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CFPB ANNOUNCES EXAMINATION PROCESS FOR LARGE
BANKS BEGINS JULY 21

The U.S. Treasury Department, on behalf of the Con-
sumer Financial Protection Bureau (“CFPB”), recently
announced that the CFPB’s supervision and exami-
nation program will begin on July 21 for banks with
assets exceeding $10 billion, as well as for their affili-
ates and service providers, and it provided an initial
outline of the program’s scope and procedures. The
CFPB’s program will include both off-site information
gathering and data analysis, in addition to on-site
examinations and interviews. The CFPB will begin
the examination process through satellite offices in
Chicago, New York, San Francisco, and Washington,
D.C. but will not immediately conduct on-site exami-
nations. While willing to work constructively with cov-
ered institutions during the supervisory process, the
CFPB is intent on ensuring compliance with federal
consumer financing laws. Elizabeth Warren, Special
Advisor to the Secretary of the Treasury, described
the CFPB as “a cop on the beat—examining banks
and protecting consumers.” Large banks should be

prepared starting July 21 to provide the CFPB with
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information regarding their policies and procedures

for complying with federal consumer financial laws.

THE SCOPE OF THE CFPBS EXAMINATION
PROCESS

The CFPB has already identified 111 depository insti-
tutions subject to the supervision and examination
program, although it has not released a list of these
institutions. Under the Dodd-Frank Act, this list will
include an insured depository institution with total
assets of more than $10 billion. But the CFPB also has
authority under Dodd-Frank to supervise covered
institutions’ affiliates and service providers. Dodd-
Frank defines “affiliates” to include any person that
controls, is controlled by, or is under common control
with another person. “Service providers” are defined
as companies providing a material service to a cov-
ered institution. “Material services” include design-

ing, operating, or maintaining a consumer financial
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product or service and processing related transactions.
Because the CFPB is prepared to seek corrective action for
any violations, through additional policies and procedures
or other remedies, affiliates of and service providers to cov-
ered institutions should be prepared to comply with the

CFPB’s examination process.

The CFPB’s supervision and examination program will focus
on assessing covered institutions’ compliance with federal
consumer financial laws. The CFPB will begin its assessment
off-site before conducting on-site examinations. Examiners
will initially review industry and institutional information, ana-
lyze relevant data, and conduct pre-examination scoping. The
CFPB will then conduct on-site examinations as well as fol-
low-up monitoring. During the examination process, the CFPB
will interview personnel and review each institution’s internal
procedures to assess its ability to detect, prevent, and rem-
edy violations that could harm consumers. While it is not yet
known which personnel will be interviewed, those involved in
compliance efforts will most likely be included. Large banks
should begin gathering information regarding their consumer
financial law compliance policies and procedures and should

prepare personnel to be interviewed regarding the same.

The CFPB will also use its supervision and examination pro-
gram to analyze potential risks to consumers and the con-
sumer financial products and services market. The CFPB will
analyze potential consumer risk based on the products and
services each institution offers. It will evaluate compliance
during each product’s or service’s life cycle and also con-
sider how the product or service is developed, marketed,

sold, and managed.

YEAR-ROUND MONITORING FOR “LARGEST
AND MOST COMPLEX BANKS™

Most depository institutions will be subject to periodic
examination only, but the CFPB intends to monitor the “larg-
est and most complex banks” year-round. Dodd-Frank
authorized the CFPB only to “conduct examinations on a
periodic basis,” so it is unclear where the CFPB derives the
authority to expand the examination process to year-round

monitoring. The CFPB plans to customize this monitoring to

“reflect the consumer protection and fair lending risk profile
of the organization,” but it has not specified any additional
compliance efforts banks should undertake as part of the

year-round monitoring process.

According to the CFPB, covered institutions will generally be
advised about upcoming examinations and should receive
status updates throughout the supervision process. The
CFPB still needs to provide information specifying the timing
of its notification, the regularity of the status updates, and the

information supplied in the notifications and status updates.

CFPB COORDINATION WITH PRUDENTIAL
REGULATORS

The CFPB will coordinate its supervision program with fed-
eral banking agencies as well as state banking regulatory
authorities, but it is unclear to what extent this coordination
will minimize covered institutions’ compliance efforts. Dodd-
Frank attempts to reduce large banks’ regulatory burden
in several ways: (1) by requiring the CFPB to coordinate its
supervisory activities with prudential regulators, defined to
include federal banking agencies and the National Credit
Union Administration; (2) by requiring the CFPB to conduct
examinations simultaneously with prudential regulators,
unless the regulator requests otherwise; and (3) by requiring
the CFPB to use reports previously submitted to federal and
state agencies “to the fullest extent possible” as part of the

supervision and examination process.

In the latest release, the CFPB did not specifically state
that it would conduct its examination process simultane-
ously with prudential regulators, but only that it would com-
municate and coordinate with state and federal regulatory
authorities. The CFPB also did not address to what extent it
will use reports already provided to federal and state agen-
cies as part of its examination process. Although the CFPB
previously executed a Memorandum of Understanding with
the Conference of State Bank Supervisors for, among other
things, information sharing and examination coordination,
there is significant potential for duplicative examination pro-

cesses and additional compliance costs.



ADDITIONAL INFORMATION FROM CFPB
AVAILABLE IN AUGUST

As the CFPB finalizes its supervision program, it will continue
educating covered institutions on the examination process.
The CFPB has promised to send additional information to
the 111 institutions it has already identified as subject to this
process. It also plans to conduct informational roundtables

in early August.

Most importantly, the CFPB will post on its web site the initial
phase of its Examination Manual, the field guide for examin-
ers supervising banks and other consumer financial services
companies. The exact date for publication is not known, but,
once it is published, the CFPB will invite feedback on the
Manual from the banking industry, nonbank financial ser-
vices companies, federal and state agencies, consumer and
community groups, and the general public. The Manual will
provide significant insight on the examination process to
covered institutions. Once the Manual is posted, these insti-
tutions should take advantage of the opportunity to provide
the CFPB with suggestions to reduce the regulatory burden
by streamlining the examination process and avoiding dupli-

cative efforts with state and federal regulatory agencies.

CONCLUSION

The CFPB has outlined an ambitious plan for the organiza-
tion as well as for CFPB examiners in the coming weeks.
CFPB examiners and managers will need to familiarize
themselves with the structure, business strategies, opera-
tions, and risks of organizations they will be supervising.
Although the CFPB has outlined the supervision program
in broad strokes, it has significant gaps to fill before final-
izing its supervision and examination process. Large banks,
as well as their affiliates and service providers, should begin
compiling information regarding their policies and proce-
dures for complying with federal consumer financial law now
and should also plan on attending the CFPB’s informational

roundtables in August for additional information.

Jones Day’s Consumer Financial Products & Services team
advises clients regarding the issues addressed in this Com-
mentary, including counseling clients regarding the Con-
sumer Financial Protection Bureau’s supervisory powers and

examination process.
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