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STATE OF NEW YORK
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 A.E. SMITH STATE OFFICE BUILDING
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July 21, 1999

Ms. Elizabeth McCaul
Acting Superintendent
New York State Banking Department
Two Rector Street
New York, NY  10006

Re:  Report 99-F-26

Dear Ms. McCaul:

Pursuant to the State Comptroller’s authority as set forth in Article V, Section 1 of the
State Constitution and Article II, Section 8 of the State Finance Law, we have reviewed the
actions taken by officials of the New York State Banking Department (Banking), as of June 21,
1999, to implement the recommendations contained in our audit report, Issues in the Credit
Examination Process (Report 96-S-33).  Our report, which was issued on September 26, 1997,
examined the process used by Banking's Examination Division (Division) to conduct on-site
examinations of banking and other licensed/registered financial organizations.

Background

Banking is responsible for supervising and regulating New York State chartered banking
organizations, including commercial banks, trust companies, savings banks, savings and loan
associations, credit unions, and other licensed/registered institutions.  To this end, the Division
conducts field examinations of banking organizations and other financial organizations such as
foreign banks.  The Division may independently verify the bank’s assets and liabilities (a
full-scope examination) or rely on unaudited data from the bank’s managers (credit examinations -
a limited-scope examination).  The Division does independent examinations, joint examinations
with the Federal Reserve Bank of New York (FRBNY), and alternate-year joint examinations with
both the FRBNY and the Federal Deposit Insurance Corporation (FDIC).

Summary Conclusions

Our prior audit found that improvements were needed in the Division's examination
process.  For example, some of the banks requiring annual examinations may not have been
examined annually, and the examinations themselves could have been better documented by
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Division staff.  We recommended a number of improvements in the procedures used by the
Division to examine banks' financial records.

In our follow-up review, we found that Banking officials have taken steps to strengthen
controls over the credit examination process, including ensuring the quality of the examinations
conducted.

Summary of Status of Prior Audit Recommendations

Of the six prior audit recommendations, Banking officials have implemented five
recommendations, and have partially implemented one recommendation.

Follow-up Observations

Recommendation 1

Take corrective actions to ensure that the conclusions cited in examination reports are accurate
and adequately supported in the workpapers.

Status - Implemented

Agency Action - The Division created a supervisory review group of senior examiners.  The group
is responsible for reviewing the workpapers to ensure they are prepared according to
established guidelines and that conclusions cited in reports are supported by the
workpapers.  Upon completion of this review, an evaluation report is prepared.  In the
evaluation report, the reviewers indicate the general condition of the workpapers and the
examination report and whether the review identified any significant issues or material
errors.

Recommendation 2

Ensure that the examiners are trained on how to prepare their workpapers in accordance with
Banking’s policies and procedures.

Status - Implemented

Agency Action - Training in workpaper procedures and preparation is provided as part of
Banking’s core curriculum for its examiners.  Recently hired examiners were scheduled
to attend the workpaper procedures and preparation training in May 1999.  In addition, as
noted above, the Division has created a supervisory review group responsible for
reviewing workpapers to ensure they are prepared in accordance with the Division’s
guidelines.
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Recommendation 3

Develop a formal mechanism, such as an internal quality assurance review, to ensure that all
credit examinations are reliable.

Status - Partially Implemented

Agency Action - The Division is in the process of establishing an internal quality assurance review
unit.  However, as of June 21, 1999, the unit was not yet fully operational.

Recommendation 4

Reassess the process for the type of examination done to identify how it can be changed in order
to increase the number of full-scope examinations.

Status - Implemented

Agency Action - The Division has reassessed how it conducts examinations.  Officials believe that
the performance of more "full-scope examinations," as defined by our prior audit, would
be counterproductive, and they are moving to more "risk-focused" examinations.  Under
this approach, Division examiners are concentrating their efforts on those areas that are
identified as high risk.

Recommendation 5

Establish an accurate and reliable inventory system to track banking organizations requiring
examinations.

Status - Implemented

Agency Action - The Division has established an inventory system to track banking organizations
subject to examination.

Recommendation 6

Create a master list of all banking institutions subject to examinations and document all
adjustments made.

Status - Implemented

Agency Action - The Division has created a master list of all banking institutions subject to
examination.  The master list is a product of the previously discussed Division inventory
system used to track banking institutions required to be examined.  The master list includes
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such information as the names of institutions subject to the examination, the planned and
actual examination start/end dates, the agencies responsible for the examination (i.e., the
Division solely or joint with FRBNY or FDIC), and examination frequency (i.e., if it is
to be conducted other than on an annual basis).

Major contributors to this report were Santo Rendon and Sheila Jones.

We would appreciate your response to this report within 30 days, indicating any actions
planned or taken to address any unresolved matters discussed in this report.  We also thank the
management and staff of the New York State Banking Department for the courtesies and
cooperation extended to our staff during this review.

Very truly yours,

Frank J. Houston
Audit Director

cc: Charles Conaway
Gideon Weingarten


