Appendix E: Account Management and Loss Allowance Checklist
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Applicability: This checklist can be used to evaluate account management and loan-loss reserve practices for banks that offer open-end credit products (credit cards, HELOCs, check credit, etc.). Most of the line items pertain to credit card programs, but the concepts apply to all open-end credit, and can be used to evaluate general risk management practices. Examiners should consult applicable regulations, as appropriate, particularly those relating to closed-end loans.[footnoteRef:1] [1:  For example, in connection with reviews of workout and forbearance, consider 12 CFR 1024.38 through 12 CFR 1024.41. In the context of closed-end loans, there are underwriting and ability-to-repay provisions that affect the ability to offer negative amortization loans. For example, refer to 12 CFR 1026.32, 1026.34, and 1026.43.] 
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Note: Negative responses may indicate a higher level of risk that warrant stronger risk management practices. In such cases, further review may be necessary to determine appropriate practices to mitigate the risks.

	Account Management and Loss Allowance Checklist

	
	Yes/no
	Doc. ref.
	Comments

	Credit line management
1. Does bank management test, analyze, and document line-assignment and line-increase criteria before broad implementation?

2. Does the bank offer customers multiple credit lines, such as bank card plus store-specific private-label cards and affinity relationship cards? If so, do the bank’s MIS aggregate related exposures and does management analyze performance before offering additional credit lines?

Note: Support for credit line management should include documentation and analysis of decision factors such as repayment history, risk scores, behavior scores, or other relevant criteria.
	
	
	

	Over-limit practices
1. Are policies and controls in place regarding over-limit authorizations?

2. Are fees or charges associated with an over-limit transaction assessed only after a borrower’s consent or opt-in?

3. Does bank management take appropriate actions to facilitate the timely repayment of the over-limit amounts (e.g., reduce or eliminate fees, raise the minimum payment, initiate workout programs)?
4. Do MIS enable management to identify, measure, monitor, and control the unique risks associated with over-limit accounts? MIS should include the following:
· Over-limit volume, segmented by severity.
· Credit performance.
· Duration of over-limit.
	
	
	

	Minimum payment and negative amortization
1. Do minimum payment requirements ensure that the principal balance will be amortized over a reasonable period of time, consistent with the risk profile of the borrower?

2. Do minimum payment requirements cover finance charges and recurring fees assessed during the billing cycle?

Note: Liberal repayment programs can result in negative amortization (where outstanding balances continue to build). Prolonged negative amortization, inappropriate fees, and other practices can inordinately compound or protract consumer debt, mask portfolio performance and quality, and raise safety and soundness concerns. These practices should be criticized.
	
	
	

	Workout and forbearance practices
Note: An open-end credit card account is a workout when its credit is no longer available and its balance owed is placed on a fixed (dollar or percentage) repayment schedule in accordance with modified, concessionary terms and conditions. Temporary hardship programs are not considered workout programs unless the program exceeds 12 months, including renewals.

Repayment period
1. Do all workout programs provide for repayment terms that have borrowers repay their existing debt within 60 months?

2. What exceptions are allowed to the 60-month time frame? Are such exceptions clearly documented and supported by compelling evidence that less conservative terms and conditions are warranted?

Settlements
3. For credit card accounts subject to settlement arrangements, are controls in place for setting the amount (dollar or percentage) to be forgiven and the requirement for the borrower to pay the remaining balance in either a lump-sum payment or in a period not to exceed three months?
4. Is the amount of debt forgiven in a settlement arrangement classified as loss and charged off immediately? If this is not done, does the bank treat such amounts forgiven in settlement arrangements as specific allowances?

Note: The creation of a specific allowance is reported as a charge-off in Schedule RI-B of the call report.

5. Upon receipt of the final settlement payment, are any deficiency balances charged off within 30 days?
	
	
	

	Income recognition and loss allowance practices

Accrued interest and fees
1. When determining appropriate loss allowances, does the bank evaluate the collectability of accrued interest and fees on credit card accounts?

2. If the bank does not place credit card accounts on nonaccrual, does it alternatively provide loss allowances for uncollectable fees and finance charges?

3. For banks that securitize credit card receivables, does management ensure that the owned portion of accrued interest and fees, including related estimated losses, is accounted for separately from the retained interest in accrued interest and fees from securitized accounts?

Loan-loss allowances
4. Does bank management consider the loss inherent in both delinquent and non-delinquent loans?

Allowances for over-limit accounts
5. Does the bank’s allowance method address the additional risk associated with chronic over-limit accounts?

Note: To be able to identify these incremental losses, it is necessary for the bank to be able to track the payment requirements and performance on over-limit accounts.
	
	
	

	Allowances for workout programs
6. Are accounts in workout programs segregated for performance measurement, impairment analysis, and monitoring purposes? (Multiple workout programs having different performance characteristics should be tracked separately.)

7. Is the allowance allocation on workout programs at least equal to the estimated loss in each program based on historical experience as adjusted for current conditions and trends?

Note: Adjustments should take into account changes in economic conditions, volume and mix, terms and conditions of each program, and collections.
	
	
	

	Recovery practices
1. Does the bank ensure that the total amount credited to the ALLL as recoveries on a loan is limited to the amount previously charged off against the ALLL on that loan?
	
	
	

	Policy exceptions
1. Does the bank allow any exceptions to the FFIEC Uniform Retail Credit Classification and Account Management Policy?

If so, what types of exceptions are allowed?

2. For exceptions granted, do the bank’s policies and procedures identify the types of exceptions allowed and the circumstances for permitting them?

3. Is the performance of accounts granted exceptions to this policy tracked and monitored?
	
	
	




