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Introduction 

Asset review is a cornerstone of determining an institution’s safety and soundness and forms the basis of many conclu-

sions drawn during an examination.  Perhaps more than any other component, an institution’s asset quality affects 

nearly all other markers of that institution’s performance, both in the long term and short term.  Determining an insti-

tution’s asset quality begins with the development of a reasonable and thoughtful scope for loan review.  In 2016, the 

FDIC, in cooperation with the state banking departments and Federal Reserve released ETS.  This job aid was created to 

encourage state banking department examiners to make the most of ETS when developing a loan review scope and to 

consider factors which, historically, may not have been considered or possible to consider given the previous soft-

ware’s limitations.  Further, this document discourages examiners’ sole reliance on traditional scoping criteria such as 

past due status, size, internally-identified weaknesses, or other similar traditional risk factors.  Instead, it encourages 

the development of a more surgical and creative scope by considering factors specific to the institution in question. 

Appropriate uses 

This job aid was developed by state examiners to be used by state examiners.  It is not meant to replace or circumvent 

any processes required by a state banking department.  Its sole purpose is to improve the loan scoping process by 

providing a set of considerations and action steps to assist the examiner in forming a comprehensive and thoughtful 

loan review scope by taking advantage of the enhanced scoping power of ETS.  The information within this document 

should be used at the discretion of each examiner after considering facts and circumstances relevant to the examina-

tion. 

By using these tools, examiners may be able to create a more thoughtful loan scope that is less focused on meeting a 

pre-determined penetration ratio and more focused on finding risk.  Rather than waiting for problems to emerge to 

build a scope, the considerations in this job aid aim to help examiners uncover risk sooner.  Not only will this lead to a 

more effective examination, but also a more valuable loan review experience from the institution’s perspective. 

Tailoring the Loan Scope to Your Institution 

Frequently, the standard approach to developing a loan scope involves focusing on the following criteria or some deri-

vation thereof: 

 Past due loans greater than $xxx.xx and xx days 
 Nonaccrual loans greater than $xxx.xx and xx days 
 Internal watch list loans greater than $xxx.xx 
 Previously-classified loans greater than $xxx.xx 
 Loans exceeding $xxx.xx 

 

What frequently happens in this scenario is that examiners spend a majority of their time working loans with known 



problems that have likely been worked many times in past exams.  While this approach may generate an acceptable 

penetration ratio, it may not allow examiners to find risk in other areas of the portfolio. 

For example, what if a bank is exhibiting rapid growth in a particular branch, loan type, or by loan officer?  Would it not 

be wise to sample those loans before they become problems?  In the past, creating such a sample would involve signifi-

cant of manual effort inside and outside of legacy ALERT.  Examiners had tools such as the LPAT reports and the query 

function, but these tools only generated reports.  Examiners then had to take those reports and manually identify loans 

to include in any specialized sample.  With ETS, many of these tools are now fully integrated into the Grid Tools tab: 

 

LPAT and other queries.  ETS allows an examiner to generate a LPAT query, standard query, or custom query and 
view the results in the loan scoping tab.  From the Grid Tools tab, the examiner can select the icon labeled Que-
ries, the examiner has complete flexibility to add all loans or selected loans to the loan scope.  Printing out 
the report and manually tagging individual loans for scope inclusion is no longer required.  What was once a 
multi-step process, is now much more straightforward. 

 

Generate Sample.  In the Grid Tools tab, there is a feature labeled Generate Sample.  This feature allows an ex-
aminer to randomly choose loans from those in the current grid.  The examiner can choose (a) number of as-
sets, (b) percentage of assets, or (c) percentage of the adjusted scoping balance.  Further, the generate sample 
process can be applied directly to any existing playlist, allowing for quick, but precise, samples. 

 

Top x% by Loan Type.  This feature was built into the Scoping Criteria function in Legacy ALERT.  In ETS, it has 
been moved to the Queries icon under the Grid Tools tab.  The examiner can access it by selecting: Queries –
Run Query—Other Built-in Queries – Top x% by Loan Type.  This query, like all queries, can be run against any 
existing playlist. 

 

Search options:   
 To find a particular data element (e.g. borrower name, note number, etc.), examiners can type in rele-

vant data column in the first row of the data grid.   
 Examiners can also use the built-in filtering capability by hovering on the right-side of any data column 

and clicking on the pull-down arrow.   
 By clicking directly on the column heading, examiners can sort the entire grid by any column in an as-

cending or descending order. 
 

Group by: 
Any column in the data grid can be dragged up to the dark blue grouping bar.  This will group all loans in 
the data grid by that column’s record.  For example, by dragging the Type column name up to the grouping 
bar, the system will group loans by their loan type and provide a count of loans and total outstanding bal-
ance for each group. 

 

The scenarios below are intended to illustrate the concepts needed to develop a targeted scope.  Once the process is 

understood, the process within ETS becomes very straightforward.  The scenarios below show potential steps to take in 

ETS  to locate and scope loans relative to the preceding criteria.  

 



Concerns with a particular loan type 

 Certain loan types are exhibiting high growth rates on the most-recent UBPR. 

 New or unusual lending products are found during a review of loan committee minutes or during discussions with 

management. 

 Given the market area in which the bank operates, the examiner perceives risk in a certain loan type(s). 

Note:  if a column is hidden on the LN-Scoping tab, clicking “Active Loans” will make all columns on the LN-Scoping tab 
reappear.  



Concerns with individual loans or relationships 

 You notice the borrowers on this exam’s watchlist are significantly different than previous watchlists. 

 A review of the bank’s board of director or loan committee minutes reveals frequent mentions of a particular bor-

rower or relationship. 

 Loans that were subjected to an impairment analysis, but were deemed not impaired. 

 Loan administration weaknesses and/or a high level of technical exceptions cited on certain loans during past ex-

aminations. 

 Loans that are under consideration for an upgrade.  These may be identified through a discussion with manage-

ment or a review of the loan committee minutes.  

Concerns with a particular collateral type 

 You are aware that, given the institution’s operating market(s), certain types of collateral are common and the 



Concerns with the volume of participation and/or out-of-territory loans 

 You would like to identify the volume of participation loans and/or loans made outside the bank’s market area. 



You would like to determine whether any loans are chronically past due but reported as cur-

rent in the data. 

 Loans that are frequently past due but reported as current may have been manipulated to avoid detection or re-

porting. 

 A high number of such loans may indicate inappropriate use of extensions and/or inaccurate reporting of past due 

loans. 

Concerns or risk factors relative to the originating officer have been identified 

 A particular loan officer has a history of poorly performing loans or poor administration of loans. 

 A loan officer unexpectedly left employment with the institution. 

 Loan committee minutes frequently mention disagreements with a particular loan officer. 

 A loan officer has a history of exceeding his/her lending limit established by the loan policy. 



Concern about the level of interest-only loans 

 Amortization schedules appear lengthy. 

Methods for reducing scope or loan review hours 

Because the above procedures will lead to an increase in scope, the ideas presented below are meant to provoke 

thought on ways to reduce scope and shift examiner resources toward loans with higher potential or unknown risk.  

While it may seem counterintuitive to remove loans with identified risk from a loan review scope, in many cases the 

risk has already been accounted for and reported.  By limiting review of internally-identified loans by examiners, re-

sources are able to be reallocated to where they are most needed; identifying risk, not validating risk.  Limiting these 

loans from scope may be considered if: 

 Management has a proven track record of proactive risk identification 

 The examiner is familiar with the loan portfolio, market, and management team 

 The level and trend of substandard loans remains stable 

While it may be prudent to include loans with identified risk in scope, such loans may warrant only a cursory review. 

Regardless of the reason, it is often desirable to limit the review of certain loans or exclude them from the scope alto-

gether.  The steps below explain a method of handling qualifying loans and any impact on the loan penetration ratio in 

ETS. 



Consider limiting from scope or perform only a limited review 

 Small/medium loans internally rated “Substandard.” 

 Large, high-quality, loans reviewed at each examination. 

 Severely past-due or nonaccrual loans, either previously identified or internally identified. 

 Low-risk, current, but large loans. 


