statistical Reports,
2. Htem 4—divide amounrt of delinquent loans (item 3) by tetal amount of loans litem 2).

3. ltem 5—Compute in accorddance with instruction on page 86 of the Accounting Manua! for Federal Credit Unions. Base o

delinquency classification shewn on treasurer’s Financial und Statistical Report as of the quarter-end.

ltem 6——Includes all reserves {General Ledger Accounts 311, 315, 316, and 318] shown on treasurer's Financial and:§
istical Report.

i
5. ltem 7—Divide total reserves (item &) by members’ shares {item 132).
6. ltem 8—Divide total reserves (item &) by rotal amount of lodans [(item 2).

7. ltemn 10—Divide totel amount of loans {item 2) by number of loans [irem 9).

8. ltem 14—Divide number of members [item 11) by potential members [item 13).

9. ltem 15—Divide members' shares {item 12) by number of members (item 11).
10. ltem 16—Divide total amount of loans {item 2] by members’ shares {(item 12).
11

- ltem 18—Divide total expenses shown on treasurer's Financial and Stafistical Report for the guarter-end by"f'of_a n
ceme shown cn the some report. [Note: Hf books cre clesed semiannually, the committee sheuld combine information:on

appropriate financial and statistical reperts to arrive at total inceme and expense for perieds ending in the last hal
the year.) ks

12, ltem 19—Show percentage for carresponding quarter-end on previous year's work
and Service to Members}.

paper of Trends (Financial Co'r_{c:_:j:iﬂ

EF PRINTCO IN U S A &Y CUNA SUPPLY LODEERATIVE, AN

. sy Pdes.
) o Srate
1y
Ty
PERVISORY COMMIT APREHENSIVE ANNUAL AUDIT REPORY
SUPERVISORY COMMITIEE COM REHENSIVE ANNUAL AUDI
j ik e 1R
e wd beginning . 1% arcd ending .
i £ s FATIARRE]
; . it. The T rar foeriod Beginning” will be the day ol
— e - cion of the comorehensive anniual sucdit. The date for "pericg bDeginning J e " v
. report will be preparec upon conclusion of fhwe coy B arendstions

1 & ~ -1

. T wal audii. Separgte sneets <ovENing
ing the effective date of the previcus comprensnsive annus g P
ing the efie

e rmoert should
hed e atfached. 4 copy of this report should . feriial Filas
vid be aifac Py o supervisory cominittee in ifs confideniis! filss.
Ty M

4 _ L & 4 R e T Tt s teprather il =il
YE k& % T o boa i £ it igingt moainer with 8h
! T izhed jalan) ﬂ\f { he Doard oF CWaotorg; the origind:, 1O i

H ¥ NiE CITT H

i.-zf E"’:‘{.‘; L SCI0 oRang cfc?’ . B T I 2R IR RN S A
H i k] v s wowon e sor e s
Al he casn o v C.i! oee any guUEsna

WY eie a8 1l SUE aLiil L= § PR i) x; i“’v@;nn,,(na._—;ﬂz FE I T L “oe
ey \;h ‘C..Df:) £ ivJ 3 H e !U'R\%j L d

= a2 L £, L= S H £ 9%35(* [lelsiats ) h@&-‘a’k T T T T
Wan ?}’ia cash account reconoliet 23CH Mo W1 A ] JLSC-R ud 34 [
o R+ jo ' e i & . A T T
K d ing L'.\‘;/ ki
H o e 2 DOsSe g Laf k W H 243} G E]
Qses o & d 1= 153 THO palg=Et bﬁ i &
v a5 i 5 b o de

ed daily?
a z and summarized daily?
Have cash received vouchars been prepated properly and

- l . vy
= 9 £ 3 = = & 1 2 d [ 3=1811 s appea 0 f DroR ]
ks X od signec P QOErY nc C! d ai Orseme g e 1] ooey
Wars atl ca C"‘iE(il [ that werg axamineg o

F: d o S-h 3 o QCQ s 4 5 ;| -
ere A nursErnEnt W a ™ g ac 1] L} h ag iy, F Sccouniing I 13

¥ Erarn e T cd I aciion lane SR L h Bro du e8Crl d ¢ ] HNs |
Wy | 5 BITWRNTS a7 WEre «© i & COTC 2 & O Tes o Cr ) L8] = meeenmm i

tor Federal Credit Unions?

% & [ & Gk = I LA TR
] EESTS T e o ib]'lﬁ tne [=1] fule] an < i f

kil 11 T nks wiih wad < i a5

sre o ] 1 accou !

MERAL LEDGER AND INTIVIDUAL SHARE AKD LOAN LEDGERS

i §f thi T P s S
Was the General Ledger in balance a3 of the effective date of this audi ‘
Shares Loans
Baiznces in General Ledger as of the affective ; .
date of This audil. cu vt iwe s
Totals of commitiea's trial balance tapes{after ; .
adjustmeant i reconciliation was Necessaryl ... .. ..
ATV e e 3 3
Ditferences (if any) ... oo
| -} S R I J—
if diffarences exist, how iong have the tedgars been out-of-balance
Wihat is being done %o locate and correct the differences?
{Use additional page fo complete explanation it needed)
‘ ivid i epared each month? ... .o E—
by irial balance fapes or listings of the Individual Share and Loan Ledgers piepaf
Are monihiy EYats 5

; i . e K AP
T Lodcers posted through the last mentn end? .
S e e THhVIGUS, T o




d i accordence with ithe FOU Aot the bylaws, and ihe

1
=
o
)
o
-
w

we expenses been properly authorized by the board o
[l i !

& expenses supporied by sppropriate vouchers or inveices?

ITUEE, FIXNTURES SND EQUIPMERT; DTHER ASSETS AND LIABILITIES

sre acquisitions and disposaly authorizad by the board of direciors and proparly refls

the rete of depreciation sutherized by the board of directors ressonable? ... il

instrucilons in

sre 2l othsr asset and liability accounts maintained in accordance with

deral Credit Unions? ... ... .. . ..., e e e e e a e

Y BOND AND OTHER NSURANCE COVERAGE

yes the blanket surety hond comply with the minfmum schedule in Section 301.20 of Rules and Regulations? ....... N

ves the board of directors review the amouni of surety bond coverage in sffect st least semiannueslly to defsrmine

equacy? ... ... e e e e e
e ell insurable hazards adequately covarsd by insurance? .. ..

e premiums paid currently on all insurance coverage® .. ... ...

ALL OPERATIONS

2¢ correciion been made of all sxceptions disclosed by the:

Frevious supervisory commitiee audits? ... ... 0. .
AMosi racent annual survey of infernal confrols? .. ... ...
Most recent Supervisary Examination Report? ......... e e n e e s enaaes e e

ve accurate Financial and Statistical Reports been prepared each monih and were they displayed in accordance with ‘

ovisions of the bylaws? . ... i B I e e e e ——
sve the board and the credit committee held meetings at least monthly? .. ..o 000 v e |

| |
‘e adequate minutgs maintained of meetings of the members, the board of diretiors, the executive commiitee, and the ‘|
adit committes? .. ...... ... ... .. e e e e e e e et ea e _ﬁ*“'
rs adequate measures taken fo minimize exposure to robbery and burglary? ... .ol e e !i

SCATION OF MEMBERY ACTOUNTS

sve gl of the members” accounis been verified within the past fwo years? ..., e e

eciion 16 of the FCU Act requires that all passbooks and sccounts of members ke verified with the treasurer's records at H

asi once each two vears. Meore frequent wverification is recommended.)




~rifving members’ accounts were iha follewing general werificalion contrals,

sal, followed?

srprise confeci and physical conirel of R I

reasurer or oiher operating personnel not used in verificaiion program? ... .. e e s e s s o

.eneral notice of verification given o T S
“onfidential record of members' accounts mainfained By committaa? ... e FE R,
tisl balance of members’ ledgers by committes or its auditing assistants® ... . e e e e

Direct communicalion between the commities snd the MEMBErS? L. ... e e T

hecord of members’ accounts verified mainieined by COMFITEET o v o v en e cvmm s o

L]

ceritfy that this report is based on information obizined from the credit union’s records and through divedt obser-
fam by us or by asudilors acting under our supervision and ihat, fo ihe best of our knowledge and belief, the state
nts confained herein are corredh We further certify thet adequate work papers hava been preparad and retalnsd

alt audit procedures related fo shis comprehensive annual audit oo

{This section fo be completed by the auditing firm or individual if (Fuditing Firm)
the sudit was not performed by the supervisory commities, The
signature should be that of the persen in charge of the audit or of the

parson who accepts appropriaie responsibility for his firm.} By: o

{Date}

e BOARD OF DIRFCTORS

1 this aupdit was performed by an outside sccouniant or firm, the name and signature dre shown ahove. in addition to subsarib-

ing to the sbove rartification we, the supsrvisory commities mermbers, further ceriify that whether we performed this sudit or

3

caused it to he mads, we discharged our responsibilifies in sl areas of the audi

iDate) Signad: {Chairman} |}

_ {#ember} “

{This secilon must be signed by ai least & mojorily of
i

he members of the supervisery cormmities.) —_— - ermbert |

i e
C= S AT




BIBLIQGRAFHY

Baughn W.H. and Walker C,.E., The Bankers Handbook, Homewood, I1l.,
Dow Jones-Irwin, Inc., 1966.

Bogen, Jules I, Financial Handbook, New York, The Ronald Press Company
1965,

Bureau of Federal Credit Unions, Data Processing Guidelines For
Faderal Credit Uniong, Washington, D.C., Scoclal Security Admini-
stration, 1969.

National Credit Unlon Administration, Accounting Manual For Federal
Credit Unions, Washington, D.C., National Credit Union Admini-
stration, 1972.

National Credit Union Administration, Credit Union Yearbook 1962,
Washington, D.C., National Credit Union Administration, 1962.

National Credit Union Administration, Federal Credit Union Bylaws,
Washington, D.C., Naticnzl Credit Unicon Administration,l370.

National Credit Union Administration, Supervisory Committee Manual
For Federal Credit Unions, Washington, D.C., National Credit Unilon
Administration, 1972.

Van Horne, James C., Financial Management and Policy, 2nd Ed., Englewood
Cliffs, New Jersey, Prentice-Hzll Inc., 1%971.

55




g 8 85 Al
PROPERTY OF THE EJ: r;u, X
D Alr Foree Instituie of lachng
| Yibrary

Minot Alr Force Base Brana)

334 ;
H864 |
Howland - Credit union internal audit

334 |
‘H864 ‘c

mgredit’gnion internal audit




PROPERTY OF THE U. 5

Al Foree Institute of Technology

Wiipot Alr Force Base Pranch

334
H864

Library

i
fﬁ}"“
Friin

Howiand - Credit union internal audit%

334
‘H864

|

i




	The Role of an Internal Audit in Credit Union Financial Decision Making
	Recommended Citation

	20221128141014175
	20221128141531506
	20221128141924878

