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Charter #: Prepared By:

#4 -FIDUCIARY EARNINGS (Risk Focused)

Fiduciary earnings encompasses an evaluation of the institutions operating results and earnings trends, and
the probable effect thereon of the volume and character of present and anticipated future business. Profit
and cost accountability, and the institution’s understanding of it, are of considerable importance and will
directly or indirectly affect the long-term viability of the institution. Each institution has its own unique mix
of accounts and circumstances to be analyzed and monitored for profitability. In conducting any analysis of
this area, examiners should recognize that conclusions will be effected by such factors as management’s
attitude toward the trust function, the limited abilities of smaller institutions, policies on allocation of credits
for deposit balances, and the current lack of uniform accounting or profit measurement standards.

INSTRUCTIONS

All examiners performing these procedures must be listed above in the “Prepared By” section. Completion
of this procedure must be done electronically. All of the CORE ANALYSIS PHASE should be completed.
Comments and findings for each step should be made in the comment box below each question. Reference
to work paper documentation should also be included here. Documentation is to be sufficient to allow an
audit trail of the examiner’s thought process and all significant findings.

Based on any significant/critical findings in the CORE ANALYSIS PHASE or as directed by the EIC, the
applicable SUPPLEMENTAL ASSESSMENT PHASE (SAP) should also be performed. All findings in
the SAP should be summarized in the corresponding CORE ANALYSIS comment section. Indicate if the
SAP is performed, in the comment section.

The EIC/AEIC should review this procedure when complete. Acknowledgement that this procedure has
been reviewed by the EIC/AEIC will be indicated on the SCOPE FORM.

EXAMINERS ARE RESPONSIBLE FOR EXERCISING SOUND JUDGMENT AND UTILIZING REASONABLE
INVESTIGATIVE AND ANALYTICAL SKILLS TO ARRIVE AT AN ACCURATE ASSESSMENT OF THE RISK PROFILE
OF THIS SEGMENT OF THE INSTITUTION’S OPERATIONS. PERFORMING ALTERNATE PROCEDURES NOT
LISTED WITH THESE GUIDELINES MAY BE NECESSARY TO COMPLETE THIS RISK ANALYSIS.
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CORE ANALYSIS PHASE

#4 FIDUCIARY EARNINGS

1. Prior Criticisms

1. Determine whether deficiencies noted in the last examination and most recent internal/external audit
have been addressed and/or corrected by management. Detail how deficiencies were corrected. Include a
copy of audit exceptions and/or prior examination criticisms and management response in work papers
or indicate the page number in the prior report of examination where the deficiencies are noted, or
summarize exceptions/criticisms below, if applicable.

Comment:

2. Earnings Volume and Trends -(For Bank TrustDdepartments only)

2a. Determine if this is an institution where trust services are offered as a service to the community and
where profit is not the primary motivation. If so, complete the SAP and do not complete remaining
questions for this section.

Comment: Performed SAP?

2b. Determine if the trust department is profitable. Review current and prior year earnings to determine if
profits are going up or down. Discuss earnings trends.

Comment:

2c. What effect have losses and charge-offs and any settlements, waivers, or similar actions had on
earnings?

Comment:

2d. In reviewing the institution’s profitability, determine if management’s analysis of earnings and
expenses appear reasonable in relation to the institution’s size and earnings level. Refer to Appendix for
additional guidance.

Comment:

2e. Determine if direct expenses are reasonable in terms of the size and character of the institution’s
business and in relation to other similar institutions.

Comment:

2f. Determine if indirect expenses are allocated by a reasonable method or, if not allocated, does the lack
of such allocation seem justified (given the institution’s size and earnings level)?

Comment:

2g. Determine if there are any unusual entries in the income and expense accounts. Refer to Appendix
for additional guidance.
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#4 FIDUCIARY EARNINGS

Comment:

2h. Determine if the budget process is satisfactory. Refer to Appendix for additional guidance.

Comment:

3. Marketing and Prospects

3a. Evaluate the reasonableness of the marketing plan regarding goals, strategies for goal attainment,
identification of products and target customer groups, and procedures for periodic progress reports.

Comment:

3b. What are the extent and estimated effects of competition and other important market factors on
earnings?

Comment:

3c. What, if any, are the institution’s prospects for future business or new product lines?

Comment:

3d. Determine if management information systems are adequate to determine the impact on profitability
from new business acquired and accounts closed or terminated?

Comment:

4. Trust Fees

4a. Determine if the institution has a published fee schedule or other formal policy or procedure for the
pricing of its fiduciary services that is reasonable in relation to the services provided.

Comment:

4b. Determine if deviations from the fee schedule or other formal policy is allowed. If Yes, complete the
SAP.

Comment: Performed SAP?

4c. Is there an independent review or audit of fees or commissions to determine that they are appropriate,
authorized, and properly documented? If yes, describe. Refer to Appendix for additional guidance.

Comment:

4d. How often are fee schedules reviewed by management for possible revision?

Comment:

4e. Determine if there is an adequate separation of duties in regard to the computation of fees and other
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income/expense items.

Comment:

5. Determine if there are any fees paid to an affiliate, subsidiary, servicing company, or other agent.
Refer to Appendix for additional guidance.

Comment:

6. Complete the Summary of Findings.
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SUMMARY OF FINDINGS

#4 - FIDUCIARY EARNINGS
Describe all strengths evident from the evaluation.

Describe all weaknesses evident from the evaluation, including violations of law/regulation/rules;
noncompliance with Departmental policies/guidelines; internal policy deficiencies/ noncompliance;
internal control weaknesses; MIS problems; and deficiencies in management supervision.

Report Worthy:

Not Report Worthy:

Determine why weaknesses exist and comment on management’s response and plan of action.
Identify bank personnel making the response.

SUMMARY RISK RATING ASSIGNED:

Risk Rating Definitions
1-Strong; 2-Satisfactory; 3-Less than satisfactory; 4- Deficient; 5-Critically deficient; NR-Not Rated

Provide copy of this page to EIC/AEIC. Receipt and review of this form by the EIC/AEIC will be evidenced by his/her initials in
the appropriate column for this procedure on the SCOPE FORM.

Return to Core Analysis
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SUPPLEMENTAL ASSESSMENT PHASE

If the SAP is performed, indicate this in the comment section. All findings in the SAP should be
summarized in the corresponding CORE ANALYSIS comment section.

SAP

Trust Services Offered as Service to Community (Q2a).

Alternate Earnings Rating

Standard No. 1 -

Does the institution have reasonable methods for measuring income and expense commensurate with the
volume and nature of the fiduciary services offered?

Comment:

Standard No. 2 —
Is the level of profitability reported to the board of directors, or a committee thereof, at least annually?
Comment:

Standard No. 3 -

Does the board of directors periodically determine that the continued offering of fiduciary services provides
an essential service to the institution's customers or to the local community?

Comment:

Standard No. 4 -

Does the board of directors, or a committee thereof, review the justification for the institution to continue to
offer fiduciary services even if the institution does not earn sufficient income to cover the expenses of
providing those services?

Comment:

Alternate ratings are assigned based on the level of implementation by the board of directors and
management of the four minimum standards listed above.

Rating No. 1 - may be assigned where an institution has implemented all four minimum standards. If
fiduciary earnings are lacking, management views this as a cost of doing business as a full service institution
and believes that the negative effects of not offering fiduciary services are more significant than the expense
of administrating those services.

Rating No.2 - may be assigned where an institution has implemented, at a minimum, at least three of
the four standards. This rating may be assigned if the institution is not generating positive earnings or where
formal earnings information may not be available.

Rating No. 3 - may be assigned if the institution has implemented at least two of the four standards. While
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SAP

management may have attempted to identify and quantify other revenue to be earned by offering fiduciary
services, it has decided that these services should be offered as a service to customers, even if they cannot be
operated profitably.

Rating No. 4 - may be assigned if the institution has implemented only one of the four standards.
Management has undertaken little or no effort to identify or quantify the collateral advantages, if any, to the
Rating institution from offering fiduciary services.

Rating No. 5 - may be assigned if the institution has implemented none of the standards.

Return to Core Analysis

Deviating From Policy (Q4b)

Determine the following:
1. What is the procedure for deviating (e.g. reduced or waived fees) from the fee schedule?
Are deviations from the schedule or policy approved by appropriate personnel?
Are deviations from the schedule or policy documented?

2
3
4. Does the Board or a committee thereof, periodically review all fee deviations?
5. Are deviations from the schedule or policy the exception or common practice?
6

If common practice, do the deviations appear reasonable and in compliance with policy and/or
marketing strategies?

Return to Core Analysis
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APPENDIX

Management’s Analysis of Earnings and Expense

In reviewing the institution’s profitability, determine if management’s analysis of earnings and expenses
appear reasonable in relation to the institution’s size and earnings level. Consider the following:

Does the Board or an appropriate committee thereof review trust profitability at least annually?

Does such review provide an adequate basis for the analysis of profitability?

Does the review include operating results?

Is compliance with or deviations from the budget reviewed?

o M L0 DpoE

Are direct or indirect salaries and expenses included in the analysis?

Return to Core Analysis -Q2d

Entries in Income and Expense Account

Determine if there are any unusual entries in the income and expense accounts. Consider the following:
1. Are there any significant deviations from normal amounts?
2. Are there any entries from or to an unusual source?
3. Are there multiple or confusing entries?
4. Are there any entries labeled “other income” or “other expense” that do not seem reasonable?
5. How do these entries affect earnings?

Return to Core Analysis -Q2g

Budget Process

Determine if the budget process is satisfactory. Consider the following:
1. Is the budget approved by the Board or a Board appointed committee?
2. Does the Board and/or management periodically review budget variances?

3. Are there any significant variances between the budget and actual earnings for the current year? For the
prior year? If so, are these variances the result of deficiencies in the planning process or external
factors?

4. Is the budget based solely on historical information?
5. Are the budget assumptions reasonable?
6. Are the budget assumptions in writing?
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7.

Does management allow amendments to budget throughout the year? If so, what factors would prompt
an amendment and what is the amendment procedure?

Return to Core Analysis -Q2h

Trust Fees

Is there an independent review or audit of fees or commissions to determine that they are appropriate,
authorized, and properly documented? Consider the following:

1.

2
3.
4

Does the review include verification that all accounts or charged or billed?
Are fees collected traced to the institution’s general ledger on a sample basis?
Are authorizations for nonstandard or waived fees verified?

Is the accuracy of fee income accrual confirmed?

Return to Core Analysis —Q4c

Fees Paid to Affiliates

Determine if there are any fees paid to an affiliate, subsidiary, servicing company, or other agent.
Consider the following:

1.

2
3.
4

Avre fees paid reasonable in relation to the services being provided?

Does the Board periodically review the quality of services received in relation to the fees paid?
How often are fee schedules reviewed by management for possible revision?

Are services provided governed under a written service agreement?

Return to Core Analysis —Q5
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