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HOLDING THE CFPB ACCOUNTABLE: REVIEW
OF FIRST SEMI-ANNUAL REPORT

TUESDAY, JANUARY 31, 2012

U.S. SENATE,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
Washington, DC.

The Committee met at 10:04 a.m. in room 538, Dirksen Senate
Office Building, Hon. Tim Johnson, Chairman of the Committee,
presiding.

OPENING STATEMENT OF CHAIRMAN TIM JOHNSON

Chairman JOHNSON. Good morning. I call this hearing to order.

Before we begin, I would like to send my best wishes to Senator
Mark Kirk for a speedy recovery. Senator Kirk is a valued Member
of this Committee and he is the Ranking Member of the Mil Con/
VA Subcommittee on Appropriations, which I chair. I have no
doubt that with his strong will and determination, he will be back
at work as soon as humanly possible. Our thoughts and prayers are
with him and I look forward to his return.

Today marks the first Banking Committee hearing of the year.
I am confident that we will have another productive year in the
Committee as we build on the foundation set in the first session.

Our Committee tackled an aggressive agenda last year and I
thank all of my colleagues for their contributions. In 2011, we held
72 public hearings and Executive Sessions, including 60 oversight
hearings. Of those, 26 were Subcommittee hearings and I want to
commend each of our Subcommittee Chairs and Ranking Members
for their leadership. Additionally, we held over 70 bipartisan staff
briefings.

I am proud to say that we were successful at finding bipartisan
consensus more than a few times. The Committee reported out fa-
vorably 26 nominations, with the full Senate confirming 17 of those
nominees. We also unanimously approved two long-term reauthor-
izations, for the National Flood Insurance Program and for the
charter of the Export-Import Bank of the United States.

Senator Shelby, I would like especially to thank you for working
with me last year to plan bipartisan hearings to lay the foundation
together for housing finance reform. I am hopeful that in 2012, we
can continue to work across the aisle, and I am encouraged by the
bipartisan markup scheduled for later this week. On Thursday, I
expect this Committee to approve bipartisan bills reauthorizing our
national transit programs and increasing sanctions on Iran.

Looking ahead to the rest of the year, my priorities will be to
oversee implementation of the Wall Street Reform, to continue
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building consensus on housing finance reform, and to look out for
the interests of rural and tribal areas and the smaller financial in-
stitutions that serve them, to strengthen national and international
security, to act on the President’s nominees, and to pass critical
program reauthorizations.

The Committee will also continue to closely monitor the situation
in Europe, as well as explore new issues, such as the development
of mobile payments. In the coming weeks, we will take a closer look
at the state of the housing market, examine some of the proposals
for addressing housing stock surplus, and hear from the Federal
Reserve on the upcoming monetary policy report.

Based on the bipartisan successes we had last year and the im-
perative to meet the continued economic challenges that face our
country, I remain optimistic we will find common ground again this
year.

Let me now turn to an issue that we should all agree on, exam-
ining how well the Consumer Financial Protection Bureau is ful-
filling its mission. I would like to welcome Richard Cordray, the
newly appointed Director of the Consumer Bureau to the Com-
mittee to provide testimony and the Bureau’s first semi-annual re-
port to Congress.

I would remind my colleagues that we are not here today to de-
bate Mr. Cordray’s appointment. Our job is to roll up our sleeves
and provide meaningful oversight of the Consumer Bureau to make
sure that it is doing its job of protecting consumers and fostering
an open and efficient consumer financial marketplace.

The Wall Street Reform Act gave this Committee an important
tool to help ensure that the Bureau is accountable to American con-
sumers by requiring the Director to appoint to and appear before
this Committee at least two times a year. It is our job to help make
sure that the agency is doing its job effectively and efficiently.

So to my colleagues who do not believe that the Consumer Bu-
reau is accountable, I point out the simple fact that it is, and that
is why we are here today.

Mr. Cordray, I know that you share my strong commitment to
oversight, accountability, and transparency of the Consumer Bu-
reau. In fact, this is the 13th time since Wall Street Reform be-
came law that a Bureau employee has appeared before a committee
of Congress. And your agency’s outreach to stakeholders in your
rulemaking process has been applauded across the board.

It has been 6 months since the Consumer Bureau officially
opened for business and only 4 weeks since it acquired all of its
powers. Yet in that short time, Bureau employees have been hard
at work. They have finalized a rule on consumer remittances and
are currently reviewing comments on close to 20 other proposals.
They have developed the “Know Before You Owe” programs, which
are meant to simplify mortgage and credit card disclosures. They
are developing a student loan worksheet to help students and their
families shop for loans. They have also rolled out supervisory and
examination programs for large depository institutions and for non-
depository institutions. Mr. Cordray, we look forward to hearing
from you in greater detail about this ongoing work.

Recently, you made comments about the CFPB’s role in reducing
regulatory burden on small community banks and credit unions.
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This is an important issue to the consumers and institutions in my
State of South Dakota. I am interested to hear more about the Bu-
reau’s plan to ensure that in future rulemakings the right balance
is struck between consistent protections for consumers and regula-
tions for small institutions.

Finally, I would like to hear about progress in two areas that the
Committee reviewed last fall, consumer protections for
servicemembers and veterans and for older Americans.

Mr. Cordray, although you and your staff of the Consumer Bu-
reau are faced with a difficult task, I have confidence that you are
all up to the challenge. I look forward to your testimony and work-
ing with you to enhance our consumer financial markets.

Now I turn to Ranking Member Shelby for his statement.

STATEMENT OF SENATOR RICHARD C. SHELBY

Senator SHELBY. Thank you, Mr. Chairman.

Today, the Committee will hear from Richard Cordray, the Direc-
tor of the Bureau of Consumer Financial Protection. Since the Bu-
reau was first proposed, I have expressed my grave concerns about
its lack of accountability. I did not think then and I still maintain
that it is inconsistent with our constitutional values to have so
much power vested in the hands of one bureaucrat without ade-
quate supervision by the elected representatives of the American
people. Nevertheless, the Dodd-Frank Act intentionally designed
the Bureau to be free of even the most basic checks and balances.

Unfortunately, the President has now circumvented one of the
only remaining checks with his recess appointment of Mr. Cordray.
I suspect that the Supreme Court will ultimately decide the con-
stitutionality of the President’s action. Until then, Mr. Cordray has
indicated that he will exercise the full authorities of the Bureau.

Because of the structure of the Bureau, this means that Mr.
Cordray will have unfettered power over the operation of the Bu-
reau. His decisions alone will determine how the Bureau ap-
proaches its work. If he so chooses, he does not have to answer to
anyone. This is not a choice any bureaucrat should have. Since his
appointment, Mr. Cordray has indicated that he intends to proceed
cautiously and prudently when he exercises his authority. The real
test, however, will be whether this caution finds its way into the
Bureau’s actions.

Unfortunately, the Bureau’s early history is not encouraging.
Over the past year, actions taken by the Bureau have repeatedly
been inconsistent with the promise of its leaders. For example,
under Dodd-Frank, the Bureau is required to convene panels of
small businesses to discuss the impact of proposed regulations. Mr.
Cordray himself has stated that the Bureau would convene these
small business panels, and I quote, “not just because the law tells
us to do so, but because we recognize that it will help us do our
work better.” Since its inception, however, the Bureau has yet to
convene a single small business panel, despite having issued mul-
tiple rules.

Moreover, the Bureau has indicated that it has no plans to con-
vene these panels for some of its most important rulemakings, in-
cluding rules on mortgage underwriting standards. Officials at the
Bureau have said that it will comply with the Administrative Pro-
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cedures Act. They have even pointed to the APA as one of the
checks on the Bureau’s authority. Yet the Bureau has repeatedly
evaded the intent of the APA by issuing interim final rules without
asking for public comment before the rules become effective.

Consequently, the Bureau has been able to impose costly regula-
tions on the American economy without providing the American
people with any opportunity for comment. Listening to the rhetoric
coming from the Bureau’s leadership, one would think that the Bu-
reau would have gone out of its way to actively seek public com-
ment on its rules. In a speech last year, the Bureau’s Deputy Direc-
tor outlined how the Bureau would approach its work. He stated,
and I quote, “The Bureau will invite public input to provide a fact
base to help the Bureau evaluate the cost, benefits, and impacts of
those rules and to suggest alternatives.” Those were his words. He
also stressed that the Bureau was, quote, “going to be fact-based,
pragmatic, and deliberative.” The Bureau’s recent rulemaking proc-
ess suggests that its officials like to give the appearance of listen-
ing to the public, but really believe that the Bureau knows what
is best without much public interference. Moreover, it suggests that
the Bureau’s own agenda will not be impeded by procedures or the
need to collect facts and public comments.

The Bureau’s recent rule on remittance transfers provides an-
other example of the divergence between the Bureau’s rhetoric and
its actual operation. The leadership of the Bureau has said that it
will seek, quote, “to make regulations more effective at achieving
intended benefits for consumers while lowering costs for lenders.”
The Bureau’s remittance transfer rule suggests that lowering costs
is not high on its priorities. The primary purpose of the rule is to
lower the cost of remittances, yet the Bureau’s own analysis reveals
that compliance with this rule will require more than 7.6 million
hours. That means that more than 3,800 full-time employees will
be required to work on compliance for this single rule.

So rather than conduct a cost-benefit analysis to determine if
this rule is justified, the Bureau has indicated that it will impose
the rule and examine its impact after the fact. Ironically, we were
told that the Bureau would be a data-driven agency where research
was core to its work. In contrast, the Bureau’s remitted transfer
rule suggests that when it comes to basing its rules on a thorough
examination of facts and data, the Bureau is not all that interested
in living up to its own rhetoric.

Early last year, 44 of my colleagues and I sent a letter to the
President stating that we would refrain from considering the nomi-
nation of any person to be the Bureau’s first Director until certain
changes were made to the Bureau’s structure, not its authorities.
During the September hearing on Mr. Cordray’s nomination here,
I stated that I believed that these changes would help to preserve
the system of checks and balances embodied in our Constitution.
Mr. Cordray’s recess appointment has shown, however, that the
President is not much interested in any constitutional checks on
his power. My Democratic colleagues seem to share the same opin-
ion.

The Bureau is budgeted to receive a total of $329 million in
funds from the Federal Reserve Board this year. This could grow
to well over half-a-billion dollars as early as next year. So by de-
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sign, these payments were made directly to the Bureau without
any oversight through any Congressional appropriations process.

It is also my understanding that the Bureau has already hired
800 people, and it has been reported that the Bureau hopes to hire
as many as 1,000 people by the end of this year, some making more
than $225,000 a year. How have my Democratic colleagues in the
Senate responded to this incredible bureaucratic expansion? They
have resisted every Republican effort to make the Bureau more ac-
countable to the American people by changing the structure. To
make things worse, they have also cut this Committee’s funding by
25 percent, making it even more difficult to oversee these massive
burefil{ucracies that are growing in power and size under Dodd-
Frank.

As I have said many times, things are not getting better, just
bigger and more unaccountable. In fact, our financial regulators
have become bureaucracies that are now too big to oversee and it
is only getting worse under the Democratic rule. Our financial reg-
illators now resemble the financial firms they were created to regu-
ate.

The Consumer Bureau is the most recent iteration of the same
problem. It tells the public one thing but delivers another. It
evades the law by relying on technicalities and small print. It ig-
nores consumers while advancing its own special interests. And it
operates behind a facade of accountability when it, in fact, exer-
cises unchecked power in the marketplace.

Just as financial firms need to be held accountable, so do finan-
cial regulators. I believe that the Bureau’s short history has only
made the case for reform even more compelling.

Thank you, Mr. Chairman.

Chairman JOHNSON. Thank you, Senator Shelby.

Are there any other Members who wish to make a brief opening
statement?

Thank you all. I want to remind my colleagues that the record
will be open for the next 7 days for opening statements and any
other material you would like to submit.

With that, Mr. Cordray, you may proceed with your testimony.

STATEMENT OF RICHARD CORDRAY, DIRECTOR, CONSUMER
FINANCIAL PROTECTION BUREAU

Mr. CORDRAY. Thank you, Mr. Chairman, Ranking Member Shel-
by, and Members of the Committee. We want to thank you for this
opportunity to present the first semi-annual report of the Con-
sumer Financial Protection Bureau detailing the Bureau’s work in
its first 6 months.

Before I became Director, I promised Members of Congress in
both chambers and on both sides of the aisle, including a number
of you, that I would be accountable to you for how the Consumer
Bureau carries out the laws you have enacted. I said that I would
always welcome your thoughts about our work. I stand by that
commitment today. I am pleased to be here to tell you about our
work and to answer your questions.

The people who work at the Consumer Bureau are always happy
to discuss our work with the Congress. This is the 13th time we
have testified before either the House or the Senate, and my col-
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leagues and I look forward to working closely with you, with the
businesses who serve their customers in the consumer finance mar-
kets, and with the hundreds of millions of American consumers
themselves.

I am honored to serve as the first Director of the new Consumer
Bureau. I am energized and inspired by the many talented people
who work at the Bureau and I am driven by the challenges and re-
sponsibilities of our mission to protect American consumers.

Our mission is of critical importance to making life better for
Americans. Consumer finance is a big part of all our lives. Mort-
gages allow people to buy a home and spread the payments over
many years. Student loans give young people with talent and ambi-
tion the opportunity to get an education. Credit cards give us im-
mediate and convenient access to money when we need it. These
products enable people to achieve their dreams. But as we have all
seen in recent years, they can also create dangers and pitfalls if
they are misused or not properly understood.

During my years in State and local government, I became deeply
engaged in consumer finance issues. I saw good people struggling
with debt they could not afford. Sometimes those people made bad
decisions they came to regret. Sometimes an unexpected event, like
a loved one getting sick or a family member losing a job, over-
whelmed even their most careful planning. Still other times, I saw
unscrupulous businesses who obscured the terms of loans or en-
gaged in outright fraud, causing substantial harm to unsuspecting
consumers, even ruining their lives and devastating their commu-
nities.

I am certain that each one of you hears every day from your
friends, your neighbors, and your constituents who have these
kinds of stories to tell. These people do not want or expect any spe-
cial favors. They just ask for a fair shake and a system of consumer
finance that actually works for consumers and a chance to get back
on track toward the American dream.

One of our primary objectives at the Consumer Bureau is to
make sure the costs and risks of financial products are made clear.
People can make their own decisions and nobody can or should try
to do that for them. But it is the American way for responsible
businesses to be straightforward and up front with their customers,
giving them all the information they need to make informed deci-
sions. That is good for honest businesses and it is good for our
economy.

A particular quote caught my eye recently which embodies this
view. It goes, “free men engaged in free enterprise build better na-
tions with more and better goods and services, higher wages, and
higher standards of living for more people. But free enterprise is
not a hunting license.” That was Governor Ronald Reagan in 1970.
I agree with what he said and it is a view widely shared by the
people who work with me at the Consumer Bureau.

So another key objective is making sure that both banks and
their nonbank competitors receive the even-handed oversight nec-
essary to promote a fair and open marketplace. Our supervisors
will be going onsite to examine their books, ask tough questions,
and fix the problems we uncover. Under the laws enacted by Con-
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gress and with the Director now in place, we have the ability to
make sure this is true across all financial products and services.

The Consumer Bureau will also make clear that violating the law
has consequences. Through our field examiners, our direct contact
with consumers and businesses, and our highly skilled researchers,
we have multiple channels to know the actual facts about what is
happening in the marketplace. We plan to use all the tools avail-
able to us to ensure that everyone respects and follows the rules
of the road. Where we can cooperate with financial institutions to
do that, we will. When necessary, however, we will not hesitate to
use enforcement actions to right a wrong.

As we move forward with our work, we need to hear directly
from the consumers we protect and the businesses who serve them.
We do this on our Web site, consumerfinance.gov, where customers,
consumers, and businesses are all able to tell us their stories.

We also make it a point to get out of Washington regularly and
hear from people firsthand. Thus far, we have held town hall meet-
ings in Philadelphia, Minneapolis, and Cleveland, and a field hear-
ing in Birmingham. We are hearing from thousands of Americans
about what works and what does not. We are listening closely and
we hope that many of you will join us at these events when we
come to visit your communities.

Accomplishing our mission will take time, but as you can see
from our semi-annual report, we are already taking important
steps to improve the lives of consumers.

Thank you. I look forward to your questions.

Chairman JOHNSON. Thank you very much for your testimony.

As we begin questions, I will ask the Clerk to put 5 minutes on
the clock for each Member and hopefully we will have two rounds.

As Director, you will be expected to be independent, exercise
independent judgment, and act independently from the White
House and the Treasury Department. Are you prepared to act inde-
pendently and use your own judgment?

Mr. COrRDRAY. Mr. Chairman, yes, I am, and yes, we are. We un-
derstand that our role under the law is to be an independent Fed-
eral agency and our job is to carry out the laws that Congress has
enacted and protect consumers in the marketplace. We will,
though, stand with public officials of both parties from all over the
country, Federal, State, and local, who want to work with us to
protect consumers. That will help us do our work.

Chairman JOHNSON. You have talked about reducing the regu-
latory burden on small community banks and credit unions. How
will you ensure that the right balance is struck between consistent
protections for consumers and your suggestion for tiered regulation
for small institutions in the Consumer Bureau’s rulemaking? What
other actions can the agency take to minimize the impact of regula-
tions on these institutions without sacrificing protections for con-
sumers?

Mr. CorDRAY. Thank you for raising that issue, Mr. Chairman.
Many people raised that with us. Many of the Members of this
panel have raised that with us. First of all, I can say that I have
made a promise openly at this Committee hearing when I was up
for my nomination that we would work to reduce the burdens of
our work on community banks and credit unions, who I firmly be-



8

lieve, and have said before and will say constantly, had very little
to do—nothing, really, to do—with bringing on the financial crisis
and have a traditional model of doing business that is consumer
service oriented, is community oriented, and is the kind of model
we want to encourage in this marketplace.

I have told the community banks that I am going to create a spe-
cial advisory panel of community banks to speak directly to me and
to the Bureau about the work we are doing, to raise their concerns
with us and to inform us about how we are doing and how what
we are doing affects them. I have also pledged to do the same with
the credit unions.

We also are going to be mindful of that in each of our
rulemakings. The remittance rule, which was mentioned earlier,
that we have finalized the beginnings of that rule, includes also a
proposed rule where we are considering further and seeking broad
input on whether we should set a threshold for that rule so that
community banks and credit unions below a certain threshold can
be free of its burdens, where the burdens really outweigh the bene-
fits to their consumers and to those institutions. So that is some-
thing we will continue to consider in that case over the next sev-
eral months, and we are going to take a similar approach wherever
it is feasible, wherever it makes sense to do so, in consultation with
the community banks and credit unions.

Chairman JOHNSON. In November, the GAO released its annual
audit of the Consumer Bureau’s fiscal year 2011 financial state-
ments. The GAO gave the CFPB a clean audit and the highest rat-
ing that not every agency receives. What steps will you take, Direc-
tor Cordray, to ensure the Bureau continues to lead by example
with its own finances?

Mr. CorDRAY. Mr. Chairman, we were gratified to get a clean
audit and a strong audit from the GAO. As you know, we are sub-
ject to multiple audits per year and also to oversight by the Inspec-
tor General of the Federal Reserve. As a public official, it has al-
ways been important to me personally that we be able to show a
strong record of audits in my offices—as a county treasurer, as a
State treasurer, as a State Attorney General. In each of those of-
fices, I inherited problems in the prior audits that we cleaned up
and we had clean audits during my time there. I expect and intend,
and it is important to me personally, to try to maintain a similar
record here in this Federal agency.

Chairman JOHNSON. How will your recess appointment impact
the work of the Consumer Bureau?

Mr. COrRDRAY. I do not know that it will impact it at all, sir. I
understand that I have been appointed as Director. That gives me
responsibilities under the law to carry out, both myself and the Bu-
reau. It feels that my legal responsibility is to do the best job I can
at that and that is what I am totally focused on doing.

Chairman JOHNSON. Leveling the playing field among financial
institutions is an important part of the Consumer Bureau’s
nonbank authority. Future rulemakings should provide consistent
protections for consumers and regulations for all institutions that
offer similar products. Many people are awaiting your nonbank
large market participant rule. That rule will also provide busi-
nesses which will now be regulated by the Consumer Bureau with
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some legal certainty. When will the large market participant rule
be finalized?

Mr. CorDRAY. The larger participant rule will be finalized on the
statutory timeframe, which is by this summer. We are underway.
I believe we have already put out a notice where we have asked
for comment and we have received many comments already on
what we might propose as that rule. We will be bringing out the
proposed rule soon. It will be subject to the notice and comment
process and we will transform that into a final rule on the statu-
tory deadline that we have been given by the Congress.

Chairman JOHNSON. Senator Shelby.

Senator SHELBY. Thank you, Mr. Chairman.

Mr. Cordray, as I noted in my opening statement, recently, you
stated that the Bureau will convene small business panels as part
of its rulemaking. And your quote is, “not just because the law tells
us to do so, but because we recognize that it will help us do our
work better.” It is a good quote.

However, the Bureau did not convene a panel before publishing
the final rule on remittance transfers. I understand that you be-
lieve you were not legally required to hold panels for this rule be-
cause the Federal Reserve Board proposed the rule, but the intent
of Congress, I thought, was pretty clear regarding the potential ef-
fects of your rules on small and medium-sized businesses.

I am concerned that you have already displayed a propensity,
perhaps, to use technicalities to achieve your own goals. Perhaps
I am wrong. Could you explain your actions or the actions of the
Bureau—I know you have not been there long—regarding the small
business panels and your intentions in the future? We think that
is important, to comply with the letter and the spirit of the law.

Mr. CORDRAY. Yes, Senator. I agree, and let me clear up the
record on that. I appreciate the opportunity to do that.

Senator SHELBY. OK.

Mr. CORDRAY. So, as I said, the small business panels—I meant
it then and I mean it now—are both required by the law, except
in certain instances, and they will help us do our work better.

With respect to the remittance rule, that was a rule that was
proposed by the Federal Reserve before we became a Bureau. We
inherited the rule and took it through to completion. In the law,
the timing that the Congress created on small business panels is
that they are to be convened and we are to get their input prior
to proposing a rule. So for the remittance rule, that time had
passed before we gained any authority over that rule.

What we did was we solicited broad input from all comers, in-
cluding small businesses and others, and we took that into account
in proposing the final rule, which has been adopted, and in further
proposing the rule that I mentioned a moment ago, which is to set
a threshold below which we may well find it appropriate to exempt
smaller institutions entirely from the burdens of that, if that is ap-
propriate.

We do intend with our next rule, which is the consolidation of
the forms for mortgages, to convene small business panels. In fact,
that is underway now, the process for doing that. And we will do
it as the law requires in every instance, again, not just because the
law tells us to, but because it is a good idea.
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Senator SHELBY. Would you look at the possibility of revisiting,
if you thought it was necessary—other people thought it was nec-
essary—the rule that you just passed regarding remittances? I do
not know the details of it. I just know it is going to cost a lot of
money to comply with.

Mr. CorDRAY. Well, you know, it needs to be put in perspective.
Our understanding is it will cost a quarter for every $100 of remit-
tance transfers. It is a price to pay——

Senator SHELBY. You are saying 25 cents, not a quarter of the
hundred dollars, but 25 cents.

Mr. CORDRAY. Twenty-five cents per $100, or a quarter-of-a-cent
per dollar. That is a price to pay, but it is a small price to pay for
the fact there has never been any consumer protections for people
who sent money overseas, often to loved ones and family members
where they could not tell what money was going to be actually re-
ceived. It was on them to have to take on the burden of any errors
that were made. These people deserve consumer protections.

Senator SHELBY. I want to get into the area of safety and sound-
ness in the Federal Deposit Insurance Corporation. The Dodd-
Frank Act does not require you, as Director, to consider the safety
and soundness of institutions or the potential for bank failures
when you engage in rulemaking, supervisory or enforcement ac-
tions. In fact, the drafters of Dodd-Frank were adamant about this.
They argued that a safety and soundness check on your actions
would essentially, quote, “gut your agency.” You stated that the
Federal banking regulators, and I will quote you again, “have safe-
ty and soundness as their primary concern. We have consumer pro-
tection as our primary concern.”

How do you intend to reconcile your actions at the Bureau, where
I presume you will give no consideration to the safety and sound-
ness of institutions, with your responsibilities as a Board member
of the FDIC where there you must consider the safety and sound-
ness of individual institutions? It looks to me like it should be a
balance there, because safety and soundness is important, but so
is consumer protection, both. I do not think you have one without
the other. If you do not have safety and soundness, you might not
have that institution. You will not have.

Mr. CORDRAY. Yes. I agree with that, Senator. I think it is a bal-
ance. What I said was their primary responsibility is safety and
soundness. Our primary responsibility is consumer protection. I
think it would be highly irresponsible if we were to pay no atten-
tion to safety and soundness. We are going to be consulting and co-
ordinating with the other banking agencies at all times. That is
why I believe Congress put us on the Financial Stability Oversight
Council, to work with them, and to take account of their views.

I agree with you, it would be irresponsible to think you can pro-
tect consumers while you are killing off institutions that are serv-
ing consumers. That does not fit together.

Senator SHELBY. There has got to be a balance, has there not?

Mr. CORDRAY. I agree.

Senator SHELBY. And you are going to try to have a balance?

Mr. CorRDRAY. We will do that by listening closely to our fellow
banking agencies who have that as their primary mission. I serve
on the FDIC Board with them
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Senator SHELBY. I know that.

Mr. CORDRAY. and yes, we will.

Senator SHELBY. The area of too big to fail, very important to a
lot of us and I hope to you. During the Senate’s consideration of
the Dodd-Frank Act, it voted down an amendment by Senators
Brown and Kaufman which would have limited the size of banks.
Under the amendment, no bank would have been permitted to hold
more than 10 percent of the total amount of insured deposits and
a limit would have been placed on nondeposit liabilities of each
bank at 2 percent of GDP. This amendment would have ensured
that the failure of a single financial institution would not bring
down the entire system. I supported the amendment.

Do you support limiting the size of banks as proposed by the
Brown-Kaufman amendment, and if not, what steps would you
take to ensure that banks are not too big to fail?

Mr. CORDRAY. Senator, my understanding of our authority at the
Consumer Bureau is we do not have any authority over those
issues. We do not have any authority to limit the size of banks. We
do not have any authority to set interest rates or the price of finan-
cial products. I do not know——

Senator SHELBY. But you are on the FSOC, are you not?

Mr. CORDRAY. I am on the FSOC.

Senator SHELBY. Now, that is a consideration of too big to fail.

Mr. CORDRAY. Mm-hmm.

Senator SHELBY. So you do have some—maybe not in the Bu-
reau

Mr. CORDRAY. Yes. Yes.

Senator SHELBY.——but then by cause of your other placement
of where you serve, right?

Mr. CORDRAY. Yes—fair enough. I would say, just to be honest
with you, sir, I do not know that I have enough perspective at this
point to assess the pros and cons of that amendment, so

Senator SHELBY. Well, Dr. Volcker stated here before, perhaps if
they are too big to fail, they are too big to exist, maybe. You know,
you have got to think about the taxpayer and so forth.

Mr. CorDRAY. Mm-hmm. Mm-hmm.

Senator SHELBY. Thank you, Mr. Chairman.

Chairman JOHNSON. Senator Menendez.

Senator MENENDEZ. Thank you, Mr. Chairman, for calling this
hearing.

In the worst financial crisis in generations, consumers were not
protected from the tricks and traps, and Federal regulators were
often more concerned about the interests of Wall Street than Main
Street. And we now have an obligation to hold both Wall Street
and non-Wall Street lenders and providers of financial services ac-
countable for whether they treat consumers fairly, and it could be
done by laying down clear rules of the road, and so that is why I
look forward to your work at the agency.

Let me ask you a couple of specific questions. I want to ask you
about prepaid cards, something that I have been pursuing for a
while now, a product whose use has exploded in the past few years,
especially among under-banked consumers. Since credit cards,
debit cards, and gift cards have all been regulated to some degree,
prepaid cards remain one of the few largely unregulated products
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in the marketplace. And as for the fees consumers pay on them,
there are a wide range of undisclosed, and I believe in many cases
unreasonable, fees, and they certainly do not come with FDIC in-
surance or protection against theft or loss for the consumer. So we
have introduced legislation, the Prepaid Card Consumer Protection
Act. What progress has the Bureau made in analyzing this issue
and moving forward on consumer protections on these cards?

Mr. CORDRAY. Let me say a couple things in response to that,
Senator, and we appreciate your particular interest in this subject
and the legislation you have introduced on the concerns you raised,
both disclosures and transparency on these products and also pro-
tections for the money that people have, in effect, deposited with
the product as opposed to with a banking institution.

There are two phenomena at work here. Number one, prepaid
cards are an example of the tremendous innovation that occurs all
the time in the financial markets. You know, just in my generation,
when I was a kid, credit cards were a new and exotic product. Now,
they are almost universal in our economy. Debit cards are a more
recent product that are now widespread and in common use. Pre-
paid cards are one of the newest products, but obviously on the cut-
ting edge of finance. More and more people are beginning to use
them, so we need to look and make sure that there are appropriate
protections for consumers there. Sometimes it takes the law and
the regulatory scheme time to catch up with innovations.

I would also say that it is reflective of the fact that regulation
can push usage around in the market. As you said, there are now
protections and constraints on credit cards and new ones recently
on debit cards. That is pushing the market more toward prepaid
cards, which are not subject to that. So we certainly want to have
some sort of level playing field so that products are being chosen
by consumers and offered by institutions based on their merits, not
because there is some sort of differential regulatory regime.

Senator MENENDEZ. Well, we certainly appreciate innovation and
we want to see innovation. By the same token, when you see a
market that goes from the regulated process to the unregulated
process, there is a reason——

Mr. CORDRAY. Yes.

Senator MENENDEZ. and part of that reason, it is far more
profitable, because very often the circumstances under which that
profitability is achieved is at the expense of the consumers in a dis-
proportionate fashion.

Mr. CORDRAY. Mm-hmm.

Senator MENENDEZ. So is this an area the Bureau is going to be
looking at?

Mr. CORDRAY. Yes. It is an area we are looking at. It is an area
of concern for both the reasons I stated. We are also aware that
the Congress is looking at it, and certainly if you legislate on the
subject, we will be happy to carry out the laws as you enact them.

Senator MENENDEZ. Let me ask you, you mentioned about, in
your opening statement, about simplified rulemaking, particularly
for smaller institutions. That is something that I think is welcome
to a lot of the Members’ ears here. Along these lines, can you tell
the Committee how your agency will craft regulations and provide
regulatory guidance in a way that makes compliance simple and
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Workgble for community banks and small nondeposit regulated en-
tities?

Mr. CORDRAY. Sure, and I will say two things about the work we
are already doing. Number one, we are trying to be highly inclusive
in going about this. It was mentioned earlier that maybe the Bu-
reau has given the impression, some thought, that we know best.
What we find is we will know better as we hear from others, both
the people who operate in these markets, the financial institutions
themselves, and the consumers who tell us about impacts. So our
“Know Before You Owe” projects are pitched entirely around get-
ting the input that allows us to streamline, simplify, and render
more transparent the disclosures here.

We also have inherited a huge thicket of rules from other agen-
cies, and we have already published a public Federal Register no-
tice asking people broadly for their ideas about how we can stream-
line those rules, cut down burdens that are not delivering benefit
to consumers. We are in the comment process on that. We will
have comments back sometime later next month. And then we are
going to set to work at seeing what we can do to show people that
we can streamline rules and be an agency that is mindful of the
burden on financial institutions as well as delivering value for con-
sumers.

Senator MENENDEZ. Mr. Chair, if I may, one last question, par-
ticularly to the minority community in the country, very important.
One of your mandates is to facilitate innovation through trans-
parency, and one study suggests that half of the country, over a
hundred million adults, cannot find $2,000 in an emergency if
given 30 days to do so. Has the Bureau or does the Bureau intend
to look into how to meet the credit need of this very large and un-
derserved population?

Mr. CORDRAY. Yes, Senator, and we actually started. We had a
field hearing in Birmingham a couple weeks ago which was our
first beginning look at the market where it is clear that in this
country, as you say, there is a clear consumer demand for short-
term, small-dollar loans to help people get through crises, emer-
gencies, when they do not have a stash of money that they can
draw on or they do not have a friendly relative who is willing to
pony up that money for them.

There are a number of products out there that are serving that
need. We want to make sure that those products are actually help-
ing consumers rather than harming them. But it is a significant
problem that has been unsolved in this country, I believe, is that
there is this demand. We need to fulfill this demand and we need
to spur competition to fill that demand, and that is something that
we are thinking about very carefully. We do not have all the an-
swers on it, frankly, but over time, we are going to be trying to fig-
ure it out and working with industry and consumers to understand
it.

Senator MENENDEZ. I look forward to working with you.

Thank you, Mr. Chairman.

Chairman JOHNSON. Senator Corker.

Senator CORKER. Thank you, Mr. Chairman, and thank you for
having the hearing, and Mr. Cordray, thank you for coming. Espe-
cially in light of the circumstances over the last period of time, I
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appreciate the time you have spent with us in our office and on the
phone and the conversations that we have had.

You know, the title of the hearing is interesting, “Holding the
CFPB Accountable.” In this role as set up, who is it exactly that
you do report to?

Mr. CorDRAY. Well, I would say that we are on the same level
with every other independent Federal agency in the Federal Gov-
ernment, and particularly with the other banking agencies. Ulti-
mately, in my view, we report to Congress. You are the ones who
enacted

Senator CORKER. But who exactly do you report to, really? I
mean there is no board or anything. So who do you report to?

Mr. COrRDRAY. In my view, I report to Congress. I was in front
of the House Oversight Committee last week to report to them at
their request. I am here in front of this panel today at your re-
quest. I will be here as often as you want me to be, or meeting pri-
vately, so that you know exactly what we are doing and you have
input into what we are doing.

Senator CORKER. And each year when your agency needs funding
and kinds of questions like our Chairman asked about being effi-
cient and all of that, who is it that you seek those appropriations
from each year?

Mr. CorDRAY. Under our law, which is what gives us authority,
the Congress enacted that we follow, we receive funds from the
Federal Reserve

Senator CORKER. So no one.

Mr. CorDRAY. We are equivalent to all of the other banking
agencies who do not go through the Congressional appropriation
process, but we are subject to being brought up here and having
you grill us and talk to us about exactly your thoughts about how
we are spending money

Senator CORKER. So let me ask you a question. Regardless of how
people feel about the health care legislation that passed, I do not
think there is any question, but yet some of the constitutional chal-
lenges that are going to the Supreme Court have sort of muddied
the water. Regardless of how you feel about it, States are not sure
exactly what they are going to do.

Have you all had conversations, especially over the last couple of
weeks, within the agency about the fact that there is no question
that most of the rulemaking that you do, or much of it, will be chal-
lenged constitutionally because of the way things have occurred
that have nothing to do with you, but they have just occurred.
Have you all had any conversations regarding that whatsoever?

Mr. CorDRAY. We have had consideration of it. I have been
thinking of it myself. It feels to me that—you know, I have been
appointed as the Director. I understand that there are concerns
and issues people have about that. Having been appointed as the
Director, though, I have legal responsibilities under the law that
you all enacted that I have to carry out. I have to do that. I am
going to do the best I can with that——

Senator CORKER. I understand that and I appreciate that, and
actually, I appreciate the way you have answered many of the
questions today. But what I think you have said is you have actu-
ally had internal conversations with your staff about the fact that
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as these rules are made, there is no question that there are going
to be constitutional challenges to those, which in many ways, in-
stead of creating predictability out in the consumer market and
predictability out in the financial markets, we are going to have
challenges. I would predict many will rise to the level of the high-
est court in the land. So it is an interesting place that you find
yourself, again, not of your choosing.

Let me ask you this, moving on to policies. Risk-based pricing is
something that has been very much a part of our financial system.
Those people who pay late pay more, and those people who pay on
time typically get credit at lesser rates. We had conversations with
someone who was going to be potentially in your position prior to
moving on to Senate races and those kind of things and it appeared
to us that they did not really believe in risk-based pricing. I am
just wondering if you could really clearly state to us, when people
pay late, should they pay more? When they have lesser credit,
should they pay more for credit? Is that a concept that you are
going to reinforce in the consumer agency?

Mr. CORDRAY. Senator, I believe that is the way the market
works. I mean, when you price a product, you have to take into ac-
count cost. One of the costs that you have to take account of is
risks of default, risks of loss. They can come from many different
sources, not just the fact that someone on the other end of the bar-
gain does not follow through. But that certainly is something that
I think any responsible business may have to take account of in
pricing their product.

Senator CORKER. I notice that you send out emails. I get them
regarding if I have heard any stories about things that have hap-
pened, to please share them, when somebody has had problems.
And by the way, I hope we have a consumer leader like yourself
that will pursue those kinds of things. I think all of us want to en-
sure that when we have bad actors—and we do. I mean, that just
happens. We have bad actors from time to time that need to be
prosecuted.

Are you also with equal vengeance, though, sending out those
emails to people who know of borrowers who committed fraud, who
purposely turned in the wrong income statements and those kinds
of things? Are you going to be rooting out that kind of activity,
also?

Mr. COorDRAY. Well, we do not ourselves have criminal authority,
as you know, but we can make referrals. Over the years, when I
was Attorney General and at the local level, I saw bad conduct by
some businesses and I saw bad conduct by some individuals and
consumers. And in the real estate market, the flipping and other
types of scams and frauds involved, you know, both types of par-
ties.

Senator CORKER. So you are going to pursue both with venge-
ance? I have not received any of those emails yet, by the way, but
I look forward to receiving them.

I will just close with this. You know, both the Chairman and
Ranking Member brought up issues of cost. I do hope—I think one
of the concerns that people had with the agency being set up as it
was and not being concerned about the financial system itself. I do
hope you will pursue the aggregate cost of credit.
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I spent my life—I spent my civic life prior to being here focused
on issues relating to low-income citizens and that is really why I
am in the Senate today. I find that a lot of times when we think
we are doing something good as it relates to credit, what we actu-
ally do is limit credit for people who are less fortunate and have
lower incomes. I hope as you look at this, you will take that into
consideration, the aggregate cost of credit in general, especially as
to lower income, and I thank you for your service.

Chairman JOHNSON. Senator Akaka.

Senator AKAKA. Thank you very much. Good morning, Mr.
Cordray. Welcome to the Committee.

Mr. CorDRAY. Thank you.

Senator AKAKA. For the first time in history, we have an agency
with a singular consolidated mission, to provide a voice for the con-
sumers of our country, to protect consumers from the predatory
lending practices that contributed to the economic crisis from which
we are still recovering, and to empower and educate consumers to
make informed financial decisions. Mr. Cordray, I am very pleased
to welcome you here to this hearing and am confident that you will
make the Consumer Financial Protection Bureau a strong defender
for consumers. So I look forward to working with you.

Some Senators have expressed a view that eliminating the Direc-
tor of the Consumer Financial Protection Bureau and creating a
board instead would improve accountability. In my view, having a
single director responsible for the Bureau’s results promotes ac-
countability, efficiency, and effectiveness. The Government Ac-
countability Office has repeatedly emphasized the importance of fo-
cused sustained leadership to tackle complicated challenges.

Director Cordray, can you please discuss how, in your view, the
Bureau will be held accountable to the American people?

Mr. CorDRAY. Well, thank you, Senator. I think that we are held
accountable in the law in a number of ways. I have said, there are
different bodies and independent agencies that are structured in
different ways. Some have a board. Some have a board and a direc-
tor. Some have a director. There are examples of each and they all
can work well.

I do think that in our situation, the law that we are carrying out
provides for a single director. That means there is one person, in
this case myself, who sits here and is responsible to you to answer
your questions, and if I cannot give you a satisfactory answer, I am
responsible to go back and get that answer and bring it back to
you. There is no passing the buck. There is no, I would like to say
this but others might say something else, diffused responsibility. So
there is something to be said for that.

But the accountability here, as I said before, I think lies from our
Bureau to Congress. You are the ones who passed the laws that
give us the only authority we have to do anything. We are respon-
sible to you for how we carry out those laws. You can bring us here
to testify at any time. You can have us come to meetings and brief
your staff, as many of you have done, and we will listen closely to
you and try to make sure you know exactly what you need to know
about the work we are doing and have input into that work.

Senator AKAKA. Director Cordray, a Government Accountability
Office review of the Federal financial literacy efforts received sig-
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nificant attention last year. However, contrary to media’s inac-
curate reporting, GAO did not find evidence of overlapping duplica-
tion among the 56 programs and did not identify cost savings that
would result from consolidating financial literacy programs. Ac-
cording to GAO, this issue was examined by the previous Adminis-
tration, which found that each program was targeted to a specific
audience, such as students or veterans, and carried out by an agen-
cy with expertise for a given topic. As a result, GAO noted that
fragmentation of financial literacy efforts makes coordination es-
sential. Specifically, GAO recommended CFPB coordinate closely
with Treasury to clearly define financial literacy roles and activi-
ties to make the best use of resources.

My question to you is, what steps has the Bureau taken to ad-
dress this recommendation?

Mr. CorRDRAY. So that is a good question, Senator. It is critically
important that there be coordination. The law has provided that
there is the Financial Literacy and Education Commission called
FLEC and set up the Director of the Consumer Bureau to be the
Vice Chair of it, working with other agencies. But it goes beyond
just other agencies. There are a lot of nonprofits. There are a lot
of private sector banks and others who offer financial literacy ef-
forts. There is no need for us to reinvent the wheel.

When I was a State Treasurer in Ohio, we worked for financial
education in our schools and we eventually got a law passed that
changed it so that every high school student in Ohio now has to
have personal finance education before they can graduate. I think
that is a good model for the Nation. But there is lots of curriculum.
There is lots of material out there. A lot of it is very good material.
And if we coordinate with one another, we can save resources and
be more effective and more efficient. That is what I think the Fi-
nancial Literacy and Education Commission is intending to do and
that will be my approach to it as the Vice Chair.

Senator AKAKA. Thank you. Thank you very much, Mr. Chair-
man.

Chairman JOHNSON. Senator Johanns.

Senator JOHANNS. Mr. Chairman, thank you.

Mr. Cordray, thank you for being here with us today. Today, I
want to visit with you about some thoughts I have about your ap-
pointment, not necessarily to revisit that and stir that up, because
I think that is going to happen. I think there is going to be litiga-
tion that will make that happen. But in my mind, your being here
today raises some very fundamental questions about the Constitu-
tion, about the interrelationship of the President with Congress,
and ultimately, at the end of the day, the extent of your power in
this position.

Now, my views on this are not isolated views. Let me, if I might,
kind of set the stage here with some references to some people who
have served as United States Senators, some who I have great re-
spect for. Then-Senator Barack Obama, when a recess appointment
came out of the Bush administration, referred to recess appoint-
ments as the wrong thing to do. He referred to a recess appointee,
not necessarily that specific appointee, but a recess appointee as
damaged goods. That is his words. And then he referred to the situ-
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ation the country would find itself in and he said, quote, “We will
have less credibility,” because of that recess appointment.

The Majority Leader, Minority Leader at the time, described it
as an end run around the Senate and the Constitution. He called
it an abuse of power.

Senator John Kerry, again, a gentleman that I have worked with
and have a lot of respect for, referred to recess appointments as an
abuse of power of the Presidency.

Sometimes in this business, there is a certain amount of political
push and shove that goes on, obviously. I do not think that is what
they were talking about here. I think they were talking about gen-
uine issues of constitutional power.

Now, in your case, if we accept the premise of your validity in
this position, then we accept the premise that our ability to offer
advice and consent basically disappears because the President can
determine when we are in recess and when we are not in recess
and just appoint whomever, and then we do not have a constitu-
tional provision for advice and consent of the Senate.

Now, I have been through that process. I have a tremendous
amount of respect for that process. I think I benefited greatly and
I hope the country benefited greatly from me going through that
process and seeking a vote of the Senate. And I had no idea when
I started it whether I would win or lose.

Now, there is even a greater challenge here. We took the oppor-
tunity to do some research, and there are not a lot of cases out
there, as you might expect, on the issue of what impact does this
have on your power, but back in 1989 when Congress created the
Office of Thrift Supervision, there was a challenge to the Director,
and I want to read something to you. Judge Lamberth of the, I
think it was the U.S. District Court for the District of Columbia,
found that the company that was raising the challenge, and I am
quoting here, “was subject to regulation only by individuals with
legal authority to act.” He then goes on to say, “Because the Direc-
tor was not properly appointed, he has no power or right to exer-
cise the Director’s appointment powers than this court does,” and
then says Olympic has the ability to seek an injunction to restrain,
to stop the Director.

So not only do we have this constitutional issue, which I think
is fundamental to our power of advice and consent under the Con-
stitution, but if you are successfully challenged, would you agree
with me that your actions will be invalid during the time that you
are in this position?

Mr. CORDRAY. Senator, I do not know that I believe that is clear
cut one way or the other. It is also not clear cut by any means that
this is not a valid appointment. I believe it is. I have read the Jus-
tice Department’s opinion, which I thought was persuasive.

But in any event, I do take your point and your concern. I know
that you went through a confirmation process to become a cabinet
officer. Undoubtedly, you appointed numerous people when you
were Governor who went through confirmation processes. You are
very familiar with this process.

As you know, I was in this process. I was nominated in July,
came up, had a hearing here, met with many of you and appre-
ciated the opportunity to meet with you, and ultimately went to a
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vote. So I benefited by months of that experience and under-
standing over the course of it, the value of hearing from and having
input from the Senators who took the time to spend time with me
and give me their views about my appropriate role.

I have been appointed as Director. There may be issues about
that. I understand people have different points of view about that.
But I now have legal obligations I am supposed to carry out for this
Bureau. I am going to do that. We are going to continue to walk
straight ahead, one step at a time, trying to fulfill our legal respon-
sibilities, and that is, it seems to me, the best I can do at this
point.

Senator JOHANNS. I have run out of time, but I will wrap up with
this. I cannot imagine how anybody could maintain under the cir-
cumstances that your appointment and your service is valid. And
I cannot imagine, then, based upon the precedent that I see, how
the actions you are taking will be upheld, and I think that is a
very, very serious consequence for our Nation.

Thank you, Mr. Chairman.

Chairman JOHNSON. Senator Brown.

Senator BROWN. Thank you, Mr. Chairman.

I just, simply put, cannot believe we are still having this debate.
The job of—Richard Cordray’s job is so important. We know what
all kinds of people have said. The American Financial Services As-
sociation, a trade group for consumer lenders, said there is a recep-
tivity by the CFPB to learn that is very refreshing. They want to
get it right.

The American Bankers Association said the agency approach to
bank oversight was pretty good news. The Independent Community
Bankers called the process for refining model mortgage forms re-
freshing. It was clear, more to the point, and was a substantial im-
provement.

The CFPB had its banks audited by GAO, which found their fi-
nancial statements are fairly presented in all material respects.
There is strong, effective internal control over financial reporting.

The Acting Comptroller of the Currency, not exactly known for
his hostility to banks, has said last week that some attempts to
regulate the opaque over-the-counter derivatives market might be
an overreaction.

All of these speak to the focus of this agency and the effective-
ness of this agency, and that we are still having this debate—and
let us lay out some facts before people continue here to play this
inside baseball game that the country simply does not care about,
that President Obama has overstepped or overreached.

First of all, President Bush made 171 recess appointments. Presi-
dent Clinton made 139 recess appointments—eight years, I under-
stand. President Obama has made only 32 recess appointments,
and his recess appointments in large part are because one political
party, the other political party, has blocked time after time after
time even bringing these to a vote. We were not saying to my col-
leagues on the other side of the aisle, vote for Rich Cordray. We
were just saying, give him a vote. This is the first time, as I have
said in this Committee and on the floor a number of times, the first
time in American history, according to the Senate Historian, where
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a political party has blocked a nominee simply because they do not
like the agency.

So if the other side would get their way on this and that prece-
dent would stand, the next time there is a Commissioner appointed
for the FDA, are we going to say, we are not going to approve him
until we weaken food safety laws, as Senator Jack Reed has said?
Is that the way we are going to operate this place? We cannot oper-
ate this Government when one party says, we are not going to con-
firm somebody because we do not like the agency over which he—
which he will administer or regulate.

In the end, we know that the other side was simply doing the
bidding of Wall Street. That is what they have always done. That
iis what they are doing today. That is what they will continue to

0.

But this agency has important work to do. You can see already
their effectiveness, when people from whom you would not expect
compliments like that are saying those positive things.

So let us put that aside and talk about Rich Cordray, about what
the Consumer Bureau can do, as in my Subcommittee when Skip
Humphrey testified about what they are doing with seniors to pro-
tect seniors, and what Mrs. Petraeus, Holly Petraeus has talked
about, how we protect veterans. That is why these agencies are
here, not to score political points but to protect them against the
kind of financial service abuses that too many veterans, too many
seniors have been subjected to.

In my last minute or so, I would like to ask Mr. Cordray a ques-
tion. Every year, I invite college presidents from around Ohio,
about 55 or 60 of them, 2-year, four-year, private, public schools,
to come to Washington. We spend a day, day-and-a-half talking
about issues that affect them, whether it 1s their graduates finding
jobs, whether it is student loans, whether it is affordability gen-
erally, whether it is training scientists, all the things that our col-
leges and universities do so well.

One of the issues that we addressed most recently is the rising
cost and the strain that student loans are putting on middle-class
kids and working-class kids that graduate from college with far too
much debt. That is why I proposed the Private Student Loan Om-
budsman Office that was included in the CFPB. Mr. Cordray, tell
me what the Bureau has done to address the rising level of edu-
cational debt in the country. What are your future plans as you
begin to run this agency and figure out how to protect students in
these kinds of situations?

Mr. CORDRAY. Sure, Senator. First of all, you will be pleased to
know we have hired a terrific individual, Rohit Chopra, to serve as
that Private Student Lending Ombudsman in the agency.

We also have made student loans one of the focuses of our “Know
Before You Owe” project. We reached out to the Department of
Education, trying to work in partnership with those who are rel-
evant in the space, and we developed a Student Aid Shopping
Sheet which is now being promoted around the country to simplify
and clarify for young people and their families, who very often it
is the first time they have undertaken an obligation of this size and
magnitude and it is going to be critical to the future of that child
and their opportunities, exactly what they are getting into, exactly
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what the terms of their loans would be, the repayment terms, the
cost, their interest rate and the like.

And we are also working to further promote clarity around the
repayment terms of student loans. We have a calculator tool on our
Web site that people can use, young people who often do not appre-
ciate the difference between Federal student loans and private stu-
dent loans, to understand the difference in terms, to understand
the timing of repayment.

And we are going to look for more opportunities to try to posi-
tively affect this marketplace. It is too important for young people.
You and I both know many, many young people who could not get
a college education or any higher education, community college
with vocational training, if they did not have help and loans, and
they cannot get it from their family. And they need to understand
the choices they are making so that they can make good decisions
about their future. And the Bureau stands ready to assist and to
help this marketplace be clear and transparent for them.

Chairman JOHNSON. Senator Moran.

Senator MORAN. Mr. Chairman, thank you very much.

I had no intention of going down the path of your confirmation
process except I will now respond to my colleague from Ohio.
Whether or not Mr. Cordray was confirmed had no effect upon the
consequences of Dodd-Frank to Wall Street. And to suggest that at
least I had refused to confirm Mr. Cordray because of my protec-
tion of Wall Street, I find unfounded. And I cannot imagine that
there is not a constitutional issue about what Article II, Section 2
of the United States Constitution means when it says the President
can make appointments when the Senate is in recess. So that issue
is—certainly presents itself—I do not think it presents itself today.
It has presented itself or will present itself in court. I did not in-
tend to use this hearing as an opportunity to rehash this issue, but
I do want to respond to the gentleman from Ohio to indicate that
I simply disagree with his premise about those of us who found
fault, not with Mr. Cordray but with the confirmation, or the lack
of confirmation and the President’s appointment.

Mr. Cordray, I did not hear but understand that you responded
to Chairman Johnson about community banking and I appreciate
hearing that. I would indicate to you that in my short period of
time as a United States Senator, trying to get a regulatory environ-
ment in which community banks can lend money to creditworthy
borrowers has been a cause of mine, and it seems to me that the
regulatory environment in which they operate is oppressive and
uncertain. And so your suggestion about appointing an advisory
group of community bankers, of lenders to advise you, I certainly
do not disagree, would suggest that is valuable.

But I would only point out that at every opportunity in which I
have had to question witnesses from the OTC, the Treasury De-
partment, the FDIC, they have all done the same thing. They have
those advisory committees and yet the growth in regulations con-
tinue and the sense by community bankers that they are not un-
derstood still prevails. So I do not want to discourage you from
doing that, but please, at least from my perspective, understand
that that is probably not sufficient. It will depend upon your atti-
tude and approach.
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And then in that regard, before you respond, our small lenders,
community banks, credit unions, they need clarity, not only for
their own sake but for, in my view, the ability to grow the econ-
omy. I do think that there is a lot of reluctance on the part of many
small businessmen and women to make decisions because they do
not know what next is coming from Washington, D.C., what the
rules are going to be.

And in regard to financial institutions, the phrases that have
been around for a long time are pretty well understood—unfair, de-
ceptive. But the legislation that created your position has, to bank-
ers, to us, a new word called “abusive.” And my request of you is
that before you find something to be an abusive action by any fi-
nancial institution, that you take the full steps of defining what the
word “abusive” means beyond whatever in my view minor defini-
tions, lack of substantive definition there is to that word in the
Dodd-Frank legislation and would ask that you have an oppor-
tunity for public comment.

I have seen examples in just recent days in which financial regu-
lators have determined a practice that, until that point, was never
considered to be inappropriate, but then go ahead and criticize a
financial institution for that conduct. And so my request of you is
to do what due process requires, if nothing else, fairness requires,
define what “abusive” means before you find some practice to be
abusive.

Mr. CORDRAY. So thank you, Senator. We will be careful about
that. And to return to the issue of community banks and credit
unions, I have a track record on this. I was a State and local offi-
cial in Ohio. I have worked with the community banks and credit
unions in Ohio. They know me well. They have spoken to the fact
that they found me to be a pragmatic and listening person who
cared about and was mindful of their business model and how we
could preserve it.

I will say that the thing that hurt the community banks as much
as anything was not so much too much regulation of them as a
complete lack of regulation of many of their competitors in the
mortgage market who did not adhere to the same standards. Some-
times people would come in asking them for a loan that they knew
was irresponsible. They would say no, and they would see those
people go right down the street and get a loan from someone who
was not licensed or was not regulated and could just sell it on to
someone else, and therefore did not have to care whether it suc-
ceeded. They would be right about the loan, but it did not matter.
And they lost market share to those people. So our leveling the
playing field between the banks and nonbanks in the mortgage
market in particular is very important to protect the community
banks and credit unions.

Beyond that, we will be, as I have said, we will be mindful of
burdens we are imposing on them. We will listen closely to what
they tell us about the effects on their operations and we will do our
best to take account of that.

But the other thing that hurt the community banks and credit
unions as much as anything in our lifetime was the financial melt-
down, the credit crunch that toppled a bunch of community banks
and caused many of their loans to default because of the deep re-
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cession we suffered. If we could have headed that off by a more
sensible approach to these financial markets 10 years ago, commu-
nity banks and credit unions could have thrived. Their model, to
me, is the winning model. It is a customer service model. It is a
community oriented model. It is one that we want to preserve and
encourage, and that is my personal background and viewpoint on
it.

Senator MORAN. Mr. Cordray, thank you. It is—what you point
out is accurate and it is the community bankers who believe that
they, in most instances, had nothing to do in causing the problem
but yet still are in the bullseye for additional regulation.

My time has expired. I would only indicate that I am the Rank-
ing Republican on the Appropriations Subcommittee for Financial
Services, where we have responsibility for determining, at least ini-
tially, the appropriation for the SEC, the CFTC, the FDIC, the
Treasury Department. While you are not subject to our Subcommit-
tee’s jurisdiction—and I cannot speak for Mr. Durbin—I would in-
dicate to you a desire, a willingness to have conversations with you
about the appropriations process through the Federal Reserve and
your funding, if you are willing to visit with me.

Mr. CORDRAY. I would be glad to visit with you and glad to have
our staff come and speak to your staff and make sure you know ev-
erything you need to know about what we are doing. Yes.

Senator MORAN. Mr. Cordray, thank you.

Mr. CORDRAY. Thank you.

Chairman JOHNSON. Senator Merkley.

Senator MERKLEY. Thank you very much, Mr. Chair.

I thought I would focus on this issue of the remittance fee that
has come up. It is not addressed in any detail in your report. I as-
sume that is because your report was covering through December
31 and the rule was completed in January.

But I just want to state my understanding is that when people
seek to transfer money internationally, this rule says they need to
be told up front how much money is going to actually arrive, in
other words, no hidden fees, you see the full impact of the exchange
rate that is being assigned to it. And in addition, if the money does
not arrive or if the money that arrives is different than what the
person was told, there is a way to fix that. Is that the essence of
this rule?

Mr. CORDRAY. It is, Senator. If I could say, when you or I, and
I venture to say every one of the people who is sitting in this room,
when we write a check or we make a bank transfer or we use a
credit card, we are entitled to some basic consumer protections. We
expect that, we rely on it, and it is appropriate.

In this market, though, for people who send money overseas,
typically to loved ones—it is one of the most steadfast, loyal acts
I can imagine, people taking the little they have, dividing half of
it and sending some back to mothers and fathers left behind—they
are entitled to consumer protections, too, and that is what this rule
embodies.

Senator MERKLEY. Well, I think that this kind of rule is very
compatible with a competitive marketplace. That is, if I am seeking
to send money overseas but I cannot get a firm estimate of what
the fees are going to be, I have no way to compare vendors and,
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therefore, there is no—it rewards predatory practices. But with this
rule, it rewards the efficient provision of services to the economy.
Am I correct on that? It empowers the consumer to shop between
vendors.

Mr. CorDRAY. That is how I see it. That is how the Bureau sees
it, and I believe that is how Congress saw it, which is why it re-
quired us to adopt a rule of this sort.

Senator MERKLEY. Well, I appreciate that you have done so. I
hope in your next 6-month report we will see an initial evaluation
of the implementation. And if there are ways to make the enforce-
ment more cost effective, more efficient, certainly that will be ap-
propriate.

But I was getting some numbers on the cost of a $200 transfer.
Estimates are that the costs currently range from 3 percent to 13
percent. That is a 10-percent spread. Now, some of that may be a
difference in destinations, but some may be a difference in the em-
bedded exchange rates and practices of the vendors. Certainly,
within that 10 percent spread, the quarter that you referred to,
that is, one-quarter of 1 percent as on a $100 transfer, and it may
be a lower amount on a larger transfer since it is spread over the
costs of—enforcement is spread over a larger sum—it seems like a
small price to pay for creating a competitive marketplace and end-
ing predatory practice and creating fairness. And if somebody just
rips you off and never delivers the money, you have redress. It
seems like a very small price to pay for a fair and competitive mar-
ketplace that will produce all kinds of efficiencies that will offset
that fee.

Mr. CorRDRAY. That is the judgment I understand Congress to
have made. It seems like a reasonable judgment. Of course, our job
is to carry out the law regardless. But I do think that is right. And
as I said, we are further proposing to see if there is an appropriate
threshold we might set for community banks and credit unions that
do not do these transactions in the normal course of business. They
should not necessarily be subject to the same burdens, and we are
going to be considering that over the next several months.

Senator MERKLEY. When you speak of the same burdens, are you
speaking of kind of the enforcement strategies or are you speaking
of providing pricing up front, fair pricing? Would that also dis-
appear?

Mr. COrRDRAY. That is something we are going to try to consider,
what an appropriate threshold would be. I think that the protec-
tions for consumers, you know, the argument there is they should
be the same. But if there are very few transactions and there are
plenty of other places that consumers can go and we have made it
easier for them, as you say, to shop, which is very important in this
market, and as you say, it has not been a transparent market, it
has not been a market that has included shopping, then we may
well be able to exempt some of the smallest institutions that do not
need to do the same kind of compliance as larger institutions when
they are doing very, very few transactions.

Senator MERKLEY. Well, I certainly applaud you for this rule, for
fairness for American consumers, and the fact that you are setting
the rules of the road for an effective, competitive marketplace that
is so important in our capitalist system. I do hope in the next 6-
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month report we will see an analysis as you work to continue to
make it operate in the most effective manner.

I wanted to turn to page 28 in your report where you mention
that you are exploring an issue between the difference between
credit scores sold to consumers and those that are provided to lend-
ers. This is a new issue to me, one that I had not heard of. Can
you just kind of summarize how this came to light and what you
are exploring? Is this appropriate under the law? Why is there a
distinction, and so forth?

Mr. CORDRAY. So in the law, which, of course, is the authority
we have, there were two studies Congress asked us to do by last
summer. The first one had to do with remittance transfers and to
what extent that information could be used to help create credit re-
ports and credit scores for individuals who might not otherwise
have enough data to score them accurately.

The other one was we were asked to issue a report on the sort
of variations that people have seen but do not quite understand
among different types of credit scores. So, for example, when you
ask for your credit report and your credit score, you may get one
number from the credit reporting firm and yet when a bank or
some financial institution asks for the same data to sort of judge
what interest rate is appropriate to set for you, they may get a dif-
ferent set of data or it may be affected by the fact that you have
made the request. That may be taken into account in setting the
score. There are just lots of little things that were not well under-
stood that might affect us. So we

Senator MERKLEY. I am going to cut you off there because I now
recognize I am over my time. I will read your report.

Mr. CorRDRAY. OK.

Senator MERKLEY. I will be interested in understanding it.
Thank you.

Mr. CorDRAY. I will be happy to follow up with you or your staff.

Senator MERKLEY. Thank you, Mr. Chair.

Chairman JOHNSON. Senator Schumer.

Senator SCHUMER. Well, thank you, Mr. Chairman, and I want
to thank our witness for being here. I am happy to see he is ful-
filling his duties as first Director of this historic new Bureau, one
that I and several Members of the Committee fought hard for and
will be one of the lasting legacies of Dodd-Frank with a real chance
to directly impact the lives of virtually every person in America.

Mr. Chairman, I cannot help but note the fact that we had a
healthy attendance in Committee this morning and a healthy de-
bate with strong views on both sides of the aisle. I heard the com-
ments of my colleagues from Nebraska. There was a discussion last
week on the other side to consider a boycott of the hearing and a
few Members appear to have followed through on the boycott and
were absent from the hearing. But the plans of a mass protest ap-
pear not to have gone over with many Members on both sides of
the aisle, of course, including the other side, and that strikes me
as a good thing, but also an admission that continuing to hold this
nomination hostage until we agree to gut the Bureau that we just
passed, notwithstanding a few of the comments, for instance, of my
colleague from Nebraska, means that my colleagues have dialed
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down some of their opposition on this issue. It is a losing fight po-
litically for them.

Many on the other side, wisely, do not want to continue the fight
because they know it is on the wrong side of consumers, and the
bottom line is we need an agency to guard the rights of consumers.
I learned over my years in trying to simply get credit card disclo-
sure, even though the Fed had the best of intentions, they were so
busy with so many other things that they never got around to
doing it. It took me 10 years to get disclosure, and then it had all
the intended effects of bringing interest rates down.

And so I want to thank my colleagues, and he is not here now,
but particularly my friend from Tennessee. I read his comments
last week suggesting that other Members should give up on the
idea of mass reprisals over the installation of you, Mr. Cordray.
Mr. Corker said, quote, “I do not think anybody is going to consider
that to be a very astute or intelligent thing to do,” and I agree with
my friend from Tennessee and appreciate his remarks.

We need to discuss these issues. We do not expect all to have the
same views. But the idea of how to protect consumers should be on
the table. The only way it can fully be on the table is with Mr.
Cordray in his position. The President had no choice but to do what
he did because we can no longer have agencies close down, not be-
cause people disagree with the views of the nominee or the ethics
of the nominee or anything else, but simply because they do not
want the agency to exist or have any functioning, and we all know,
without a chair, you could not do many of the things that we have
to do in terms of issues like payday lenders and mortgage brokers
and abusive credit card practices.

So these are vital issues to the American people. It makes no
sense for Senators to go AWOL on these consumer issues. I wel-
come the debate that we could have here. Let us move on. Mr.
Johanns is right. The courts will decide this. I believe they will de-
cide that the agency is constituted properly. I believe they will see
that when you just try to block a nominee for the sake of blocking
a nominee, you do not get anything done.

I hope we can end this idea of a boycott. I think the attempts
to boycott by dug-in opponents are losing steam and I hope we can
get on with the debate. People are tired of obstructionism for the
sake of obstructionism, and everyone on both sides of the aisle, no
matter how strong their views, participating in this morning’s
hearings understand that. I hope as the years go on we are able
to convince our colleagues that it would be better to rejoin the de-
bate on the playing field rather than just take their ball and go
home, particularly on such an important issue.

So that was my statement. I appreciate your being here, Mr.
Cordray, and look forward to working with you to bring consumers
some rights.

Mr. CorDRAY. Thank you.

Chairman JOHNSON. Senator Hagan.

Senator HAGAN. Thank you, Mr. Chairman, and welcome to the
Committee, Mr. Cordray. I, too, am pleased that you are here with
us today.

I wanted to ask about—well, much of the debate over the ability
to repay rule under Dodd-Frank seems to center on whether the
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qualified mortgage should either be a safe harbor or rebuttable pre-
sumption, and the concern has been expressed that a rebuttable
presumption will present an uncertain legal standard that will re-
sult in overly cautious underwriting and less consumer access to
credit. Can you share with me your views on the safe harbor rebut-
table presumption?

Mr. CORDRAY. Sure. So the ability to repay rule, as you know and
as you mentioned, is one of the rules Congress has required us to
adopt to try to fix what were seen as—and what were—irregular
problems in the mortgage market. I mean, you would think that
you would not really need to have a rule where the lender pays at-
tention to whether the borrower will be able to repay the loan——

Senator HAGAN. Right.

Mr. CORDRAY. before making a loan, but securitization prac-
tices and other things created misaligned incentives in that mar-
ket. So we are to adopt that rule.

It is one of the issues that we have heard maybe most about with
respect to that rule thus far, and we are not even to the proposed
rule stage, although it is a rule we are going to be working on over
the course of this year. We have a statutory deadline at the begin-
ning of next year. It intersects with some other rules that others—
another rule that other agencies are writing, so we know that we
need to move it along and yet at the same time be careful.

One of the things we have heard most about from institutions is
they would like to see this rule, whatever the criteria are, have
some sort of safe harbor so that it would not create litigation issues
and uncertainties for them as opposed to a rebuttable presumption.
There are others who take a different point of view on that. It is
something that we have received, I would say, hundreds if not
thousands of comments on already and we are going to be looking
at it carefully and trying to weigh those issues.

I do not have an outcome for you today. As I said, we do not even
have a proposed rule at this point. But it is something that is very
much on our minds and we will appreciate any input or thoughts
that you and your staff want to give us as we go forward with this.

Senator HAGAN. Well, we will continue the dialogue on that.

Mr. CORDRAY. Yes.

Senator HAGAN. Thank you. And I do want to echo the concerns
that have been raised today already about the issue of financial lit-
eracy, and I applaud your efforts, and Senator Akaka had men-
tioned it, too. I, too, was very—have always been concerned about
the lack of financial literacy being taught to our students. When I
was in the North Carolina Senate, I also required that students get
that. I think it is just a sound basis that you need to get by in the
world today. You have to understand debt.

With that, I was also pleased that the CFPB recently released its
examination procedures for payday lenders. It appears there are a
handful of banks making high-cost payday loans directly to their
customers. The Center for Responsible Lending has indicated that
these loans are marketed as short-term but often keep customers
in debt for an average of 175 days a year, which is an average of
16 payday loans per year. And I understand the rate is somewhere
over 300 percent.
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Can you say a little more about what the CFPB is doing to ad-
dress this sort of sustained use of payday loans?

Mr. CORDRAY. Yes, Senator, and as I had mentioned earlier, this
was the subject of the first field hearing that the Bureau conducted
in Alabama recently, and the examination procedures that you
have mentioned, we have put out, they apply equally to nonbank
payday lenders and also to banks that may be now offering a prod-
uct that is similar to a payday loan in a number of respects, often
called a deposit advance or some sort of nomenclature around that
phrase. We will have the same issues and the same concerns about
any of the products in this realm.

There is a legitimate need, and we heard a lot about it at our
field hearing, for short-term credit availability for people, whether
they are banked and have bank accounts or are unbanked. There
are also a variety of products that are offered. It includes pawn
brokers. It includes car title loans. There are lots of different prod-
ucts, some of which have some real advantages, some of which
have some real disadvantages. And one of the things we are going
to be trying to do is assess those products and make judgments
about whether they are in compliance with the law or not.

But we also would like to see a robust competition in this realm.
I mean, small-dollar loans are needed by people. In a different era,
and maybe in some places still now, they would go to loan sharks.
It was dangerous as well as being difficult. Nobody wants that. We
want to have products be available. We want them to be products
that help consumers and not harm consumers.

There is a lot of thinking that some of the banking products may
be able to be offered on more favorable terms because there may
be less risk when they are dealing with their own known cus-
tomers. But we are at the beginning of this. We will see over time
how that develops.

Senator HAGAN. Do you have a timeframe?

Mr. CORDRAY. I do not.

Senator HAGAN. OK. All right.

Mr. CORDRAY. Yes. I do not.

Senator HAGAN. One other question. One practice I am concerned
about is the manipulation of the order in which checking account
transactions are posted for overdraft purposes. Consumers consist-
ently state that they do not want their transactions posted highest
to lowest. Is this the sort of practice the CFPB will be taking a look
at?

Mr. CORDRAY. It is.

Senator HAGAN. OK. Thank you, Mr. Chairman.

Chairman JOHNSON. The APA requires certain levels of public
participation in the rulemaking process. I am pleased to continue
to hear comments from stakeholders that the Consumer Bureau
has gone beyond that. Would you please describe the process that
the Bureau is following and how it improves your rulemaking.

Mr. COrDRAY. I am sorry, Mr. Chairman. I kind of lost the
thread of your question as I was taking notes.

Chairman JOHNSON. The APA requires certain levels of public
participation in the rulemaking process. I am pleased to continue
to hear comments from stakeholders that the Consumer Bureau
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has gone beyond that. Would you please describe the process that
the Bureau is following and how it improves your rulemaking.

Mr. CorDRrRAY. OK. Thank you, Mr. Chairman. And actually,
similar to the questions we were addressing back and forth to Sen-
ator Shelby, there are certain requirements in the law as to how
we go about rulemaking and we obviously are bound to fulfill all
those requirements.

It includes a very robust notice and comment process. So we
issue a proposed rule. Then we get notice and comment, sometimes
from—it depends on how many people are interested. Sometimes a
few dozen individuals, sometimes thousands or tens of thousands
of individuals, as with our “Know Before You Owe” mortgage form
consolidation project. We are required by law to sift through those
comments, to weigh them, to evaluate them, to consider the pros
and cons, to address them in our rulemaking process, and then to
develop a final rule.

Some of the things we have tried to do—and again, the “Know
Before You Owe” is the most outstanding example of this because
mortgage markets are the most important market by dollar figures
for consumers—is to aggressively go out and seek lots of comment,
even before we have proposed a rule. We are not required by law
to do that, but we knew it would help us do a better job if we were
hearing from people before we even put out a proposed rule. We
have done a lot of consumer testing and there are apparently pro-
cedures and processes that researchers are familiar with that give
you a better sense, not just your judgment about how things really
are, but how people actually respond in fact to these things and to
different terminologies and to a shorter form and the like.

We are also going to be trying to continue to use technology so
that our rules and our proposals and the issues that we are ad-
dressing are out there. We are going to encourage people to partici-
pate through our Web site and through other means. And we are
going to be continuing to try to press the envelope for how we can
use modern technology to encourage broader participation, there-
fore, broader perspectives, therefore, more insight on our rules, not
just from consumers affected by the rules but from the industry
participants who are affected in their operations by our rules be-
cause it needs to work for both sides. And I think it is very inter-
esting, the work being done by the Bureau, and we hope that it will
continue to be on the cutting edge.

Chairman JOHNSON. In a response to a question I asked your
agency, a colleague of yours wrote that the CFPB would provide ro-
bust safeguards for consumers and clear guidance for financial
service providers without imposing undue burdens. Will the CFPB
fully consider the cost and benefit to your rules, ensuring that you
take a spartan, streamlined regulatory approach while protecting
consumers?

Mr. CORDRAY. Mr. Chairman, we are required by law, and not
just by the APA but specifically in our law, to consider the burdens,
costs, and impacts of any rule that we are developing. We take that
seriously, not only because it is the law but because it is good pub-
lic policy. We intend to, and that is why I am setting up some advi-
sory panels to hear broadly from the financial industry about how
our proposals may affect them and how they may actually work in
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practice at the same time that we are hearing from consumers and
groups from across the country about what benefit it might bring
to the consumer public.

As I mentioned, we have inherited a lot of rules that we did not
write and we have the opportunity to go back and think afresh
about them, and there may be occasions where we can streamline
those rules, losing no benefit to consumers and reducing the bur-
dens on financial providers. We hope and expect to be able to do
that.

Chairman JOHNSON. Senator Shelby.

Senator SHELBY. Thank you.

Mr. Cordray, I will try to move on. You have been very patient
here today, but I have got several questions.

We have heard that there is some concern that documents sub-
ject to the attorney-client privilege that are turned over to the Bu-
reau will not remain privileged. But under the current law, privi-
leged documents remain privileged when they are given to the Fed-
eral Reserve Board, the Office of the Comptroller of the Currency,
and the FDIC, on which you serve as a member of the Board. The
drafters of Dodd-Frank did not include the Bureau in this law,
which is troubling. Would you support an amendment that would
apply the same privilege protection for documents given to the Bu-
reau as currently exists for documents given to the other Federal
banking regulators, and if not, why not?

Mr. COrRDRAY. Yes, we would support an amendment to correct
what we believe was an oversight.

Senator SHELBY. OK.

Mr. CORDRAY. I have told the banking trade associations that
and we are happy to work with them and you to get that fixed.

Senator SHELBY. Thank you.

Senator Moran brought up abusive, the definition of “abusive,”
the word and so forth. During the discussions that led to Dodd-
Frank, it became clear that some people wanted to ban some
nonbank products and services. Are there any particular products
that exist now that you would ban, or is this too early? Is it pos-
sible for an identical product to be abusive for one consumer and
not for another? Is that possible, and how would you make that de-
termination if you saw that?

Mr. CORDRAY. So let me try to address both those questions.
First, I do not think in terms of banning products. I mean, that is
not how the statute speaks for us.

Senator SHELBY. Mm-hmm.

Mr. CORDRAY. It talks about us addressing unfair, deceptive, and
abusive acts or practices——

Senator SHELBY. OK.

Mr. CORDRAY. which I think is maybe a better way to look at
it. In terms of whether:

Senator SHELBY. So you do not think you will be in the business
of trying to ban products, but to make things stronger and more
transparent and so forth for the consumer?

Mr. CorRDRAY. That is the approach and the vantage point I take
on it, Senator, yes.

Senator SHELBY. OK. Basel—by virtue of your position on the
FDIC Board of Directors, you will have to make some important
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decisions about the Basel capital regime. Both Basel III and the
Dodd-Frank Act eliminate tier one capital treatment for trust pre-
ferred securities. While Dodd-Frank provides a measure for
grandfathering trust preferred securities for small banks with as-
sets of less than $15 billion, Basel III has no such exception. Be-
cause many small banks have trust preferred securities, this issue
will impact banks in their communities throughout the country.

How do you plan to resolve the divergent approaches for small
banks taken by Dodd-Frank and Basel III? Have you gotten into
that yet? And would you give your views on Basel III, including
whether it effectively prevents another economic crisis and pre-
vents banks from being undercapitalized? You know, the whole
thrust is for banks to have more capital, which makes sense to me,
and also to have liquidity, which makes a heck of a lot of sense.

Mr. CorDRAY. Yes. I do think that the recapitalization of the
banks and the provisions that we have made domestically here in
the United States as well as what Basel is trying to accomplish are
healthy to the overall system. The American banks now have more
capital that they are keeping on hand than European banks by
comparison, for example.

Senator SHELBY. But perhaps not enough, huh?

Mr. CorDRAY. Well, that is a hard thing to measure in the ab-
stract

Senator SHELBY. I know it is.

Mr. CORDRAY. and people are working on it. I am now a
member, as you said, of the FDIC Board. I have great colleagues
on that Board. They have been working with me to get up to speed
on these issues. I also happen to be fortunate because the Deputy
Director of the Bureau, Raj Date, who has been up here to testify,
is a banking expert in both investment banking and commercial
banking and he is working with me on these issues. So we will ad-
dress them as they come, but these are fascinating and important
issues, not just to this country but for the world, and we want to
make sure that our banking system is strong. I know you want
that. We want that, as well.

Senator SHELBY. Mr. Cordray, do you know of any financial insti-
tutions you can recall that have been well capitalized, well man-
aged, and well regulated, and have failed?

Mr. CorDRAY. I think that only happens, Senator, when there is
some extreme dislocation in the country at large. That may have
happened——

Senator SHELBY. That would be very unusual, would it not?

Mr. CorDRAY. Yes. I would say the Great Depression and then
the financial meltdown we just suffered through in 2007-2008.
That may have happened to some banks that did not deserve it.

Senator SHELBY. The Washington Post recently reported that a
program by the District of Columbia government and local commu-
nity groups to subsidize mortgages for first-time homebuyers in the
District of Columbia resulted in mortgages that many buyers could
not afford. I know they meant well, but the article found that near-
ly one in five borrowers participating in the D.C. program are now
behind on their mortgage payments.

Do you believe that the lending practices used by nonprofit enti-
ties, although meaning well, that help put consumers in mortgages
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they cannot afford are within your purview, and are you looking at
this particular program, because I am not saying it is abusive, but
maybe it is a lack of—I do not know how you define all that, but
lack of judgment, because you want to help people but sometimes—
if one out of five are failing, they have got to be reviewed. Is that
part of your deal or is that not in your purview?

Mr. CorDRAY. That is the first time the program you mentioned
has come to our attention——

Senator SHELBY. Sure. Well, it was——

Mr. CORDRAY.——and it may be a local, D.C. program. But I will
say, we had a lot of problems in the mortgage market in the last
decade. We had a lot of practices that, in retrospect, were not very
sustainable even though, as you say, many of them were well in-
tentioned, although some of the practices out there were not well
intentioned at all. They were just fraud and greed.

But we need to be careful about what we are doing. I know the
Congress is now requiring us to do a number of things to try to
clean up practices in the mortgage market. We take that role very
seriously and we will continue to be glad to have your input and
counsel as we do that work. And as you are hearing from your con-
stituents, we are often hearing from many of the same people, but
that helps us with our perspective.

Senator SHELBY. Thank you. Thank you, Mr. Chairman.

Chairman JOHNSON. I would note for the record that Senator
Reed of Rhode Island would have been with us today but he is
away at a funeral.

Mr. Cordray, I thank you for your testimony today and for your
willingness to serve our Nation. Regardless of whether one agrees
with the President’s decision to recess appoint Richard Cordray,
the fact of the matter is that he is now Director of the CFPB. It
is time for us all to put politics aside and work together to protect
American consumers and foster a strong and fair consumer finan-
cial marketplace.

This hearing is adjourned.

[Whereupon, at 11:50 a.m., the hearing was adjourned.]

[Prepared statements, response to written questions, and addi-
tional material supplied for the record follow:]
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PREPARED STATEMENT OF RICHARD CORDRAY
DIRECTOR, CONSUMER FINANCIAL PROTECTION BUREAU *

JANUARY 31, 2012

Holding the CFPB Accountable: Review of the First Semi-Annual Report

Chairman Johnson, Ranking Member Shelby, and Members of the Committee, I
want to thank you for this opportunity to present the first “Semi-Annual Report of
the Consumer Financial Protection Bureau” detailing the Bureau’s accomplishments
in its first 6 months.

Before I became Director, I promised Members of Congress in both chambers and
on both sides of the aisle that I would be accountable to you for how the Consumer
Bureau carries out the laws you enact. I said that I would always welcome your
thoughts about our work. I stand by that commitment. I am pleased to be here with
you today to tell you about our work and to answer your questions.

The people who work at the Consumer Bureau are always happy to discuss our
work with the Congress. This is the 13th time that we have testified before either
the House or the Senate. And my colleagues and I look forward to working closely
with you, with the businesses who serve their customers in the consumer finance
markets and with the millions of American consumers themselves.

I am honored to serve as the first Director of the new Consumer Bureau. I am
energized and inspired by the many talented people who work at the CFPB, and
I am driven by the challenges and responsibilities of our mission to protect Amer-
ican consumers.

Our mission is of critical importance to making life better for Americans. Con-
sumer finance is a big part of all our lives. Mortgages allow people to buy a home
and spread the payments over many years. Student loans give young people with
talent and ambition the access to a college education. Credit cards give us imme-
diate and convenient access to money when we need it. These products enable peo-
ple to achieve their dreams. But as we all have seen in recent years, they also can
create dangers and pitfalls if they are misused or not properly understood.

During my years in State and local government I became deeply engaged in con-
sumer finance issues. I saw good people struggling with debt they could not afford.
Sometimes those people made bad decisions they came to regret. Sometimes an un-
expected event—like a loved one getting sick or a family member losing a job—over-
whelmed even their most careful planning. Still other times, I saw unscrupulous
businesses who obscured loan terms or engaged in outright fraud, causing substan-
tial harm to unsuspecting consumers and even ruining their lives and devastating
their communities.

I am certain that each one of you hears every day from your friends, your neigh-
bors, and constituents in your district who have these kinds of stories to tell. These
people do not want or expect any special favors. They just ask for a fair shake—
and a chance to get back on track toward the American Dream.

One of our primary objectives at the Consumer Bureau is to make sure the costs
and risks of these financial products are made clear. People can make their own de-
cisions, and nobody can or should try to do that for them. But it is the American
way for responsible businesses to be straightforward and upfront with their cus-
tomers, giving them all the information they need to make informed decisions. That
is good for honest businesses and good for the overall economy. A particular quote
caught my eye recently, which embodies this view: “Free men engaged in free enter-
prise build better nations with more and better goods and services, higher wages
and 3 higher standards of living for more people. But free enterprise is not a hunt-
ing license.” That was Governor Ronald Reagan in 1970. I agree with what he said,
and it is a view widely shared by the people who work with me at the Consumer
Bureau.

So another key objective is making sure that both banks and their nonbank com-
petitors receive the evenhanded oversight necessary to promote a fair and open mar-
ketplace. Our supervisors will be going onsite to examine their books, ask tough
questions, and fix the problems we uncover. Under the laws enacted by Congress,
and with a director now in place, we have the ability to make sure this is true
across all financial products and services.

The Consumer Bureau will also make clear that violating the law has con-
sequences. Through our field examiners, our direct contact with consumers and
businesses, and our highly skilled researchers, we have multiple channels to know

*The views expressed in this testimony are those of the Director, and do not necessarily re-
flect the views of the Board of Governors of the Federal Reserve or the President of the United
States.
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the facts about what is happening in the marketplace. We plan to use all of the tools
available to us to ensure that everyone respects and follows the rules of the road.
Where we can cooperate with financial institutions to do that, we will; when nec-
essary, however, we will not hesitate to use enforcement actions to right a wrong.

As we move forward with our work, we need to hear directly from the consumers
we protect and the businesses who serve them. We do this on our Web site,
consumerfinance.gov, where consumers are able to tell us their personal stories. We
also make a point to get out of Washington regularly and hear from people first-
hand. Thus far we have held town hall meetings in Philadelphia, Minneapolis,
Cleveland, and a field hearing in Birmingham. We are hearing from thousands of
Americans about what works and what does not. We are listening closely, and we
hope that many of you will join us at these events when we come to visit your com-
munities.

Accomplishing our mission will take time. But, as you can see from our semi-an-
nual report, we are already taking important steps to improve the lives of con-
sumers.

Thank you. I look forward to your questions.



RESPONSE TO WRITTEN QUESTIONS OF SENATOR SHELBY
FROM RICHARD CORDRAY

Q.1.a. During the hearing, I stated that by virtue of your position
on the FDIC board of directors, you will have to make some impor-
tant decisions about the Basel capital regime. Both Basel III and
the Dodd-Frank Act eliminate Tier I capital treatment for trust-
preferred securities. While Dodd-Frank provides a measure that
grandfathers trust-preferred securities for small banks with assets
of less than $15 billion, Basel III has no such exception. Because
many small banks have trusts-preferred securities, this issue will
impact small and community banks throughout the country.

How do you plan to resolve the divergent approaches for small
banks taken by the Dodd-Frank and Basel ITI?

A.l.a. To the extent that my position on the FDIC board of direc-
tors requires me to take a position on this matter I will do so at
the appropriate time and after full consideration of the relevant
issues.

Q.1.b. Please give your overall views of Basel III, including wheth-
er it effectively prevents another economic crisis and prevents
banks from being undercapitalized.

A.1.b. During the crisis, many market participants and observers
viewed the capital and liquidity resources of a number of our Na-
tions’ largest banking organizations as insufficient. Basel III is a
significant strengthening of risk-based capital requirements, as it
tightens the definition of capital and increases capital require-
ments. It also includes a new regulatory liquidity requirement. Cer-
tainly no single tool can be a panacea for preventing all future cri-
ses, but experience suggests that a well-capitalized and liquid
banking system will be better positioned to ride out periods of fi-
nancial stress and serve as an engine of growth for the economy.
I am hopeful that the new framework will work as intended to
strengthen the resilience of the banking system.

Q.2.a. During the hearing, you were asked about an amendment
sponsored by Senators Brown and Kaufman, which would have lim-
ited the size of banks. Under the amendment, no bank would have
been permitted to hold more than 10 percent of the total amount
of insured deposits and a limit would have been placed on non-
deposit liabilities of each bank at 2 percent of GDP. This amend-
ment would have ensured that the failure of a single financial in-
stitution would not bring down the entire system. I supported this
amendment. As part of your role as a boardmember of the FDIC
and the Financial Stability Oversight Council, your opinion on this
issue is of particular importance. During the hearing you indicated
that you had not yet had an opportunity to form an opinion on this
issue.

(35)
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Now that you have had more time to consider this issue, do you
support limiting the size of banks as proposed by the Brown-Kauf-
man amendment?

A.2.a. The Brown-Kaufman amendment to Dodd-Frank to prevent
bank-holding companies from controlling more than 10 percent of
total insured deposits and limit nondeposit liabilities controlled by
each bank-holding company to 2 percent of GDP failed by a 33—61
vote. While I share your concerns about the increasing concentra-
tion of capital in the financial sector, Congress determines the tools
the regulators have to manage risk and protect consumers. The
CFPB is committed to implementing and enforcing existing law in
this regard to the best of our ability.

Q.2.b. If not, what steps would you take to ensure that banks are
not too big to fail?

A.2.b. The Dodd-Frank Act gives financial regulators important au-
thorities to enhance financial stability and to manage the regu-
latory challenges posed by large, complex, systemically important
financial institutions (SIFIs). The Dodd-Frank Act also provides for
a new SIFI resolution framework that includes an orderly liquida-
tion authority and a requirement for SIFIs to submit resolution
plans that demonstrate how they can be resolved through the
bankruptcy process. These changes give regulators better tools to
manage the potential risks and failure of complex financial institu-
tions. A credible capacity to place a SIFI into an orderly resolution
process is critical to subjecting these companies to meaningful mar-
ket discipline.

I am aware that the FDIC is working diligently to implement
provisions of the Dodd-Frank Act that provide additional oversight
and resolution authority for SIFIs, and I am pleased to participate
in this effort as a member of the FDIC’s Board. Successful imple-
mentation of the Dodd-Frank Act will represent a significant step
forward in providing a foundation for a financial system that is
more stable and less susceptible to crises in the future, and better
prepared to respond to future crises.

Q.3.a. During the hearing, I mentioned that a program by the D.C.
government and local community groups to subsidize mortgages for
first-time home buyers in D.C. resulted in mortgages that many
buyers could not afford. A Washington Post article found that near-
ly one in five borrowers participating in the D.C. program are now
behind on their mortgage payments. You stated that the hearing
was “first time the program you mention has come to our atten-
tion.”

Do you believe that the lending practices used by nonprofit enti-
ties that help put consumers in mortgages they cannot afford are
within your jurisdiction?

A.3.a. The CFPB generally has jurisdiction over entities that offer
or provide consumer financial products or services, including non-
profit entities, except to the extent that the consumer financial pro-
tection statutes that the Bureau enforces have carve-outs for non-
profits. In particular, the CFPB enforces the Truth in Lending Act
and the Consumer Financial Protection Act. In addition, the CFPB
encourages consumers and whistleblowers to contact the CFPB if
they believe a lender has violated these laws, regardless of whether
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the entity is nonprofit or for-profit. This response does not refer to
or comment on the program referenced in your question.

Q.3.b. Will you look into this particular program?

A.3.b. It would be inappropriate for the Bureau to publicly com-
ment on contemplated supervisory actions or enforcement plans.

Q.3.c. What steps can the Bureau take to ensure that assistance
provided by nonprofit entities does not result in borrowers obtain-
ing mortgages they cannot afford?

A.3.c. Among other things, the CFPB is currently working on final
regulations to define a standard for determining a consumer’s abil-
ity to repay a mortgage loan, as required by Section 1411 of the
Dodd-Frank Act. This rule will require that lenders make a “rea-
sonable and good faith determination based on verified and docu-
mented information that, at the time the loan is consummated, the
consumer has a reasonable ability to repay the loan.”

Q.4.a. Section 1100G of the Dodd-Frank Act requires the Bureau
to convene a panel a Small Business Advocacy Review panel before
publishing a proposed rule with an Initial Regulatory Flexibility
Analysis. Through the Small Business Advocacy Review panel the
Bureau will meet with representatives of small entities and will
offer an opportunity for those representatives to provide advice and
recommendations on regulatory alternatives to minimize the bur-
den on small entities. You have stated that the first time you will
convene the small business panels will be this summer, before you
propose a rule on the streamline of the RESPA and TILA mortgage
disclosures. However, you have also indicated that you will be pro-
posing your “larger participant” rulemaking shortly.

Will a Small Business Advocacy Review panel be convened for
the “larger participant” rulemaking?

A.4.a. The CFPB did not convene a Small Business Advocacy Re-
view panel before issuing its first proposed larger participant rule.
In the notice of proposed rulemaking, the CFPB certified that the
proposed rule would not have a significant impact on a substantial
number of small entities (SISNOSE), and thus did not require an
Initial Regulatory Flexibility Analysis. Consequently, the convening
of a Small Business Advocacy Review panel was not required.

The CFPB determined that the proposed rule would not result in
a SISNOSE because, among other things, the thresholds for being
defined as a larger participant in the consumer debt collection and
consumer reporting markets are more than $10 million and $7 mil-
lion in annual receipts, respectively. Thus, firms meeting the defi-
nition of a larger participant in either of these markets will not be
small businesses under the applicable Small Business Administra-
tion size standard of $7 million in annual receipts for these indus-
tries. While there may be rare circumstances in which a small busi-
ness may be subject to supervision under this rule, such instances
would not result in a SISNOSE.

Q.4.b. If so, who will be the small business representatives for the
“larger participant” rulemaking panel?

A.4.b. The CFPB did not convene a Small Business Advocacy Re-
view panel for the proposed larger participant rule because the
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CFPB has certified that the proposal would not result in a
SISNOSE.

Q.4.c. In general, how will you select the small business represent-
atives for the Small Business Advocacy Review panels?

Ad.c. The CFPB, in consultation with the Small Business Admin-
istration’s (SBA) Chief Counsel for Advocacy, selects small business
representatives to consult with and provide recommendations for
the panel. Using the definitions and size standards set forth in the
Regulatory Flexibility Act, the CFPB first determines the industry
sectors and types of small entities that are likely to be directly sub-
ject to the requirements of the rule under development. Next, the
CFPB develops a list of potential representatives of affected small
entities to provide recommendations to the panel about the poten-
tial economic impacts of the proposed rule. The CFPB typically con-
siders representatives it has identified through its general outreach
efforts as well as through suggestions from trade associations and
other external industry organizations, consumer groups, and/or the
SBA. The CFPB then submits its proposed list of potential small
business representatives to the SBA’s Chief Counsel for Advocacy.
The final small business representatives are designated by the
CFPB after consultation with the SBA.

Q.4.d. Have you developed protocols or policies for the Small Busi-
ness Advocacy Review panels? If so, please provide a copy of these
protocols or policies to the Committee. Will these protocols or pro-
cedures substantially differ from those of the EPA or OSHA? If so,
please describe why and how your protocols or procedures will dif-
fer. If you have not yet developed any protocols or policies, when
will your protocols and policies be final?

A.4.d. The CFPB conducts Small Business Review Panels in ac-
cordance with the requirements of the Regulatory Flexibility Act
(RFA). The CFPB has also developed a “Fact Sheet” on the Small
Business Review Panel process. The fact sheet is available on the
Bureau’s Web site at consumerfinance.gov and is attached as Ap-
pendix A to this document.

The CFPB has consulted, and will continue to consult, with other
agencies involved in the Small Business Review Panel process (e.g.,
EPA, OSHA, SBA and OMB) as it implements the RFA’s statutory
requirements for the review panels.

Q.4.e. Which rules that will be promulgated by the Bureau, if any,
will not undergo a Small Business Advocacy Review panel?

Ad.e. The Regulatory Flexibility Act, as amended, identifies the
types of rules for which a Small Business Review Panel is required.
Generally, the RFA applies only to rules for which a notice of pro-
posed rulemaking is required by the Administrative Procedure Act,
or “any other law.”! When developing a proposed rule subject to the
RFA, the CFPB is required to convene a Small Business Review
Panel prior to issuing the proposal unless the CFPB certifies that
the rule will not, if promulgated, have a SISNOSE. Accordingly,
the CFPB is not required to convene Small Business Review Panels
for proposed rules that are not subject to the RFA or for proposed

1See 5 U.S.C. §§ 601(2), 603(a), 604(a), 609(a).
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rules that are subject to the RFA but the Director certifies will not
have a significant economic impact on a substantial number of
small entities. The CFPB also is not required to convene a Small
Business Review Panel where another agency, such as the Federal
Reserve Board, issued a rule proposal which was later inherited
and finalized by the CFPB.

The CFPB intends to convene a Small Business Review Panel for
the TILARESPA mortgage disclosure integration rulemaking. We
have not yet reached a formal determination on whether a Small
Business Review Panel will be convened for other proposed rules
subject to the RFA that are under development.

Q.4.f. Will you carry out any actions with respect to nondeposi-
tories before the “larger participants” rulemaking is final? If so,
please describe.

A.4.f. The CFPB will not conduct supervisory actions under the ini-
tial larger participant rule until the rule is effective. Before that
date, however, the CFPB may undertake supervisory activities,
such as examinations or requests for reports, in connection with
nonbanks that are otherwise subject to the CFPB’s supervisory au-
thority. This could include, for example, nonbank companies in the
mortgage, payday lending, and private education lending markets
subject to the CFPB’s authority. Finally, the CFPB may undertake
enforcement actions or rulemakings that affect nonbanks before the
effective date of the initial larger participant rule.

Q.5.a. You have said that the Bureau’s supervisory program of
nonbanks will be based on multiple factors. One of those factors is
“the extent of State oversight for consumer financial protection.”
This presumes that some States provide more oversight than other
States in terms of consumer financial protection.

Which States provide the most oversight in the areas of mortgage
lending and payday lending?

A.5.a. In determining whether and how to supervise particular
nonbanks, the CFPB will consider a number of factors that focus
on risk, including the extent of State oversight.

The CFPB launched its nonbank supervision program in January
and is still assessing the extent of State oversight in these mar-
kets. State oversight of payday lending varies widely because State
laws and regulations, as well as supervisory programs, differ and
are not coordinated. Some States do not authorize, or effectively
ban, payday loans; other States allow payday loans, subject to
heavy restrictions; still others allow payday loans and do not im-
pose significant restrictions. In addition, some States have devel-
oped their own supervision programs for payday lending, with par-
ticular areas of focus and varying resources dedicated to examina-
tions. Some States focus primarily on reviewing for compliance
with State laws, as opposed to the Federal consumer financial laws
for which the CFPB is responsible for assessing compliance. Many
payday lenders operate in multiple States, which may subject them
to varying types and levels of oversight.

For the mortgage market, State financial regulators created the
Multistate Mortgage Committee (MMC) to coordinate examination
and supervision of those mortgage lenders and brokers operating in
more than one State. The CFPB is coordinating with the MMC and
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with regulators in individual States to ensure that the CFPB does
not engage in examinations that merely duplicate State regulator
work in the mortgage area.

Q.5.b. Which States provide the least oversight in the areas of
mortgage lending and payday lending?

A.5.b. The CFPB launched its nonbank supervision program in
January and is still assessing the extent of State oversight. We are
working closely with State regulatory officials.

Q.6.a. It has been reported that a clarification issued by the Fed-
eral Reserve Board that limits credit card companies to considering
only “individual” income, not “household” income, on credit applica-
tions has made it more difficult for stay-at-home spouses to get
their own credit cards.

Has the Bureau received any information that indicates that
stay-at-home spouses are negatively impacted by the Federal Re-
serve Board’s clarification? If so, please describe.

A.6.a. As of October 1, 2011, Regulation Z requires credit card
issuers, before extending credit, to assess a consumer’s independent
ability to make loan payments. Issuers have told Bureau staff that
this new rule may preclude nonemployed spouses—in many cases,
women—ifrom obtaining credit that they are, in fact, capable of re-
paying. According to these sources, such individuals may no longer
be able to obtain credit or be able to do so only if a spouse agrees
to be liable for all debts incurred on a credit card account. Some
outside groups and Members of Congress have raised similar con-
cerns.

Q.6.b. Will the Bureau conduct a study to understand the impact
the Federal Reserve Board’s clarification has had on access to cred-
it?

A.6.b. The Bureau’s December 5, 2011 Request for Information on
“Streamlining Inherited Regulations” asked for public comment on
whether this section of Regulation Z should be amended. Even be-
fore the rule went into effect, however, the Bureau asked issuers
and trade groups to work with us to provide data that would en-
able the Bureau to assess the impact of this requirement. The Bu-
reau intends to pursue such data and study the impact of the new
rule on spouses who are not employed.

Q.7.a. 12 USC § 1833b requires the Bureau to “seek to maintain
comparability regarding compensation and benefits” of its employ-
ees with other Federal financial regulators when establishing and
adjusting schedules of compensation and benefits.

How does the compensation and benefits of Bureau employees
compare to the other Federal agencies listed in this statute?
A.7.a. On average, pay at the Bureau has been at or below the
averages of other Federal financial regulators and within a few

percent of the average pay of employees at the Federal Reserve
Board.

Q.7.b. Please provide a detailed breakdown of the compensation
and benefits for each employee at the Bureau. To the extent this
information is provided in terms of levels, please provide a detailed
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description of the duties at each level for this Committee with your
responses to these questions.

A.7.b. The titles and salaries of Bureau employees are listed in Ap-
pendix B. Employees are eligible for benefits that include standard
Federal health, vision, dental, life, and long-term care insurance
programs, and CFPB-specific vision, dental, life, short-term dis-
ability, and long-term disability insurance programs, in addition to
retirement and other benefits. The value of these benefits for each
employee varies depending on the benefits for which a given em-
ployee is eligible and based on the benefits each employee has
elected at a given time.

Q.7.c. Will you provide Congress with a budget justification that is
substantially similar to the budget justifications provided by Fed-
eral agencies which are subject to appropriations? If not, why not?

A.7.c. Last year the Bureau provided Congress with a budget jus-
tification for fiscal year 2012—even before the agency’s launch on
July 21, 2011—and last month the Bureau provided Congress with
its budget justification for fiscal year 2013. As one would expect of
a new agency, the Bureau’s budget justification this year was more
detailed than it was last year, and will grow more detailed over
time. Like the budget justifications of other banking agencies that
are not subject to appropriations, the Bureau’s budget justification
differs in some ways from those of larger agencies, particularly
those with budgets that are appropriated. Unlike appropriated
agencies, Congress capped the CFPB’s budget permanently in stat-
ute. The Bureau’s budget was set at a fraction of the levels of its
fellow banking agencies. If the CFPB determines that it needs ad-
ditional funds to operate, it may seek appropriated funds to supple-
ment its nonappropriated funding; however, the Bureau has no
plans to seek appropriations from Congress.

Because the Bureau is committed to transparency, we have post-
ed our budget justification for fiscal year 2013 on our Web site at
consumerfinance.gov [ budget. It provides the estimated level of
funding for the Bureau for fiscal year 2012 and 2013 necessary to
carry out the authorities that Congress assigned to the Bureau.
The budget justification describes how the Bureau expects to utilize
its funds, includes budget estimates for each program or budget ac-
tivity, and identifies performance measures detailing how we plan
to make ourselves accountable for the use of the funds going for-
ward. As we continue to grow as an agency, we expect to continue
to provide additional budget and performance information in our
budget documents. In addition to the budget justification discussed
above and the semiannual report submitted to Congress in January
of 2012, we are also publishing information on our Web site regard-
ing funding transfers received and amounts spent on a quarterly
basis, as well as an annual financial report at the end of the year,
along with GAO’s audit of the Bureau’s financial statements, and
an independent third-party audit.

Q.8.a. Recently the Bureau and the Federal Trade Commission
signed an agreement to, according to your Web site, “coordinate ef-
forts to protect consumers and avoid duplication of Federal law en-
forcement and regulatory efforts.”
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How many Memorandum of Understanding (“MOUs”) or other
similar agreements has the Bureau executed?

A.8.a. To date, the Bureau has executed 127 Memoranda of Under-
standing.

Q.8.b. How many MOUs or other similar agreements has the Bu-
reau executed with each of the Federal banking agencies?

A.8.b. The Bureau has executed 36 MOUs and similar agreements
with the Federal Reserve Board of Governors, the Federal Reserve
Banks, FDIC, NCUA, and OCC. Approximately 58 percent of these
MOUs relate to the transfer of employees from some of these agen-
cies under section 1064 of the Dodd-Frank Act; approximately 19
percent relate to retirement and other employee benefits, including
benefits for transferred employees; approximately 11 percent relate
to the transfer or sharing of responsibilities between these agencies
under the Act; and approximately 11 percent relate to information
sharing between these agencies. (Totals do not add to 100 percent
due to rounding.)

Q.8.c. Is every one of these MOUs or other similar agreements
available online? If not, why not?

A.8.c. Due to the large number of MOUs and the fact that many
contain Personal Identifying Information (PII) inappropriate for
public disclosure, they are not available online.

Q.8.d. Please provide the Committee a copy of each of the MOUs
or other similar agreements that the Bureau has executed.

A.8.d. The Bureau will be happy to discuss with the Committee a
request for copies of specific MOUs.

Q.9.a. On May 6, 2010, on the floor of the Senate during the debate
of the Dodd-Frank Act, Senator Dodd, then the Chairman of the
Senate Banking Committee, stated “I have never claimed our pro-
posal on consumer protection is perfect. I acknowledge the word
‘abusive’ does need to be defined, and we are talking about striking
that or making it better.” However, the term “abusive” was not re-
moved from the final text of the Dodd-Frank Act, and the definition
was never changed from that which appeared in the Senate bill de-
scribed by Chairman Dodd. The Bureau includes a review for “abu-
sive” practices as part of its supervisory manuals. Section 1031(b)
expressly permits the Bureau to prescribe rules applicable to a cov-
ered person or service provider identifying as unlawful abusive acts
or practices in connection with a consumer for a consumer financial
product or service, and such rules may include requirements for
the purposes of preventing such acts or practices.

As the former Chairman of the Senate Banking Committee ac-
knowledged that the definition of the term “abusive” is inadequate,
will the Bureau conduct or engage in any supervisory or enforce-
ment actions with respect to “abusive” acts or practices before the
term “abusive” is defined by regulation?

A.9.a. In Section 1031(d) of the Dodd-Frank Act, Congress clearly
and expressly limited the meaning of “abusive” acts or practices to
those that:
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(1) materially interfere with the ability of a consumer to under-
stand a term or condition of a consumer financial product or
service; or

(2) take unreasonable advantage of a consumer’s:

(a) lack of understanding of the material risks, costs, or con-
ditions of the product or service;

(b) inability to protect his or her interests in selecting or
using a consumer financial product or service; or

(c) reasonable reliance on a covered person to act in the
consumer’sinterests.

The Bureau will be vigilant in observing and adhering to the limits
of its authority under this provision.

Q.9.b. Is it possible for an identical product to be abusive for one
consumer and not for another? If so, how will you enact clear rules
for market participants?

A.9.b. The statutory provision provided by Congress is clear. Its
application will depend on specific facts and circumstances. We will
carefully consider any opportunity to provide greater clarity and
specificity to markets regarding the definition of “abusive” acts or
practices, whether under our rulemaking authority, by providing
guidance through our supervisory function, through enforcement
actions, or otherwise.

Q.9.c. You have stated that for a practice to be abusive it “would
have to be pretty outrageous practice” and “if you in your business
stays away from pretty outrageous practices, you should be pretty
safe.” Please provide examples of what an abusive or “pretty out-
rageous practice” would look like in each of the following areas:
mortgage lending, automotive finance, student lending, and payday
lending.

A.9.c. Determining which specific acts or practices are abusive is
best left to a careful consideration of the specific circumstances of
the acts or practices in question, considered in the context of all the
facts, and in light of the language of § 1031(d).

Q.10.a. On the designated transfer date many regulations that
were previously under the jurisdiction of other Federal agencies
transferred to the jurisdiction of the Bureau. Many of these agen-
cies had issued informal guidance (including, but not limited to,
bulletins, guidelines, opinion letters, FAQs, articles, etc.) (“Informal
Guidance”) that related to each of these rules.

Is each of the Informal Guidance that was in effect as of the des-
ignated transfer date still in effect?

A.10.a. On July 21, 2011, the CFPB published a list of rules and
orders that will be enforced by the CFPB. As set forth in that no-
tice: “For laws with respect to which rulemaking authority will
transfer to the CFPB, the official commentary, guidance, and policy
statements issued prior to July 21, 2011, by a transferor agency
with exclusive rulemaking authority for the law in question (or
similar documents that were jointly agreed to by all relevant agen-
cies in the case of shared rulemaking authority) will be applied by
the CFPB pending further CFPB action. The CFPB will give due
consideration to the application of other written guidance, interpre-
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tations, and policy statements issued prior to July 21, 2011, by a
transferor agency in light of all relevant factors, including: whether
the agency had rulemaking authority for the law in question; the
formality of the document in question and the weight afforded it
by the issuing agency; the persuasiveness of the document; and
whether the document conflicts with guidance or interpretations
issued by another agency. The CFPB will seek over time to improve
the clarity and uniformity of guidance regarding the laws it will
administer as necessary in order to facilitate compliance with the
Federal consumer financial laws.”2

Q.10.b. If your answer to 10(a) is no, please provide a list of each
and every Informal Guidance that the Bureau considers to no
longer be in effect, with an appropriate reference or citation to such
Informal Guidance.

A.10.b. Not applicable.

Q.11.a. Collaboration among Federal banking agencies is of critical
importance now that safety and soundness oversight has been split
from consumer protection oversight.

To what extent will guidance received by covered persons from
the Bureau be honored by or any of the FDIC, OCC, Federal Re-
serve Board, FTC, or other applicable agency?

A.11.a. While the answer to this question is ultimately within the
province of the prudential regulators and other agencies, the Dodd-
Frank Act makes clear that the CFPB has various rulemaking and
interpretive authorities under the Federal consumer financial laws,
as well as the supervisory and enforcement jurisdiction provided by
Title 10 of the Dodd-Frank Act. Consequently, we anticipate that
other agencies will honor CFPB guidance intended to clarify re-
sponsibilities under the Federal consumer financial laws. The
CFPB will consult with the other Federal banking agencies regu-
larly to help ensure that CFPB guidance is informed by safety and
soundness perspectives. For example, as required by the Dodd-
Frank Act, we will coordinate our supervisory activities with the
prudential regulators, and follow the process outlined in the Dodd-
Frank Act to resolve conflicting supervisory determinations. The
CFPPB’s membership on the Federal Financial Institutions Exam-
ination Council (FFIEC) and the Director’s participation on the
FDIC and FSOC provide opportunities to facilitate and broaden
such consultation.

Q.11.b. To what extent will guidance received by covered persons
from the FDIC, OCC, Federal Reserve Board, FTC, or other appli-
cable agency, be honored by the Bureau?

A.11.b. With respect to guidance involving safety and soundness
matters, we expect that, in most cases, Federal banking agency
guidance that relates to the financial condition of supervised insti-
tutions will complement CFPB guidance on consumer protection
issues. For example, prudential regulator guidance that encourages
institutions to maintain strong internal controls as a general mat-
ter may also promote strong compliance management programs in
particular. Similarly, we do not expect that other agencies’ con-

2See 76 Federal Register 43569, 43570.
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sumer protection guidance will conflict with the Bureau’s interpre-
tation of Federal consumer financial law. Our ongoing collaboration
with the other agencies will promote consistency in the application
of these laws.

Q.12.a. During the debate over the Dodd-Frank Act, the Adminis-
tration advocated the provision of “plain vanilla financial products”.
This one-size-fits-all approach would have reduced the diversity of
financial products consumers can choose from.

Is it a priority of the Bureau to steer consumers into “plain va-
nilla”-type products?
A.12.a. No.

Q.12.b. Is ensuring that consumers have access to a variety of fi-
nancial products from which a consumer can determine that prod-
uct which best fits the consumer’s individual need a priority of the
Bureau?

A.12.b. The Bureau has been working from day one to help put
consumers in a better position to choose products that best serve
their needs. The Bureau’s work to ensure that markets for con-
sumer financial services are fair and transparent—two of the Bu-
reau’s statutory purposes—facilitates consumer choice. Fairer and
more transparent markets are also more likely to promote access
and innovation, which are also statutory objectives of the Bureau.

Q.12.c. In what ways would a consumer credit market which only
offered “plain vanilla” products be harmful to consumers, small
businesses, and the wider economy?

A.12.c. The Bureau would not speculate on this hypothetical but
notes that the quality of consumer credit markets depends on nu-
merous factors, of which consumer choice is merely one.

Q.13.a. The Bureau recently published a final rule on remittance
transfers. In this final rule you certified that a small business
panel was unnecessary because it would not have a significant im-
pact on a substantial number of small businesses. The Small Busi-
ness Administration, however, found that the proposed rule vastly
underestimated the size of the industry affected by this rule. Fur-
ther, in a comment letter the Credit Union National Association
stated:

[t]hese new liabilities could require the credit union to as much as double

the fees it charges for international wires, which now range between $20

to $35 per transaction, in order for the program to remain economically sus-

tainable . . . Credit unions also believe that the estimate of 1.5 hours a

month to address reported ‘errors’ underestimates the true regulatory bur-

den of these requirements, at least in the context of wire and ACH trans-

actions, by at least a factor of 10.

Do you agree with the SBA analysis of the number of entities
that will be affected by this rule? If not, please explain why not.
A.13.a. The Bureau’s final rule on remittance transfers regulates
remittance transfer providers. There are three primary groups of
entities that are likely to be remittance transfer providers under
the rule: depository institutions, credit unions, and nondepository
institutions that are often known as “money transmitters.” Money
transmitters often operate through agents. Agents are not nec-
essarily remittance transfer providers under the rule, but may nev-
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eriiheless work with remittance transfer providers to implement the
rule.

The SBA stated in its comment letter that there were 200,000 to
300,000 money transmitters and their agents (large and small) in
the United States. The SBA stated that this estimate was based on
a telephone conversation with a trade association, the National
Money Transmitters Association (NMTA). The SBA did not address
the estimates in the proposal for the number of depository institu-
tions or credit unions affected by the rule.

In response to SBA’s comments, the Bureau reviewed and up-
dated the estimates presented in the Initial Regulatory Flexibility
Analysis to the proposed rule. The Bureau reviewed the NMTA’s
estimate of the number of money transmitters, which the NMTA
provided in a comment letter and stated was based on State licens-
ing data. The Bureau concluded that other data provided a more
precise estimate of the number of agents.

The Bureau reviewed several data sources and concluded that
the best estimate of the number of money transmitter agents in the
United States was based on an estimate prepared for the Financial
Crimes Enforcement Network (FinCen), of the U.S. Treasury,
which regulates money transmitters, their agents, and other money
services businesses for compliance with the Bank Secrecy Act. In
2005, KPMG LLP prepared for FinCen an estimate of the size of
various money services markets. The estimates were based on a
methodologically sophisticated survey of the money services busi-
ness.? For reasons explained in the final rule, the Bureau regards
the estimates in this study as preferable to those provided by the
SBA. The KPMG study found that there were 67,000 money trans-
mitters and agents in the United States in 2005. In order to ac-
count for the seven intervening years, the Bureau considered ad-
justing this figure by the percentage that employment changed in
the broader sector to which money transmitters belong. The most
recent data is for 2010, and employment fell 19 percent in this sec-
tor from 2005 to 2010. The Bureau kept the 67,000 figure rather
than possibly underestimate the number of entities that may be af-
fected by the rule.

Q.13.b. Please describe the process you used to make the deter-
mination that the remittance transfer rule would not have a sig-
nificant impact on a substantial number of small businesses.

A.13.b. As stated in the Final Regulatory Flexibility Analysis to
the remittances rule, the Bureau did not certify that the final rule
will not have a significant economic impact on a substantial num-
ber of small entities. Therefore, as required by statute, the Bureau
performed a final regulatory flexibility analysis as part of the final
rule. Certain agencies (including CFPB) are required to convene an
interagency panel under the Small Business Regulatory Enforce-
ment Fairness Act (SBREFA) prior to proposing certain types of
rules. SBREFA requirements, however, do not apply to final rules,
and the SBA did not suggest otherwise. By the time the Bureau as-
sumed authority for the remittances rulemaking, the proposed rule
had already been published by the Federal Reserve Board, and
small businesses had had 2 months to submit comments. The Bu-

3 KPMG, 2005 Money Services Business Industry Survey Study, September 2005.
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reau carefully considered and addressed the SBA’s concerns when
performing its own analysis of the final rule on small businesses.

Q.13.c. You stated during the hearing that the cost of this final
rule will be $0.25 per $100. How did you calculate this cost?

A.13.c. The Bureau estimated that the ongoing burden of the rule
for purposes of the Paperwork Reduction Act is 4.253 million bur-
den hours. To convert this number into dollars, the Bureau used
a weighted average of burden hours and associated labor costs
taken from agencies from which the Bureau assumed administra-
tive enforcement authority for the Electronic Fund Transfer Act to
derive an hourly wage rate of $29.62. The product of 4.253 million
burden hours and $29.62 per hour is $126 million dollars. There is
no available estimate of the volume of remittance transfers, as de-
fined in the Dodd-Frank Act and the January 2012 rule. Based on
its review of several estimates of related sets of financial flows, the
Bureau estimated that consumers in the United States send ap-
proximately $50 billion in remittance transfers every year, which
may be a conservative estimate of such volume. The ratio of $126
million to $50 billion is $.0025 per dollar sent, or equivalently, $.25
per $100 sent.

Q.13.d. Do you believe that certain institutions will stop offering
remittance transfers? If so, how did you factor the abandonment of
offering remittance services into your cost analysis?

A.13.d. The Bureau cannot predict, at this stage, whether certain
institutions will stop offering remittance transfers. The Bureau did,
however, discuss the possibility that some providers would face
challenges in compliance, and that as a result, some providers may
choose to exit the business and has factored the possible abandon-
ment of certain specific remittance transfer services into the quali-
tative consideration of benefits, costs, and impacts of the rule.

For example, the final rule generally requires remittance trans-
fer providers to provide senders with accurate information about
the exchange rate, fees, and taxes applicable to the transaction,
and the amount to be provided to the designated recipient. The
final rule, however, provides a temporary exception to insured de-
positories and credit unions from the requirement to provide accu-
rate disclosures and instead permits these institutions to estimate
certain values. The Section 1022 analysis recognized that institu-
tions that do not have the temporary exception may cease offering
products for which they do not have the ability to estimate. Indus-
try stated in comment letters that such products exist, but did not
provide the Bureau with any data on the volume of transactions
using such products.

The Section 1022 analysis also recognized that the temporary ex-
ception granted to insured depositories and credit unions may not
be sufficient to ensure that all of these institutions will continue
to provide remittance transfers. The analysis noted that consumers
benefit from having access to both open network products like wire
transfers and the closed network products provided by money
transmitters. The analysis specifically noted that there may be a
tradeoff between the accuracy of disclosures and access to remit-
tance transfers and that estimated disclosures and accurate disclo-
sures strike a different balance between accuracy and access.
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Q.14.a. Recent payday lending guidance issued by the Bureau in-
cludes a footnote that specifies that overdraft lines of credit are not
covered by the guidance, even though they are economically equiva-
lent to traditional payday loans. You noted the similarity between
overdraft protection and payday loans, but you said that “we were
trying to focus our exam guidance on a particular type of product
in the nonbank sector.”

Will you use your authorities to differentiate examination, en-
forcement and supervision based on the type of financial institution
providing the product, rather than on what the product is?

A.14.a. We generally will not use our authorities to differentiate
examination, enforcement, and supervision based on the type of fi-
nancial institution that is providing the product. Indeed, leveling
the playing field for all industry participants to create a fairer mar-
ketplace for consumers and the responsible businesses that serve
them is a key goal of the Bureau.

A small number of depository institutions, for instance, offer a
variant of a payday loan. Although most payday lending activity
continues to occur in the nonbank sector, the CFPB’s recently re-
leased Small-Dollar, Short Term Lending Procedures expressly
apply to products offered by both banks and nonbanks. By stand-
ardizing the procedures across business type, we will work to en-
sure a more consistent supervisory approach across the consumer
financial services industry.

Q.14.b. If the products are economically equivalent, why would you
discriminate based on the type of financial institution providing the
product?

A.14.b. The CFPB is examining equivalent products using the
same standards. For example, our payday procedures apply to
short-term, small-dollar loans that include some form of access or
claim to a customer’s deposit account, regardless of whether the
product is offered by an online payday lender or a depository insti-
tution.

Q.15.a. States regulate both banks and nonbanks, and con-
sequently, there will be a tremendous amount of overlap between
State regulators and the Bureau. Any action taken by the Bureau
is likely to raise preemption issues. Previously when asked about
State preemption you stated that some States have “significant and
robust oversight” and that “we have no intention at this point to
preempt State law in these areas.”

Do you believe that the dual banking system should be pre-
served?

A.15.a. The dual banking system has deep historical roots in the
United States, and the Dodd-Frank Act fits within this tradition.
Under section 1025 of the Act, the Bureau has supervisory jurisdic-
tion over very large banks, thrifts, and credit unions (and their af-
filiates), whether they are federally or State-chartered.

Q.15.b. How will you determine which State laws need to be pre-
empted?

A.15.b. Under section 1041 of the Dodd-Frank Act, State laws are
preempted by Title X of the Act only to the extent they are incon-
sistent with that title, and then only to the extent of the inconsist-
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ency. Further, a State law is not considered inconsistent with Title
X because the State law affords consumers greater protection than
provided by Title X. This type of preemption standard has been
used in a variety of Federal consumer protection laws for decades.
The Bureau would undertake any preemption determination with
care and with due recognition of the important role of State law in
protecting consumers.

Q.15.c. In what instances will the Bureau act independent of State
regulators? In what instances will the Bureau partner with State
regulators?

A.15.c. The Bureau is committed to and welcomes collaboration
with State regulators, and various provisions of the Dodd-Frank
Act speak to the importance of this collaboration. Collaboration en-
sures that we best leverage our limited resources to protect con-
sumers and that we seek to minimize the regulatory burden felt by
industry. Working with State regulators allows us to better under-
stand their perspectives, which informs and enriches our work. The
Bureau also recognizes that it has a duty to enforce Federal con-
sumer protections and will act independently to do so when the cir-
cumstances warrant.

Q.15.d. Do you have any concerns that State attorneys general will
interpret Federal consumer financial laws and/or regulations in an
inconsistent way? Do you have any obligation to ensure consistent
application of Federal consumer financial laws and regulations?

A.15.d. As a former State attorney general, I appreciate the impor-
tant role that State attorneys general can play in the enforcement
of consumer protection requirements. Section 1042 of the Dodd-
Frank Act contains safeguards to minimize the risk of inconsistent
application of Title X of the Act and regulations issued under that
Title. That provision generally provides for State attorneys general
and State regulators to consult with the CFPB before initiating en-
forcement actions under these authorities. Last summer, the Bu-
reau issued regulations to clarify this process. Advance notice of
State enforcement actions will help the Bureau and the States
work together to avoid inconsistent interpretations of Title X. Simi-
lar consultation requirements can be found in other Federal con-
sumer financial laws.

Q.15.e. If a State chooses not to regulate a financial product or
service, will you view that as harmful to consumers?

A.15.e. There could be many reasons why a State might choose not
to regulate a consumer financial product or service. The Bureau’s
mission is to ensure that Federal consumer protections are followed
regardless of the State in which the consumer lives. Under section
1024(b)(2) of the Dodd-Frank Act, the extent to which State au-
thorities provide oversight to nonbank entities that provide con-
sumer financial products or services is one of the factors that the
Bureau will consider in deciding whether to exercise its supervisory
authority over that entity.

Q.16.a. As a voting member of the Financial Stability Oversight
Council, you are charged with identifying threats to the financial
stability of the United States.
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In your view, what is currently the most serious threat to the fi-
nancial stability of the United States?

A.16.a. Congress has charged the Council with the responsibility
for identifying threats to the financial stability of the United
States. In the Council’s annual report for 2011, the Council identi-
fied several vulnerabilities in the financial system, including the
significant market uncertainty in Europe and real-estate related
exposure for many U.S. financial institutions. In my role as a mem-
ber of the Council, I look forward to contributing to the Council’s
ongoing work to identify, monitor and respond to emerging threats
to our Nation’s financial stability.

Q.16.b. What metrics do you use to identify systemic risks?

A.16.b. In the Council’s 2011 report, the Council noted that it is
in the combination of imbalances, shocks, and vulnerabilities that
threats to financial stability arise. The Council’s process to assess
threats is a collaborative one, and is driven by the best information
available from the markets, institutions, industry, and academia,
as well as the expertise and information of its member agencies.
The Council created its Systemic Risk Committee to gather infor-
mation from the member agencies and to use this information to
assist the Council in monitoring and assessing risks.

RESPONSE TO WRITTEN QUESTION OF SENATOR JOHANNS
FROM RICHARD CORDRAY

Q.1. Mister Cordray, I worry about the costs to our economy and
to our financial institutions of complying with rules and super-
visions undertaken by the Bureau, only for those rules, regulations
and enforcement actions to be set aside in the future by a Court
that passes judgment on the validity of your appointment and the
scope of your authority. By statute, the Bureau is required to ana-
lyze the costs, benefits and impacts of its rules, and the Semi-An-
nual Report makes clear that the Research, Markets and Regula-
tions Division is conducting that analysis. As that analysis is being
performed, is the Research team weighing at all the possibility that
your rules will be vacated by a court? If the rules are eventually
challenged and set aside, implementation would result in cost to
the economy which is not offset by any realized benefit.

If this evaluation is not being performed, why not? It strikes me

that this determination is not just a remote possibility, so it should
be accounted for. Do you feel it would be appropriate to begin doing
s0?
A.1. The Bureau analyzes the benefits, costs, and impacts of rules
as required by statute. In its analyses thus far, the Bureau has not
addressed the possibility that rules will be vacated by a court. This
approach is consistent with the Bureau’s understanding of the ap-
proach followed by other agencies.
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FACT SHEET: SMALL BUSINESS REVIEW PANEL PROCESS
What is a Small Business Review Panel?

A Small Business Review Panel is a means by which the Consumer Financial Protection
Bureau (“CFPB”) can obtain input from small businesses that are likely to be directly
affected by a regulation that the CFPB may issue. Under the law, when a rule under
development may have a significant economic impact on a substantial number of small
entities, representatives from the CFPB, the Chief Counsel for Advocacy of the Small
Business Administration (SBA), and the Office of Management and Budget’s Office of
Information and Regulatory Affairs form a Review Panel. The Panel meets with a
selected group of representatives from small businesses. During this outreach meeting,
small businesses provide the Panel with important feedback on the potential economic
impacts of complying with proposed regulations. They may also provide feedback on
regulatory options under consideration and regulatory alternatives to minimize these
impacts.

What is the Role of Small Businesses in the Review Panel Process?

Prior to a scheduled Panel outreach meeting, the CFPB distributes outreach materials and
a list of the selected small businesses and their representatives to each meeting
participant. The outreach materials typically contain:

+ information on the background of the proposed rule under development;
* an overview of the proposed rule or regulatory options under consideration;

*  other information that will enable small business representatives to provide
meaningful comments on the likely economic impacts of the proposed rule and
advice on potential alternatives; and

*  alist of questions and issues on which the CFPB will seek small business input at
the Panel outreach meeting.

During the Panel outreach meeting, the CFPB reviews the regulatory proposals and
options ot alternatives under consideration with the participating small business
representatives. The Panel may ask the representatives to help identify other federal
regulations that may overlap, duplicate, or conflict with the CFPB’s proposed rule. The
Panel then discusses and obtains input from small businesses on the anticipated
compliance requirements and costs of the proposed rule. In addition, the Panel solicits
advice regarding potential regulatory alternatives that would minimize any significant
economic impacts of the proposed rule on small businesses while accomplishing the
objectives of applicable statutes. The CFPB may also solicit feedback from small
businesses on how the proposed rule may impact the cost of credit for small entities and
ways to minimize any such impact. In addition to providing verbal comments on these
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issues during the Panel’s outreach meeting, small businesses that are selected to
participate in a Panel outreach meeting will be provided an opportunity to submit written
comments.

How Does the Review Panel Use the Input Provided by Small Businesses?

Within 60 days of convening, the Review Panel issues a report on the input received
from small businesses during the panel process. The report also contains the Panel’s
findings on the potential economic impacts of a regulation on small businesses and any
significant alternatives that accomplish the objectives of the rule while minimizing such
impacts. Copies or summaries of any written comments provided by participating small
business representatives may also be included with the Panel’s report. Once the proposed
rule is published, the Panel’s final report will be placed in the public rulemaking record.

The CFPB discusses and considers the Panel’s report and the comments and advice
provided by small businesses as it prepares the proposed rule. Once the rule is proposed,
any small businesses or organizations, including those that participated in the panel
outreach meeting, may submit formal written comments during the public comment
period.

How Are Small Businesses Selected to Meet with a Small Business Review Panel?

The CFPB, in consultation with the SBA, selects and appoints individuals to represent
categories of small entities likely to be subject to the requirements of a rule under
development.

A “small entity” may be a small business, a small organization, or 2 small government, as
defined by the Regulatory Flexibility Act. The definition of “small business” vaties by
industry. Information and guidance on the definition and industry size standards that
apply to small businesses is available through the SBA’s website at

http:/ /www.sha.gov/size. Representatives of small organizations that are not-for-profit
enterprises and are independently owned and operated and not dominant in their field
are also eligible to meet with the Panel if their organizations will be subject to the
proposed rule under development.

In selecting representatives, the CFPB first determines the types of small entities (e.g.,
small businesses, small organizations, and small government jurisdictions) that aze likely
to be directly subject to the requirements of a rule under development. The CFPB then
develops a list of potential individuals to represent the interests of small entities at the
Panel outreach meeting. Final representatives will be designated by the CFPB after
consultation with the SBA.

CFPB staff contacts each potential representative to confirm small entity status and the
representative’s willingness and availability to participate in a Panel outreach meeting.
During this initial contact, the CFPB provides potential representatives with general
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information on the background and purpose of the Panel review process and information
about logistical and scheduling matters. Small businesses may participate in the Panel
outreach meeting in person or by teleconference, but generally travel and participate in
the process at their own expense.

While the exact number of potential representatives selected will vary according to the
nature of each rule, typically 15 to 20 small business representatives are selected to meet
with the Panel.

Where Can Small Businesses Obtain Motre Information?

Additional information on matters relating the Small Business Panel Review process is
available from the following sources:

*  The Office of Advocacy of the U.S. Small Business Administration (SBA)
htep:/ /wwwe.sha.gov/advocacy

+  The Office of Advocacy of the SBA: The Small Business Regulatory
Enforcement Fairness Act of 1996 (SBREFA)
hitp://www sha.gov/advocacy /823

'

+  SBA Size Standards for Small Businesses hitp://www.sha.gov/size
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Message from
Richard Cordray

DIRECTOR OF THE CFPB

On July 21, 2011, the Consumer Financial Protection Buteau began operations as the
country’s first federal agency focused on protecting American consumers. Iam proud to
state in this Inaugural Semiannual Report to Congress that the Bureau is well on its way
to doing just that.

Consumer finance is an important part of American life. Financial products and services
are used not only to help achieve the American Dream but to help us live our daily

lives. Student loans, mortgages, and credit cards — these are all products that help us
move forward and live more conveniently. But as we saw in the run-up to the 2008
financial crisis, these kinds of products can also get consumers and the larger economy
into trouble. The 2010 Dodd-Frank Wall Street Reform and Consumer Protection Act
created the Bureau to make sure that consumers are protected and businesses operate in
2 fair and competitive market. American consumers and the honest businesses that serve
them deserve this transparent and honest environment.

Before the Dodd-Frank Act, responsibility for administering and enforcing federal
consumer financial laws was scattered across seven different federal agencies. Now
consumers can look to just one agency. We do not take this responsibility lightly,. We are
working hard to make costs and risks clear, to level the playing field in consumer financial
products and services, and to enforce consumer financial laws,

In our first six months, under the leadership of Raj Date, the Special Advisor to the
Secretary of the Treasury, we made great progress in building the agency. We began
examining the country’s largest banks. We started several Know Before You Owe
campaigns to encourage transparency in key credit markets. And, among many other
things, we started consumer education campaigns, began taking and resolving mortgage
and credit card complaints from consumers, and launched offices dedicated to older
Americans, students, and service members.

B, JANUDARY 3
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Throughout all of our hard work, we have been motivated by the needs of the American
consumer. From our website’s “Tell Your Story” feature to our toll-free phone number to
our trips across the country to talk to consumers and industry, we are making every effort
to be both accessible and transparent to the American public, We also take seriously the
important role that Congress plays in oversecing our work. That is why we put so much
effort into reports like this one. And that is why we have testified before Congress 12
times so far, with more to come. We understand that this open communication is critical
for us to learn and do the best job we can.

We realize the road ahead is long. This year will be important for us as we expand our
work on behalf of all Americans. We look forward to the challenge and we hope that our
federal and state government colleagues, our friends in industry, and the public join to
help us deliver on Congress’s vision that we stand on the side of consumers to improve
their daily lives.

Sincerely,

Richard Cordray

5]

Director Cordray with Deputy Dire
the Secretary of the Treasury on the
operation,

tor Raj Date, who served as Special Advisor to
PR during the first six months of the Bu
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Executive Summary

The Consumer Financial Protection Bureau (*CFPB” or “Bureau”) is the nation’s

first federal agency focused solely on consumer financial protection. Previously,

seven different federal agencies were responsible for consumer financial protection.
Rulemaking, supervision, and enforcement authorities were divided inefficiently across
these agencies. Gaps in oversight resulted in practices that hurt consumers, responsible
companies, and the economy as a whole,

The Dodd-Frank Wall Street Reform and Consumer Protection Act (“Dodd-Frank

Act”) created the CFPB on the premise that a focused, accountable agency should be
responsible for consumer financial protection. Congress vested the CFPB with authority
under more than a dozen consumer protection laws to write rules, supervise financial
services companies, and enforce the law?

In fulfillment of its statutory responsibility and its commitment to accountability, the
CFPB is pleased to present its inaugural Semi-Anmual Report to the President and
Congress. This report summarizes the CFPB’s activities and accomplishments over the
petiod from its launch on July 21 through December 31, 2011 and provides information
required by the Dodd-Frank Act?

The Dodd-Frank Act defines five objectives for the CFPB:

+  to ensure that consumers have timely and understandable information to make
responsible decisions about financial transactions;

»  toprotect consumers from unfair, deceptive, or abusive acts or practices, and
from discrimination;

+  to reduce outdated, unnecessary, or unduly burdensome regulations;

+  to promote fair competition by consistent enforcement of the consumer
protection laws in the Bureau’s jurisdiction; and

»  to encourage markets for consumer financial products and services that operate
transparently and efficiently and to facilitate access and innovation.*

Since opening its doors, the CFPB has advanced toward these goals and has laid the
foundation of a great institution.

1The agencies which previously
administered statutes wansferred to the
Bureau are the Soard of Governors of
the Faderal Reserve System {*Federal
Reserve"), Department of Housing

and Urban Development {"HUD"),
Federal Deposit insurance Corporation
(“BDIC), Federal Trade Commission
(“FTC"), Nationa Credt Union
Adrinistration {"NCUA"}, Office of
Comprroller of the Currency ("OCC™),
and Office of Thrift Supervision ("OTS"},

* These statutes include, among others,
the Alternative Mortgage Transaction
Parity Act of 1982 (12U.$.C. 3801 et
seq); the Equal Credit Opportunity

Act (15 US.C. 1691 etseq) ("ECOA™):
certain portians of the Fair Credit
Reporting Act (15 US.C. 1687 stseq);
the Home Mortgage Disclosure Act of
1975 12U.5.C. 2801 et seq) ("HMDA™Y
the Home Qwnership and Equity
Protection Act of 1994 (15 U.$.C. 1601
the Real Estate Settlement Procedures
Actof 1978 (12U.S.C. 2601 etseq);

the Secure and Fair Enforcement for
Morgage Licensing Act (12 U.S.C. 5101
et seq); and the Truth in Lending Act
{15U5.C 1601 et seq)

* Future teports will cover six-month
increments beginning January st
and July Ist. Appendix A provides

a guide to the Bureau's response to
the reporting requirements of Section
1016{c) of the Dodd-Frank Act.

*Dodd-Frank Act, Public Law 111-203,
Section 1021d)
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DELIVERING FOR AMERICAN CONSUMERS

In its first six months, the CFPB has taken significant steps to make consumer financial
markets work better for consumers and responsible companies by:

+  resolving consumer complaints about credit cards and mortgages;

+  launching a supervision program that will promote compliance with consumer
protection laws in the Bureau’s jurisdiction by financial companies of all kinds;

¢+ evaluating and developing disclosures that make the costs and risks of financial
products easier for consumers to understand;

+  working to implement statutory protections for consumers who rely on
consumer financial products, such as mortgages;

¢+ launching the Bureau’s website - ConsumerFinance.gov — and using it to
engage the public in a range of projects;

+  creating several ways in which individuals can alert the CFPB about potential
violations of consumer protection laws in the Bureau's jurisdicdon; and

+  improving information about the structure of consumer financial markets and
consumer behavior through practical market intelligence and independent
research.

BUILDING A GREAT INSTITUTION

All of this has taken place while the CFPB has been in full start-up mode — literally
building the Bureau team by team.

No standup work has been more important than hiring the CFPB’s staff. The CFPB
team now consists of more than 750 employees across the country, including more than
230 who transferred from federal banking regulators and other agencies. Hxaminers,
economists, lawyers, and experts in finance, technology, and outreach have come to the
Bureau from across the country. They bring substantial expetience from regulatory

and law enforcement agencies, financial services companies, and a range of nonprofit
organizations. The expertise, diversity of perspective, and sheer energy of this team are
the Bureau’s most important asset.

Additionally, the Bureau has worked to build an infrastructure that will continue to
promote transparency, accountability, and fairness, That includes:

+  launching statutorily required offices for Community Affairs, Consumer
Response, Fair Lending & Equal Opportunity, Financial Education, Older
Ameticans, Minority and Women Inclusion, Research, and Servicemember
Affairs;’

»  recruiting highly qualified personnel and promoting diversity in the CFPB’s
workforce and among its contractors;

JANLIARY 3

*Dodd-Frank Act, Public Law 111-203,
Section 1013,
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+ working toward signing memoranda of understanding with federal banking
regulators and other agencies to establish protocols for information shating,
coordination, and where appropriate the conduct of “simultaneous” supervisory
activities;

+  defining procedures to promote fair enforcement of the law, such as the
Burean’s Notice and Opportunity to Respond and Advise (‘NORA™ Policy;

+  designing an ethics program to promote public confidence in the integrity and
impartiality of the Bureau’s employees;

»  establishing a financial management infrastructure with effective internal
controls; and

«  building a 21st Century information technology infrastructure to ensure
that supervisory activity was not interrupted upon transfer, that consumers
and industry have an easy-to-use and trusted system for handling consumer
complaints, and that allows the Bureau to build innovative online products
rapidly.

NEXT STEPS

On January 4, 2012, President Barack Obama appointed Richard Cordray as the CFPB’s
Director. Since then, the Bureau has launched its nonbank supervision program;

issued regulations governing certain international money transfers; and announced

the formation of the Repeat Offenders Against Military (‘ROAM”) Database to track
scams that target the military community. The CFPB also held its first field hearing in
Birmingham, Alabama to gather information on payday lending from consumers and
officials from industry, advocacy groups, and government agencies.

This report marks the Bureau’s beginning. Over the next six months, the pace of the
Bureau’s efforts to make consumer financial markets work better will intensify. Visit
the CFPB’s website (consumerfinance.gov) and check in on the CFPB% work over the
coming months.
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The Bureau's Structure

The CFPB’s structure brings diverse professional perspectives to bear on the challenges
of understanding the marketplace for consumer financial products and services. The
Bureau's six primary divisions feature talented teams of examiners, economists, lawyers,
and policy analysts who have experience working for consumers and industry in the
public, private, and non-profit sectors. These divisions include:

CONSUMER EDUCATION AND ENGAGEMENT

Engaging consumers and enabling them to take control of their financial lives are top
priorities for the CFPB. The Bureau aims to provide consumers with the information
they need when they need it, so that they can achieve their own financial goals.

The Consumer Education and Engagement Division has six offices:

Financial Education provides consumers with information to help them

make informed financial decisions, studies effective practices for improving the
financial capability of consumers, and promotes innovative strategies in the field
of financial education,

Consumer Engagement encourages the public to participate in the CFPB’s
wotk and develops programs to help consumers make informed financial
decisions through the CFPB% website, social media, and other tools.

Older Americans helps improve financial literacy among Americans aged 62
years and over and helps protect them from financial fraud and exploitation
through outreach, education, and targeted initiatives.

Servicemember Affairs educates servicemembers, veterans, retirees, and their
families about financial products and services, assists Consumer Response in
addressing complaints from servicemembers, coordinates state and federal
efforts to protect military consumers, and informs the Bureau's staff about the
unique experences of military members and their families.

8 SEMIA

B, JANLARY




88

Students increases awareness about the impact of financial decisions associated
with various educational programs and other financial products and identifies
policy and matketplace issues with a special impact on students.

Financial Empowerment enhances access to and knowledge of financial
products and services among lower-income consumers and promotes
opportunities for asset creation among working families and new entrants to

banking,

RESEARCH, MARKETS AND REGULATIONS

The Research, Markets and Regulations Division leads the Bureau’s efforts to articulate an
informed perspective about current issues in consumer financial markets. This division
includes the following groups:

Research investigates an array of topics related to consumer financial markets
and publishes findings to improve information available to market participants
and to inform the Bureaw’s work. Research also evaluates benefits and costs of
potential and existing regulations.

The Markets teams ~ Mortgages; Cards; Installment and Liquidity Lending
Markets; and Deposits, Collections and Credit Information — provide practical
market intelligence and monitoring to Bureau colleagues and to the public.

Regulations ensures that rules implementing the consumer protection laws
under the Bureau’s authority are issued and interpreted in an informed, fair, and
efficient manner in accordance with the law.

SUPERVISION, ENFORCEMENT, AND FAIR LENDING &
EQUAL OPPORTUNITY

The CFPB’s Supervision, Enforcement, and Fair Lending & Equal Opportunity Division

promotes compliance with consumer financial protection laws under the Bureau’s
authority.

Supervision monitors bank and nonbank providers of consumer financial

products and services for compliance with the applicable consumer protection

laws,

3, JANUARY 30
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Enforcement investigates potential violations of laws in the Bureau’s
jutisdiction, putsues appropriate enforcement actions against those who violate
these laws, and supports consumer protection enforcement nationwide.

Fair Lending & Equal Opportunity leads the Bureau’s efforts to ensure fair,
equitable, and nondiscriminatory access to credit for individuals and communities
through supervisory oversight and enforcement of federal fair lending laws,
outreach, education, and engagement,

CHIEF OPERATING OFFICER

This division sustains the CFPB’s operational infrastructure to support the Bureau’s
growth and enable its success. This division includes a budget and finance team to
oversee the Bureau's financial planning and management; a procurement team to oversee
the Bureau’s contracts with outside contractors and service providers; a Human Capital
office that recruits, hires, and works to retain highly qualified personnel across the
Bureau; a records office that manages the Bureau’s compliance with the Freedom of
Information Act, the Privacy Act, and other laws; and an operations teamn that manages
the CFPB’s physical plant. In addition, this Division includes three teams whose work
directly touches the public:

Consumer Response addresses consumer complaints, provides consumets with
information, and connects them with additional resources where appropriate.
Consumer Response’s about issues confronting consumers in the marketplace
helps inform many aspects of the Bureauw’s work.

The Office of Minority and Women Inclusion (“OMWTI”) ensures thata
commitment to inclusion informs the Burcaw’s work, that the Bureau promotes
opportunities for underrepresented populations in its hiring and contracting,
and that the Bureau fulfills its mandate to assess the diversity practices of the
companies that it supervises.

Technology and Innovation (“T&I”} develops online products that help
inform consumers, track consumer complaints, and make critical data available
to the public. T&! maintains a 21st-century data infrastructure in support of the
Bureau’s mission.
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EXTERNAL AFFAIRS

The Burcau’s External Affairs Division maintains robust and steady dialogue with
stakeholders of all kinds. This ensures that the perspective of consumers, industry,
advocacy groups, state and federal officials, and other stakeholders shape the Bureaus
work, and in turn that these groups have the latest information about the CFPB and its
work.

This division has five offices:

Small Business, Community Banks and Credit Unions conducts outreach
to small businesses and smaller credit providers, especially community banks and
credit unions.

Community Affairs keeps the Bureau commected to consumer advocacy, faith-
based, fair lending, civil rights, and other nonprofit groups

Intergovernmental Affairs conducts outreach to municipal, state, and other
government entities.

Legislative Affairs serves as a lalson to Members of Congress and
congressional staff.

Media Relations serves as a liaison to local, regional, and national media.

The CFPB will also create a Consumer Advisory Board comprised of a range of external
stakeholders. That board will consult with the Bureau about the exercise of its functions
and provide information on emerging practices in consumer financial markets, including

regional trends and concerns.

GENERAL COUNSEL

This office is responsible for the Bureau’s interpretation of and compliance with alt
applicable laws, advises the Director and the Bureau’s divisions, and defends the Bureau
against legal actions by outside parties. This team also administers the Bureau’s ethics
program to promote public confidence in the integrity and impartiality of the Bureau
employees,
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The CFPB’s creation of offices for Community Affairs, Consumer Response, Fair

Lending & Equal Opportunity, Financial Education, Older Americans, OMW]I, Research,

and Servicemember Affairs satisfied requirements of the Dodd-Frank Act® The Dodd- *Dodd-Frank Act, Public Law 111-203,
Frank Act also required appointment of a Private Education Loan Ombudsman to Section 1013

monitor the resolution of private student lending complaints and an Ombudsman who

will help resolve consumer and industry complaints about the Bureaw’s supervisory and

enforcement processes.’ Both of these Ombudsman have been appointed. ? ibid; Dodd-Frank Act, Public Law
111.203, Sectian 1035(a).

ORGANIZATIONAL CHART

Director

b— CHfics of the Divector

Chisf Operating Consumer Ruseardh, Markets Supervision, General Counsel External Affairs
Officar Edvéation & & it e Asdpcinte Diregzar| Associate Dirervar
Askasiute Birector : » sapciang Dirdetn Lending & Equal Princips Deputy GC Medis Relations
. Asosiate Diector Opportunity
Consumer Resgoriss Research . ;
N N N 5 Agsomste Divectir Deputy GG Legislative Affairs
Operations & Facilies Finendal Education Regulatians
il Consumer o Fair Londing & Equal Deputy GC ol susnos,
Opportunit . Community Banks
Procurement Engagement Cards Markets Eportunity ALL Stafl Directar Credt Urins
8 Large Bank Supereisi
<re Older Amievicans Mcngaga Markets arge Bank Supervision Intergavernmental
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Delivering for American Consumers

The Dodd-Frank Act vested the CFPB with responsibility for implementing and
promoting compliance with more than a dozen federal consumer protection laws. Since
July 21, 2011, the Bureau has begun to improve the information available to consumers,
respond to consumer complaints about credit cards and mortgages, supervise certain
large banks and mortgage servicers, and engage consumers, industry, and other
stakeholders in these efforts.

KNOW BEFORE YOU OWE

Over the past year, the CFPB has worked to make the costs and risks of financial
products easier to understand. This is the heart of the Bureau’s signature campaign ~
Know Before You Owe,

Consumers expect to be held responsible for their purchases and debts. But they
deserve to be able to make a choice about what products and services to use based on

a fair presentation of the costs, risks, and benefits of those offerings. This kind of
transparency encoutages personal responsibility and smart decision-making. The CFPB
has published prototype forms for mortgages, student loans, and credit cards that are
designed to make important information easier to find.

Know Before You Owe also shows that the Bureau is intent on engaging the public in its
work in innovative ways. Duting each project, the CFPB invited the public ~ consumers,
the financial services industry, and advocates — to comment on draft forms.

Finally, these projects demonstrate how the CFPB team approaches problem-solving:
Each project resulted from a truly interdisciplinary effort that spanned the entire Burean
- from regulations attorneys and product experts to community affairs and technology
specialists. This type of innovation results from the CFPB's investment in expertise
drawn from diverse professional points of view

consumerfinance.gov received over 220,000 unique pageviews for
Know Before You Owe
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MORTGAGES

Buying a home is a process with many important decisions — not least of which is
figuring out what kind of mortgage makes sense today and over time. This process is
not always as easy as it could be. The federally-required forms that companies give after
receiving a morigage application contain a lot of information, but in too many instances
homebuyezs have trouble finding what they need to understand how much a particular
mortgages costs and how its costs might change over time.

The Dodd-Frank Act amended federal statutes governing mortgage loans, including

the Truth in Lending Act (“TILA”) and the Real Estate Settlement Procedures Act

(“RESPA™. Those amendments require that by July 21, 2012, the CFPB propose

integrated disclosures and accompanying rules for mortgage loans that satisfy the

requitements of both TILA and RESPA.S ; Dadd-Frank Act, Public Law 111-203,
ections 1032(f), 1098, 11004,

The integrated disclosures are meant to provide information that will make the terms of

mortgages more transparent to consumers and make it easier for industry to comply with

various federal laws, Consumers will receive the first disclosure shortly after applying for

a mortgage. While consumers now receive seven pages of information, the Bureau has

developed a three-page prototype form that is designed to make it easier to understand

the loan before consumers make a commitment,

The second disclosure focuses on the transaction’s closing. It will confirm key terms —
like the loan amount and interest rate — and provide a detailed record of the closing costs
that the consumer will pay. The deaft forms would reduce the page length of affected
federal disclosures by up to 50 percent, making the closing process easier for both
consumers and industry. Testing of the closing document is ongoing,

Over seven rounds of testing, the Bureau received through its website approximately
27,000 individual comments providing feedback on the prototype mortgage forms.
Roughly half of these comments were provided by consumers and half by industry.

STUDENT LOANS

Financial aid offers from colleges and universities are 2 critical step in the education
financing process for both federal and private student loans. But today offers that
students receive often fail to make basic information clear ~ for example, how much of a
particular aid offer is made up of loans that need to be paid back and how much comes
from grants that do not.

The Higher Education Oppottunity Act of 2008 required the Secretary of Education

to develop a model financial aid offer format to help students and their parents make
informed decisions about how to finance postsecondary educational expenses.” This
shared mission to improve the shopping process made the CFPB and the Department of
Education natural partners in a Know Before You Owe project on student loans.

 Public Law 110-315, Section 484
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In October, the agencies released a suggested financial aid “shopping sheet” that
presents important financial aid information — such as estimated monthly payment levels
after leaving school — in a standardized, easy-to-read format. The “shopping sheet” is
intended to give students and their families a better chance to make an informed decision
about financial aid.

CREDIT CARDS

Credit cards are among the most frequently used consumer financial products. And yet
their most basic terms are often set forth in long and complicated agreements that few
consumers read. To spark a conversation about improving credit card agreements, the
CFPB released a prototype in December. That agreement is written in plain language,
and it makes the prices, risks, and terms of a particular card more visible.

The Bureau is testing the prototype with the Pentagon Federal Credit Union, which has
about 350,000 credit card customers. Once again, the CFPB invited the public to weigh
in on the prototype on its website and has received more than 7,500 comments since
December.
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Responding to Consumers

Consumer Response — the team that receives complaints directly from consumers —
began taking credit card complaints on July 21, 2011, and mortgage complaints on
December 1, 2011, The CFPB expects to handle consumer complaints with respect to
all products and services within its authority by the end of 2012,

The CFPB’s phased-in approach to taking complaints has allowed Consumer Response
to improve its intake processes, enhance automated communication with companies,
and ensure the system’s ease-of-use and effectiveness for consumers. The CFPB aims to
provide services that are trusted by consumers and companies alike.

Even as Consumer Response expands its capacity, consumers may still contact the CFPB
about products beyond credit cards and mortgages. The Bureau answers those inquiries
and refers consumers to an appropriate regulator or to additonal resources where
appropriate.

The Bureau also created 2 “Tell Your Story” feature on its website that gives consumers
the opportunity to shate their experiences — positive or negative — with consumer
financial products and services. These submissions, like formal complaints, are reviewed
by staff to help the Bureau understand current issues in the financial marketplace.

HOW THE CFPB HANDLES COMPLAINTS

The CFPB collects complaints on its website and by telephone, mail, email, fax, and by
referral from other agencies. The CFPB’s US.-based contact centers handle calls with
little to no wait times. Cutting-edge technology makes the process more efficient and
user-friendly for consumers and companies. The CFPB’s toll-free telephone number
provides services to consumers in 191 languages, and the Bureau provides services for
hearing- and speech-impaired consumers, For companies, the CFPB provides 2 secure
ermail address for communicating directly with dedicated staff about technical issues.

Consumer Response screens all complaints submitted by consumers based on several
criteria, including whether they involve matters within the Bureau’s primary enforcement
authority, are complete, or duplicate prior submissions by the same consumer. Screened
complaints are sent via a secure web portal to the appropriate company.'" The

company reviews the information, communicates with the consumer as appropriate,
and determines what action to take in response. The company reports back to the
consumer and the CFPB how it has responded and the CFPB invites the consumer

to review the response. The CFPB prioritizes review and Investigation of complaints
where the company fails to provide a timely response or where the consumer disputes
the response.” Throughout this process, Consumer Response is supported by Bureau
colleagues ~ like the Markets and Regulations teams, Servicemember Affairs, and Fair
Lending — who lend subject matter expertise and help monitor complaints involving
certain groups.

™ This section presents an overview of
CFPB's Consumer Response activities
since beginning operations. The
Bureau published a moré detailed
report on the first three months of
Consumar Response’s credit card
complaint data. It is available on

B s

Additionally, as required by the Dodd-
Frank Act, Consumer Response will file
a separate Congressional report on its
operations on or before March 31, 2012
Dodd-Frank Act, Public Law 111-203,
Seetion 1013{C)

1 if 3 particular complaint doss not
involve a product or market that is.
within the Bureau's jurisdiction o ane
currently baing handied by the Bureau,
Consumer Response refers them to the
appropriate regulator.

2 Companies are required to provide
the CFPB with a timely response
consistent with the requirement s of
the Dodd-Frank Act. The CFPB initially
requested that companies respend
within 10 calendar days, but increased
the requested respanse time 10 15
calendar days with the addition of
morntgages on December 1, 2011 See
Dodd-Frank Act, Public Law 111-203,
Sectian 1034(b}
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Throughout this process, a consumer can log onto the CFPB’s secure “consumer portal”
available on the Bureau’s website or call the toll-free number to receive status updates,
provide additional information, and review responses provided to the consumer by the
company.

RESULTS

How Complaints Reach the CFPB

Between July 21 and December 31, 2011, the CFPB received 13,210 consumer
complaints, including 9,307 credit card complaints and 2,326 mortgage complaints.”

Since the Bureau began accepting complaints, 44.0 percent of all complaints have been
submitted through the Bureau’s website and 14.7 percent via telephone calls. Referrals
from other regulators accounted for 34.9 percent of all complaints received. The rest
were submitted by mail, email, and fax.

The tables presented below show complaints by type, actions taken, company response,
and consumer review of company responses.”

Table 1:

Billing disputes 1,278 13.7%
Identity theft / Fraud / Embezzlement 1,014 109%
APR or interest rate 950 10.2%
'bfﬁer 854 ‘ 9,2;%‘ ‘
Closing / Cancelling account 478 5.1%
Credit reporting 437 4.7%
Credit card payment / Debt protection 383 4.1%
Collection practices 378 ‘ 41%
Late Fee | 364 ' 39%
Other Fee ‘ 334 3.6%
CREDIT CARD COMPLAINTS INTOP 10 TYPEkSH - 6,470 : “69.5%

3 Consurmer complaints are
submissions that express dissatisfaction
with, of communicate suspicion of
wrongful conduct by, an identifiable
entity related to a consumer's personal
experience with a financial product

or service. This analysis excludes
multiple complaints submitted by 3
given consumes on the same issue and
whistieblowar tips.

™ Percentages in tables may not sum to
100 percent due to rounding,

Most Common Credit Card Complaints Reported by Consumers
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Consumers’ Credit Card Complaints

Table 1 shows the most common types of credit card complaints that the CFPB has
received as reported by consumers. Over 69 percent of all complaints submitted through
December 31, 2011, fell into these 10 categories,

The Bureau’s early experience suggests that consumers are interpreting what these
categories mean differently — for example, one consumer might choose billing dispute to
categorize a problem that another would categorize as an interest rate issue. To improve
the reliability of these data, the Burean may revise the options over time to promote
consistent categorization of complaints.

Table 2: Types of Mortgage Complaints Reported by Consumers

# %
Applying for the loan
ppYing 235 10.1%
{Application, originator, mortgage broker)
Receiving a credit offer
65 2.8%
{Credit decision/Underwriting)
Signing the agreement
{ o 96 4.1%
{Settiement process and costs)
Making payments
9 Py 501 21.5%

i {Loan servicing, payments, escrow accounts)

Problems when you are unable to pay

889 38.2%
(Loan modification, collection, foreciosure)
Other

540 23.2%

TOTAL COMPLAINTS : 2,326 100.0%

Consumers’ Mortgage Complaints

Table 2 shows the types of mortgage complaints that the Bureau has received, as reported by
consumers.
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How Companies Respond to Consumer Complaints

Approximately 9,885 or 75 percent of all complaints received between July 21 and
December 31, 2011, have been sent to companies for review and response.”® Table 3
shows how companies responded to these complaints. :

Responses include 2 description of any steps taken or that will be taken in response to
the complaint, communications recetved from the consumer in response to any steps
taken, and any follow up actions or planned follow up actions in further response to the
complaint as well as a categorization of the response. Beginning December 1, 2011,
response category options included “Closed with relief,” “Closed without relief,” “In
progress,” and other administrative options. Relief is defined as objective, measurable,
and verifiable monetary value to the consumer as a direct result of the steps taken or will
be taken in response fo the complaint. Where a company responds “Closed with relief,”
additional space is provided to describe that relief and to assign an estimated dollar
amount.'®

Companies have responded to 8.1 percent of the complaints sent to them. Companies
report closing over 35 percent of complaints with relief and approximately 31 percent
without relief.

5 The remaining complaints have been
referrad to other regulatory agencies
{10.9 percent). found ta be intomplete
(5.4 percent). or are pending with the
consumer o7 the CFPB (4.7 percent and
42 percent, respectively).

*The CFPB initially asked companies
t0 categorize their response as “Full
resolution provided,” “Partial resolution
provided,” "No resolution provided,”
or anather administrative optian. While
companies’ responses under the initial
categorizations were maintained, for
operational and reporting purposes
responses categorized as *Full
resolution provided,” or "Partial
resolution provided” are considerad

a subset of “Closed with relief*

and responses categorized as "No
resolution provided” are considered a
subset of "Closed without retief.”

Table 3: How Companies Have Responded to Consumer Complaints

Ak Credit Card  Mérigage”

‘ Company reported closed with relief 5,476 55.4% 4,785 64.1% 306 18.6%
Company reported closed without relief 3,028 30.6% 2,069 27.7% 768 46.7%
Company provided administrative response 203 2.1% 12 1.5% 71 4.3%
Company reviewing 1178 11.9% 497 67% 498 30.3%
TOTAL COMPLAINTS SENT TO COMPANY 9,885 100.0% 7,463 100.0% 1,643 100.0%
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Consumer Review

Once the company responds, the CFPB provides this response to the consumer for
review. Whetre the company responds “Closed with relief” or “Closed without relief,”
consumets are given the option to dispute the response.” Complaints with disputed
company responses ate among those priotitized for investigation. Table 4 shows how
consumers responded to the 7,349 complaints where they were given the option to
dispute that companies report as closed or where full or partial resolution was reported.
Consumers are asked to notify the CFPB within 30 days if they want to dispute a
company’s response. Nearly 40 percent of such consumers did not dispute the responses
provided. Approximately 13 percent of consumers have disputed the responses
provided. The rest are pending with the consumer.

Table 4: Consumer Review of Company Responses

¥ initially consumers were given the
option to dispute responses from
campanies that indicated a reselution
bhad been provided. Consumers were
ot offered an option to dispute
responses indicating that no resolution
had been provided, With the shift to
closure categories, consumers ate given
the option to dispute both responses
with and without relief.

Cradit Card‘ : ‘ \k&gr;@ag\e

Pending consum.er review of company's 3488 475% 2400 | 41.3% 809 77.4%
reported resolution

Consumer did m?t dispute company's 2910 39.6% 2,681 46.1% % 73%
reported resolution

Consurver disputed company’s reported 951 12.9% 734 12.6% 160 15.3%
resolution

TOTAL COMPLAINTS SENT TO COMPANY 7,349 100.0% 5815 100.0% 1,045 100.0%

"} want to thank you for your help on my issue, you helped me resolve it and
in fact the resolution is pretty much everything [} had hoped for..."

Warren from Maryland

ARY 20
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Leveling the Playing Field

The CFPB’s work is based on the principle that companies offeting a particular consumer
finance product or service should be supervised in the same way and that consumers
should receive the protections afforded them by federal law regardless of where they
obtain the product or service,

RULEMAKING

Since the Bureau’s launch, its rulemaking activities have focused on two main areas:
implementing protections required by the Dodd-Frank Act and streamlining inherited
regulations.” * Additional information regarding
individual rulemaking projects is
available in the CFPB% semi-annual
regulatory agenda, which is posted on
the website of the Office of fnformation

IMPLEMENTING STATUTORY PROTECTIONS and Regulatory Affais

The Dodd-Frank Act requires the CFPB to develop regulations to address deep flaws
in the mortgage market that the financial ctisis revealed. The CFPB is in the process

of finalizing certain proposed rules issued by the Federal Reserve. These rules include,
among other things, regulations defining lenders’ obligations to assess borrowers’ ability
to repay mortgage loans, including certain protections from liability for “qualified
mortgages.”

Patiice Ficklin, Asst.
Director for Fair Lending
& Equal Opportunity, and
Stephen Stetson from
Alabama Arise particpate
in a roundtable on payday
tending in Birmingham,
Alabama :
January 19, 2012

The CFPB is also developing proposed regulations to implement other provisions of

the Dodd-Frank Act focused on the mortgage market. These regulations will address

a variety of origination and sexvicing practices, including disclosure requirements, loan
originator compensation and anti-steering rules, data reporting requirements, restrictions
on high-cost loans, and other servicing practices. In addition, the Bureau is participating
in interagency processes to consider mortgage servicing standards and to propose various
regulations concerning appraisals.

21
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Many of these requirements have statutory deadlines and will become self-executing

in January 2013 unless the Bureay issues implementing regulations. Accordingly, the
Regulations office has made these rulemakings a priority, so that the CFPB will deliver
the consumer protections that Congtess intended and provide clarity and certainty to the
market regarding their nature and scope.

On July 2011, the CFPB published an interim final rule to implement amendments

to the Alternative Mortgage Transaction Parity Act (“AMTPA”).” This interim

final rule clatifies the circumstances under which companies may make alternative
mortgage transactions pursuant to AMTPA in states that would otherwise prohibit such
transactions. The CFPB expects to publish final regulations to implement the Dodd-
Frank Act’s amendments to AMTPA based on comments from the public.

In January 2012, the Bureay issued regulations governing certain international money
transfers (remittances) pursuant to the Electronic Pund Transfer Act.

STREAMLINING INHERITED REGULATIONS

As one of its statutory objectives, the CFPB must “reduce unwarranted regulatory
burden” by identifying and addressing “outdated, unnecessary, or unduly burdensome
regulations.”® The Bureau has undertaken the following projects to serve these goals:

Restatement of Inherited Regulations

The Dodd-Frank Act transferred to the CFPB rulemaking authority under more
than a dozen consumer protection laws previously held by other agencies. The CFPB
republished the regulations it inherited — a necessary step when one agency takes
over rulemaking authority from another. On July 21, 2011, the CFPB published a list
of implementing regulations previously issued by other agencies that the CFPB will
enforce? and in December 2011, republished these regulations as CFPB rules with
certain technical and conforming changes.”

Targeted Review of Inherited Regulations

In December 2011, the CFPB sought input from the public on how to streamline existing
regulations implementing federal consumer financial laws® The Burean requested
recommendations and data to help identify and prioritize opportunities to simplify,
update, or eliminate regulatory requirements. The public can comment on these issues
through early March. The Bureau will consider comments received from the public and
assess opportunities to strearaline existing regulations.

SUPERVISION

The CFPB’s Supervision program aims to monitor how companies’ current business
practices comply with consummner protection laws under the Bureau’s jurisdiction, to
detect emerging risks in the consumer financial marketplace, and to articulate consistent
expectations about compliance.

22 SEN-AY

778 Fed. Reg. 44226; see also Dodd-
Frank Act, Public Law 111-203, Section
1083

# Dodd-Frank Act, Public Law 111-203,
Section 1021().

276 Fed. Reg, 43569, See also
Dodd-Frank Act, Public taw 111-203,
Section 1063,

% The regulations implement certain
portions of the Fair Credit Reporting
Act; certain portions of the Gramm-
Leach-Bliley Act, the Secure and Foir
Enforcement for Mortgage Licensing
Act, ECOA, the Fair Debt Coltection
Practices Act, the Truth in Savings
Act, the Interstate Land Sales and Full
Disclosure Act, the Consumer Leasing
Act, certain partions of the Flectronic
Fund Transfer Act, section 43(c) of

the Federal Deposit Insurance Act,
HMDA, RESPA, TILA, and section 626
of the Omnibus Appropriations Act of
2009. The restated regulations have
cansolidated muitiple versians of the
reguiations under those statutes where
sulemaking authority was previously
split across multiple agencies.

76 Fed. Reg. 75825,
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SCOPE

The CFPB% supervision program has two parts that operate under common procedures
and share staff, The large bank supervision program began operations in July and
focuses on compliance at banks, thrifts, and credit unions with assets over $10 billion,
their affiliates, and certain service providers.

The CFPB is also the first federal agency required to implement a supervision program
over nonbank providers of consumer financial products and services — certain financial
services companies without a bank, thrift, or credit union charter. Thete are thousands
of such nonbanks — mortgage lenders and brokets, credit bureaus, payday lenders,

and mote — and they affect millions of Americans each year. The CFPB launched its
nonbank supervision program in January 2012,

Over the past yeat, the CFPB has invested in building its supervision program and
launched examinations of certain large banks and mortgage servicers.

INITIAL SUPERVISION ACTIVITIES

Since July 21, 2011, the CFPB’ large bank supetvision program has focused on
understanding the products and services offered by institutions in its jurisdiction,
including how each ensures compliance with consumer protection laws and regulations,
It has also begun several examinations in conjunction with activity previously scheduled
by the institutions’ prudential regulators. The CFPB’s:Supervision staff has worked
closely with other federal and state banking and other regulatory agencies with
institations in the Bureau’s jurisdiction to learn fromtheir expetience:and to coordinate
examination activities. As part of these activities, the CFPB has begun assessing the
policies and practices of certain mortgage servicing companies, including their default
servicing practices like loan modification and foreclosure.

SUPERVISION AND EXAMINATION MANUAL

On October 13, 2011, the Bureau issued the first version of its Supervision and Examination

Manwal® This manual instructs CFPB’s examiners on how to determine if providers of # The Supervision and!
consumer financial products and services are complying with federal consumer financial f”’“‘"a:’""“"”fr””;’ is availabie on
laws; how to assess whether companies appropriately monitor their own compliance; S

and how to identify risks to consumers in these matkets. Examination manual and

supervision processes will be revised over time based on experiences in the field and

comments from industry and other stakeholders.

ADDITIONAL EXAMINATION PROCEDURES

In October 2011, the CFPB released its Morigage Servicing Examination Procedures a #The Mortgage Servicing Examination
= o . . o Procedures are avallable on

module of the Supervision and Examination Mannal. The Mortgage Servicing Examination ,

Procedutes describes the Burean’s approach to identifying key risks to consumers in

servicing operations, such as improper foreclosure practices and inaccurate payment

processing, the types of information that the Bureau’s examiners will gather to evaluate
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mortgage servicers’ policies and procedures, and how examiners will assess whether
servicers are in compliance with applicable laws.

In January 2012, the CFPB issued two additional modules to its supervision manual
regarding Mortgage Origination and Short-Term, Small-Dollar Lending Examination

= The updates on Mortgage
Procedures.® . .

Origination and Short-Term, Srmalh-
Dolar Lending Frozedures are available
on e .

RECRUITING & TRAINING

The CFPB has assembled a diverse and highly-qualified group of examiners. The
Bureau’s field staff includes examiners from the prudential regulators, state banking
agencies, and industry. The Bureau’s examiners are being trained to supervise banks
and nonbanks. Training examiners to wotk in both sectors will help to ensure consistent
oversight across both sectors and increase the CFPB flexibility in allocating resources
across the country. Examiners report to regional management in offices in New York,
Chicago, San Francisco, and Washington, D.C.

ENFORCEMENT

The CFPB aims to consistently enfotce the consumer protection laws in the Bureaus
jurisdiction and to support consumer protection efforts nationwide by investigating
potential violations independently and in conjunction with other state and federal law
enforcement agencies.

CONDUCTING INVESTIGATIONS

Since the CFPB’ launch, Enforcement has been conducting investigations identified

by CFPB staff or transferred by the prudential regulators and HUD. Further detail
regarding these and other ongoing investigations will not gencrally be made public by the
Bureau until such time that a public enforcement action is filed.

JOINT TASK FORCE ON FORECLOSURE SCAMS

In December 2011, the CFPB, the Office of the Special Inspector General for the
Troubled Asset Relief Program (“SIGTARP”), and the US. Department of the Treasury
(“Treasury™) announced the creation of a joint task force to combat scams targeted

at homeowners seeking to apply for the Home Affordable Modification Program
(“HAMP"), a foteclosure prevention program administered by Treasury. This joint task
force aims to protect taxpayers by investigating and shutting down these scams and by
providing education programs to vulnerable homeowners.

WHISTLEBLOWER HOTLINE

In December 2011, the CFPB announced several ways in which individuals can alert the
Bureau about potential violations of federal consumer financial laws. Current or former
employees, contractors and vendors, and competitor companies may submit information
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or tips, People who submit tips may request confidentiality or even remain anonymous to
the extent permitted by law

FAIR LENDING

The CFPB’s Fair Lending and Equal Opportunity office leads the Bureau’s efforts
to ensure fair, equitable and nondiscriminatory access to credit for individuals and
communities. Fair Lending can use many tools to work toward this goal — from
supervision and enforcement to research and outreach.” Specifically, the Bureau is
working to fulfill its fair lending mission in the following ways:

SUPERVISION

Fair Lending is providing guidance and support to the Bureau’s supervision staff as they
begin to assess fair lending compliance by companies in the Bureau’s jurisdiction. Fair
Lending staff is coordinating with the prudential regulators regarding their fair lending
analyses and prior examinations of supervised institutions.

ENFORCEMENT

The Bureaw’s Fair Lending and Enforcement offices have begun investigating fair lending
matters, including those transferred from the prudential regulators. In addition, the
offices are engaging in carly-stage research to identify new investigations. Further detail
regarding these and other ongoing investigations will not be made public by the Bureau
until such time that a public enforcement action is filed.

RULEMAKING

In conjunction with CFPB’s Rulemaking office, Fair Lending has begun planning for
several rulemakings mandated by the Dodd-Frank Act, including those regarding
collection and reporting of small, minority- and women-owned business loan data under
KCOA and reporting of additional data fields for all companies required to report under
HMDA.

OUTREACH
To educate consumers and companies about fair lending compliance, Fair Lending staff

has met with industry trade organizations, individual consumers, and financial institutions
of all sizes, as well as national and grassroots consumer and civil tights groups.

CONSUMER RESPONSE

Fair Lending provides legal and analytical support to Consumer Response to ensure
effective investigation of disctimination complaints.
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Educating and Engaging Consumers

Listening to and learning from consumers is central to all that the CFPB does, This
work - done by all staff, but lead by the Bureau’s Consumer Education and Engagement
Division and Community Affairs office — connects the Bureau to the real experiences of
consumets actoss the country. Conversations with consumers — wherever they occur —
also provide the CFPB an opportunity to provide them with the information and tools
that they need, so that they can achieve their own financial goals.

EDUCATION & ENGAGEMENT

The Bureau is reaching out to consumers all over the country — through CFPB events,
conferences, soctal media, and more.

Since July 2011, the CFPB has engaged in over 250
meetings, roundtables, and other events with a wide Over 50 cities visited by
range of nonprofit groups that work directly with senior staff since July 21
consumers. CFPB% senior staff has visited more than
50 cities since July 21, 2011, including some of the
communities that have been hardest-hit by the financial crisis. CFPB staff has also held
town halls in Philadelphia, Pa,; St Paul, Minn., and Cleveland, Ohio in conjunction with
significant policy announcements or speeches.

In December 2011, Servicemember Affairs hosted a Financial Fitness Forum in

Washington, D.C. to raise awareness regarding consumer financial practices and services

tailored to military personnel and their families. To prepare, the Bureau published a

Notice and Request for Information on these issues.™ 7% Fed, Reg, 54998

Since launching the CFPB’s website in February 2011, Consumer Engagement has used
the blog to engage the public in the Bureau's daily work — for example, by inviting the
public to comment on prototype disclosures as part of the Know Before You Owe
campaign and webcasting some of the CFPB’s major events. Additionally, the Bureau has
posted information designed to address topics of widespread concern - such as what to
do when falling behind on 2 morigage — and the specific needs of military families, older
Ammericans, and students.

n October 2011, the Bureau launched an online Student Debt Repayment Assistant
tool for the Bureau’s website. The tool helps students understand their loan repayment
options. There have been more than 30,000 unique pageviews of tool since its launch.

Older Americans is conducting a seties of outreach meetings around the country with its
core constituency, key public officials, financial institutions, industry, advocates, and other
stakeholders. This included roundtables with consumer groups, service providers, and law
enforcement in Maine, Massachusetts, Minnesota, New York, Florida, and California,
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Servicemember Affairs staff visited 15 military bases in the past year. Those visits
include listening to servicemembers and their leaders about the financial challenges that
they face, observing financial education training, and providing educational materials.

Servicemember Affairs raised awareness about the acute financial impact that
servicemembers face when they recefve Permanent Change of Station (“PCS”) orders
and are required to move. Given the difficult conditions in the housing market, PCS
orders may force military families to sell homes at a significant loss. Treasury responded
by making it easier for families in this situation to qualify for loan modifications. Fannie
Mae and Freddie Mac have also recognized PCS moves as a thﬁed hardship for
purposes of consideration of a loan modification.

The CFPB’s Private Education Loan Ombudsman will work with institutions of higher
education, lenders, and other participants in the private education loan programs to
address challenges in the student lending marketplace. The Ombudsman will coordinate
with the Department of Education to help resolve complaints from borrowers of private
education loans and will submit a report to Congress later this year.

In January 2012, the CFPB held a field hearing in Birmingham, Alabama to gather
information on the payday lending market. Consumers, as well as officials from payday
lenders, advocacy groups, and government agencies, shared their insight into how payday
loans wortk for consumers.

Tn 2012, the CFPB will set up a Consumer Advisory Board to provide a formal
mechanism for consulting with a range of external stakeholders about the Bureaus work
and emerging practices in consumer financial markets, including regional trends and
concerns,
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Evidence-Based Analysis

Understanding how consumer financial markets work, the avenues for innovation

in financial products and services, and the potential for risk to consumers is a core
component of the CFPB%s mission. The Bureau’s aim is to ground all of its work - from
writing rules and litigating enforcement actions to its outreach and financial literacy
efforts — in the realities of the marketplace and the complexities of consumer behavior.

To do this, the Bureau has invested in its capacity to understand market dynamics, to
assess risks to consumers, and to study the structure and efficiency of consutner financial
markets and the nature of consumer behavior in these markets.

To build a foundation for rigorous analysis, the Bureau is acquiring detailed datain 2
number of areas, including mortgages, credit cards, and credit bureau reports. In every
case, the Bureau will strictly respect privacy laws and considerations.

The CFPB’s efforts to improve the information available to policymakers and market
participants have already begun.

.29

In July, the Bureau published two required reports:  Dodd-Frank Act, Public Law
111-203, Sections 1073{e} and 1078(a),
respectively. Bath reports are available
on fLoagnce gov

+  Remittances

The CFPB studied how exchange rates used in remittance transfers are
disclosed to consumers and the potential for using remittance histories to
enhance the credit scores of consumers. The CFPB also obtained additional
data 1o evaluate the predictive value of using remittance history in credit scoring
and will produce a second report on this subject.

+  Credit Scores

The Bureau examined the differences between credit scores sold to consumers
and scores used by lenders to make credit decisions.

Additionally, the CFPB’s Research and Markets teams ate collaborating with their

colleagues from the Students and Older Americans offices to prepare required reports

on private student lending and reverse mortgages, and provide recommendations on best

practices concerning financial advisors who work with older Americans. 3 # Dadd-Frank Act Public Law 111-203,
Sections 1077, 1076a), 1013(@ANC)

As part of Financial Education’s efforts to understand effective financial education

practices, the CFPB began 2 pilot program that will evaluate certain programs in the field

and publish the results to help inform and advance the field of financial literacy.
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The CFPB has also hosted three reseasch-oriented conferences designed to promote
discussion of regulatory issues related to consumer finance among academics, consumer
advocates, industry representatives, and public officials.

29

In December 2010, the CFPB hosted a symposium to inform its work on the
integrated TILA-RESPA disclosures for mortgages. The event addressed
effective practices for communicating information about mortgages and
reseatch on how disclosures affect consumer behavior.

In February 2011, the Bureau held a conference to assess the impact of the
Credit Card Accountability Responsibility and Disclosure Act (the “CARD
Act”) and released related data from issuers and consumers,

In October 2011, CFPB hosted a symposium focused on new research on
sustainable mortgages and access to credit. Panelists discussed the relationship
between lending standards and default risks, policy options to affect access to
credit, and approaches to improving data on mottgage lending.

B, PANDARY O
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Building a Great Institution

The CFPB has grown from a handful of eatly arrivals in the summer of 2010 to over 750
employees mationwide. This growth has been matched by sustained effort to implement
policies to govern the Bureau’s activities, launch impottant relationships, and create a
transparent culture that allows the American people see how their agency is doing. Taken
together, these efforts mark an important investment in building an agency that can
deliver the consumer protections guaranteed by federal law.

DEFINING THE BUREAU'S POLICIES AND PROCEDURES

As part of its implementation work, the Bureau has implemented several important
policies and procedures, including:

COORDINATION OF REGULATORY ANALYSES, INTERAGENCY
CONSULTATION & SMALL BUSINESS REGULATORY
ENFORCEMENT FAIRNESS ACT PANELS

The CFPB has prepared to implement various requirements under the Dodd-Frank

Act concerning analysis of certain benefits, costs, and impacts of the CFPB rules;
consultation with prudential regulators and other appropriate agencies over the course

of a rulemaking; and consultation with small regulated entities prior to proposing certain
rules as required under the Small Business Regulatory Enforcement Fairness Act of 1996.
Staff has studied and consulted with other federal agencies that have similar obligations.

NOTICE AND OPPORTUNITY TO RESPOND AND ADVISE
("NORA”") POLICY

In November 2011, the CFPB outlined plans to provide advance notice of potential
enforcement actions to individuals and companies under investigation. The NORA
process begins with the Bureau exphining to individuals or compantes that evidence
gathered by the CFPB indicates they have violated consumer financial protection laws.
Recipients of 2 NORA notice can then respond in writing before a final decision is made
to begin legal action, Although the NORA notice is not required by law; it reflects the
CFPB’s commitment to fundamental fairness in the exercise of its enforcement authority.
The decision to give notice in any particular case is discretionary and will depend on
factors such as whether prompt action is needed.

PROCEDURES FOR ENFORCEMENT INVESTIGATIONS AND
ADJUDICATION

In July 2011, the CFPB adopted Rules Relating to Investigations and Rules of Practice
for Adjudication Proceedings as interim final rules and anticipates finalizing these rules
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after consideration of public comments. The CFPB’ Rules Relating to Investigations
include procedures for investigating whether persons engaged in conduct that violates
federal consumer protection laws enforced by the CFPB. The CFPB’s Rules of Practice
for Adjudication Proceedings set forth the rules for conducting adjudication proceedings
to ensure or enforce compliance with these laws,

DISCLOSURE OF RECORDS AND INFORMATION

Also in July, the CFPB adopted an interim final rule establishing procedures for the
public to obtain information from the CFPB under the Freedom of Information Act, the
Privacy Act of 1974, and in legal proceedings. The rule establishes CFPB’ procedures
regarding the confidential treatment of information obtained from persons during
supervisory or other regulatory activity. The CFPB anticipates finalizing the rule after
consideration of public comments,

Over the next six months, the CFPB will continue to issue rules necessary to launch
required functions:

ESTABLISHING THE SCOPE OF THE NONBANK SUPERVISION
PROGRAM

“Larger Participants”

The Dodd-Frank Act requires that the CFPB supervise all nonbanks in the

residential mortgage, private education lending, and payday lending markets.

‘The nonbank supervision program will also apply to nonbanks that are

“larger participants” in other markets, as defined by a forthcoming rule. In

June 2011, the CFPB formally sought public comments on how to define a

“larger participant™ and held a series of roundtable discussions with industry, 76 Fed. Rey. 36059,
consumer and civil rights groups, and state regulatory agencies and associations.

The Bureau is reviewing the more than 10,400 comments on that topic and will

soon propose its initial “larger participants™ rule.

Procedural Rules

Under the Dodd-Frank Act, the CFPB may also supervise any nonbank that it

de?termmes is engaging or has ef\gaged in conduct t}lat poses rzslfs to consumers % Padid-Frank Act, Public-taw 111203,
with regard to consumer financial products or services.” The CFPB will publish Section 1024ENINC)

rules setting out procedural guidelines for implementation of this provisien in

the next few months,
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ETHICS

The CFPB is establishing a model government ethics program that fosters high ethical
standards and maintains the public’s confidence that Bureau employees conduct their
duties with integrity and impartality. Key components include: pre-employment ethics
review of candidates for executive positions, including a review of financial interests;
comprehensive, interactive ethics training for every new CFPB employee, including
specialized eraining for executives and examiners; development of supplemental ethics
regulations tailored to the Bureaw’s mission, taking into account the nuanced ethics issues
facing regulators; and implementation of an online electronic filing system for generating,
tracking, reviewing and monitoring completion of financial disclosure forms.

INVESTING IN PARTNERSHIPS

The CFPB is committed to collabotating with local, state and federal parters and
groups representing consumers, indusiry, and a wide array of other stakeholders.
These partnerships will allow the CFPB to share information about emerging risks
to consumers, coordinate and leverage resoutces, and promote innovative strategies
in consumer protection and education. Over the past year, the Bureau has begun
establishing these important relationships in a variety of contexts.

The CFPB has pursued efforts to establish Memoranda of Understanding (“MOU”)
with each of the prudential regulators, federal law enforcement agencies, state agencies,
and various industry or self-regulatory organizations. These agreements establish a
framework for sharing information about institutions within the Bureau’s authority,
coordinating activities and the use of resources, and promoting best practices. In the
case of the prudential regulators, the MOUs will also establish protocols for conducting
“simultaneous” examinations so that the burden of the Bureau's supervisory activities on
companies can be reduced as the Dodd-Frank Act requites.

In Apzil 2011, the Bureau signed a Joint Statement of Principles with the National
Association of Attorneys General. Under this agreement, the CFPB and state attorneys
general will work together to share information, data, and analysis; develop joint training
programs; and, where approptiate, support each other through joint or coordinated
investigations and coordinated enforcement actions

In early July, the CFPB’ Servicemember Affairs and Enforcement offices and Judge
Advocates General of all the service branches signed a Joint Statement of Principles to
ensure that the CFPB can help protect military families from illegal practices.

Servicemember Affairs also established a working agreement with the Department
of Veterans Affairs to refer military families to one-on-one foreclosure prevention
assistance.

In October 2011, the CFPB’s Private Education Loan Ombudsman entered into an MOU

with the Department of Education to share information about private student loan
complaints.

B, JANLIARY 50, 2012
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The CFPB Director serves as the Vice-Chair of the Financial Literacy and Education
Commission (“FLEC”), which is developing a national strategy for financial education,
Senior staff from Financial Education works with the representatives of 22 other
member federal agencies to enhance financial literacy efforts and avoid duplication.

In January 2012, the CFPB announced a joint effort with state Attorneys General and
the Department of Defense to track companies and individuals who repeatedly target
servicemembers, veterans, and their families. The Repeat Offenders Against Military
(“ROAM™ Database will provide centralized information to local, state and federal law
enforcement agencies to support their work investigate and stop financial scams against
the military. The CFPB and its partners will continue to encourage agencies across the

nation to shate information to suppott this project.®
* Agencies that wish to contribute
information to the ROAM database or
request information should email the

OPEN GOVERNMENT - Bureau at ROAMDatabases@cfpb.gov

Transparency is not just a key element of the CFPB’s vision for consumer financial
markets. Openness about what the Bureau is doing and how it operates is also an
essential ingredient in how the CFPB is being built. The CFPB has taken these steps to
makes its operations wansparent to the public:

+  Leadership Calendars

‘The Buteau published the daily calendats of Elizabeth Warren and Raj Date,
each of whom setved as Special Advisor to the Secretary of the Treasury on the
Consumer Financial Protection Bureau, on its website. Director Rich Cordray’s
daily calendar will also be published on the website.

+  Budget Updates

‘The CFPB publishes quarterly budget updates on its website to provide a
snapshot of how the Bureau’s resources are being used.

+  Reports

The CFPB has published reports on its implementation activities and an interim
report on the first three months of Consumer Response’s credit card complaint
data.

+ . Congressional Oversight

R . . . .
In 20()‘1, the Bureau’s senior stszf tesmﬁcd 11 tmi'xcs before Cf)ngresslonal ¢ fppendix B contains a complete
committees.” The CFPB publishes written testimony submitted as part of fist of Congressional appearances by
those appeatances on its website.” CFPB stafl.

 Written testimony can be found on
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BUDGET

HOW THE CFPB IS FUNDED

The CFPB is funded principally by transfers from the Federal Reserve System, up to
limits set forth in the Dodd-Frank Act. The Director of the CFPB requests transfers
from the Fedetal Reserve in amounts that are reasonably necessary to carry out the
Bureau’s mission. Annual funding from the Federal Reserve System is capped at a fixed
petcentage of the total 2009 operating expenses of the Federal Reserve System, equal to:

+ 10 percent of these Federal Resetve System expenses (or approximately $498
million) in fiseal year (“FY™) 2011;

+ 11 percent of these expenses (or approximately $547.8 million) in FY 2012; and

+ 12 percent of these expenses (ot approximately $597.6 million) in FY 2013 and
each year thereafter, subject to annual inflation adjustments.

Duting fiscal year 2011, the CFPB requested transfers from the Federal Reserve totaling
$161.8 million to fund implementation activities to launch operations and to continue to
build operating capacity.®

These funds are held in an account for the Bureau at the Federal Reserve Bank of
New York. Bureau funds that are not funding current needs of the CFPB are invested
in Treasury securities on the open market. Farnings from those investuments are also
deposited into the Bureau’s account,

If the authorized transfers from the Federal Reserve are not sufficient in fiscal
years 2010-2014, the CFPB can ask Congress forup to $200 million, subject to the

approptiations process. The CFPB did not request an appropriation in FY 2011 and does

not plan on doing so in FY 2012 or FY 2013.

Pursuant to the Dodd-Frank Act, the CFPB is also authorized to collect civil penalties
against any person in any judicial or administrative action under federal consumer

financial laws. The CFPB maintains a separate account for these funds at the Federal
Reserve Bank of New York. The CFPB did not collect any civil penalties in FY 2011.

AUDITED FINANCIAL REPORT FOR FISCAL YEAR 2011

In November 2011, the CFPB issued its first Financial Report, including financial
statements for fiscal year 2011 that were audited by the Government Accountability

Office (“GAO”) in accordance with generally accepted government accounting standards.

The GAO’s audit report concluded that the CFPB% fiscal year 2011 financial statements
are fairly presented in all material respects. The GAQ also concluded that the CFPB had

effective internal control over financial reporting as of September 30, 2011, and found no

reportable instances of noncompliance with the laws and regulations it tested.

34

* More detaited information on CFPB's
budget is available in the Bursav's
Annual Financial Report and FY 2013
Budget Justification. To facditate
oversight, CFPB's Financial Report

for Fiscal Year 2011 is attached as

an appendix ta th I

available on 1

The Bureau's FY 2013 Budget
sustification wil be availatle on the
Bureau’s website following the refoase
of the President’s FY 2013 Budget
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KEY CFPB EXPENDITURES IN FISCAL YEAR 2011

During fiscal year 2011, the majority of CFPB spending was related to essential, one-time
costs related to standing up the Bureau, such as information technology and mission-
specific and human capital support. The CFPB incurred $123.3 million in obligations,
including $68.7 million in contract and support services, $48.4 million in salary and
benefits, and $6.2 million in other expenses.

implementation Activities
The Bureau’s significant start-up expenditures in fiscal year 2011 include:
+  $18.6 million to Treasury for various administrative support services, including
information technology and human resoutce support, office space, and

detailees;

«  $6.7 million to Treasury’s Office of the Comptrolier of Currency for office
space and support services for complaint processing;

«  $6 million to Tteasury’s Bureau of the Public Debt for cross-servicing of
vatious human resource and financial management services, such as core

financial accounting, transaction processing, travel, and payroll;

¢ $4.4 million to a contractor for human capital policies and assistance in
developing salary and benefits packages consistent with statutory requirements;

+ $4.3 million to an information technology contractor for project management
support services; and

+  $4.3 million to a contractor for the development of Consumer Response.

Members of the CFPB team.

Recruiting and Hiring

Over the past year, the CFPB has focused on recruiting and hiting the most highly
qualified individuals, These efforts have focused on filling vacancies at its headquarters
in Washington, D.C., and in its examiner workforce which is distributed across the
country and organized by regions focused on satellite offices in Chicago, New York
City, and San Prancisco,
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The $48.4 million that the CFPB spent on salary and benefits in fiscal year 2011
supported approximately 660 employees who were onboard by the end of September
2011, By the end of December 2011, the Bureau had 757 employees. In addition to

competitive hires, these include approximately 230 highly qualified regulators, researchers,
lawyers, and market practidoners who transferred from the consumer protection divisions

of the prudential regulators and other agencies.

Figure 1: CFPB Positions Filled through December 31, 2011
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Figure 1 displays the quarterly growth of on-board positions filled for the CFPB through
December 31, 2011

DIVERSITYY

Diversity has been a cornerstone of the Bureaw’s foundation, its programs, and its
contracting since its establishment. In January 2012, the Bureau formally established an
Office of Minority and Women Inclusion (“OMWI”) to ensure that inclusion continues
to inform its work., OMWT will focus on developing and refining standards for:

+  equal employment opportunity, workforce diversity, and inclusion at all levels
of the agency;

+  increased participation of minority-owned and women-owned businesses in the
CFPB’s programs and contracts; and

«  assessing the diversity policies and practices of companies that the CFPB
supervises.

The CFPB has met with representatives from FIRREA agencies™ and other stakeholders
to assess how to structure and staff OMWI and to identfy best practices for promoting
hiring and contracting diversity.

% SEMIANNUAL REPORT

¥ This section presents snoveiview

of the Bureaw's effort to promite
diversity across its workforce and
contractor support community. A more
complete analysis will be prasented in
the Bureau's required antal Human
Capital report, which will be published
later in 2012,

in July 2011, the Bureau published

3 report on its goals for recruitment
and retention, training and workforce
development, and workforce
HAexibilities. That report is available on

 These agencies include OCC, OTS,
FDIC, NCUA, the Commodity Futures
Trading Commission, the Securities and
Exchangs Commissicn, and the Federal
Reserve. See 12US.C. § 1833 and 15
USC.§ 784
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DIVERSITY IN THE CFPB'S WORKFORCE

As of December 31, 2011, CFPB had 757 employees onboard, approximately half of
the Bureau’s anticipated staffing level. The CFPB’ workforce is 47 percent women and
53 percent men.  Over 30 percent of the CFPB workforce is comprised of minorities,
including approsimately 19 percent of the Bureau’s employees who self-identifted as
African-American, 7 percent as Asian, and 5 percent as Hispanic,

Figure 2: Bureau-wide gender and minority statistics to FIRREA bench ks by pay band
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% Minority

Female hrmark at 44%

... Minority benchmark at 28%

Figure 2 compares the CFPB’ workforce to the FIRREA community with respect

to diversity by gender, race, and national origin. Figure 2 shows that the CFPB has

a relatively even distribution of women and minorities across pay bands. The CFPB
workfotce has more women in pay bands 3, 4, and 7 than FIRREA counterparts
represented by the green line in Figure 2. Women also account for approximately 37
percent of pay bands 8 and 9, the pay bands that contain the CFPB senior leadership
positions. The Bureau’s wotkforce has more minorities overall than the FIRREA
agencies, and this is especially pronounced in pay bands 3, 4, and 5 as represented by the
blue line below.

The overall variation of salary compensation actoss pay bands within CFPB with respect
to gender is 0.2 percent. Finally, the comparable gap between pay for minority and non-
minotity populations is 0.6 percent.

OMWI'S ROLE AT THE CFPB

Now that it has been established, OMWI will help all parts of the Bureau bring diverse
petspectives to bear on its work and promote inclusive hiring and contracting practices.

Recruitment

As the CFPB continues to grow, OMWI will work with the federal OMWT coramunity,
local and national media, and other stakeholdets to develop awareness of existing
opportunities at the Bureau to promote the opportunities for womnen and minorities in its
workforce and to diversify its applicant pool. In addition to promoting diverse applicant
pools for immediate openings, OMWI will work with the Bureaw’s Human Capital office
to develop long-term plans that focus on active participation at recruitment and outreach
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events for all levels of candidates. The aim is to continually support the capacity to
attract diverse applicants for any job openings that may arise.

The CFPB is taking the following steps to create a pipeline of diverse candidates:
+  targeted recruiting at colleges and graduate schools;

+  creating an Employee Referral Program for hard-to-fill positions that that
fosters contacts among underrepresented populations;

+  forming strategic alliances and partnerships with organizations that serve
undetrepresented populations;

+  developing a recruiting tool kit to provide each of CFPB’s teams with tips for
reaching diverse candidate pools;

+  creating a recruitmeént website that reflects best practices for promoting diverse
applicant pools; and

«  uilizing social media and other technological tools to attract diverse talent.

Regulatory Oversight

Under the Dodd-Frank Act, OMWI must assess and monitor the diversity policies
and practices of the companies that the CFPB supervises. OMWI will continue to the
Bureau’s efforts to define procedures for conducting this oversight,

DIVERSIFYING PROCUREMENT PARTICIPANTS

‘The CFPB has also worked to promote diversity among the companies that compete to
receive its contracts. The Buteaw’s Procurement office is currently measuring obligations
for certain small business contracts awarded to minority-owned small disadvantaged
businesses and women-owned small businesses against goals based on the percentage of
total dollars spent or obligated on contract actions.”” As shown in Figure 3, in fiscal year
2011, the CFPB exceeded an initial goal of awarding at least 5 percent of its contracting
dollars to minority owned small disadvantaged businesses and women owned small
businesses.”” In fiscal year 2011, 21.82 percent of CFPB contract dolars went to small
disadvantaged businesses. Of that amount, 76 percent or roughly $5.5 million was
awarded to certified 8(a) firms. Additionally, 6.57 percent of contract dollars went to
woman-owned small businesses.™

OF THE CFPR, JANUARY 30

¥ Note that obligations are messured
for cantract swards valued above
$3,000.

“ The Bureau's goals for fiscal year 2014
were set by Treasury. Going forward,
the CEPB's OMW! will help determine
appropriate targets.

“ Results from first quarter of fiscal year
2012 have not yet been validated,
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FY11 Socioeconomic Obligations

FY11 Total Obligations B Obliginid doirs
Small disadvantaged business $7.2M
Wornan owned smali business $2.2M
Large
- business Service disabled veteran ownad smalf
N $1.3M
SRy ‘business
64.02%
Othar smali business $0.7M
$21m
HubZone smali business $0.6M

Going forward, the CFPB’% Procurement office will work with OMWT to research and
develop further strategies to increase the levels at which minority and women owned
enterptises ~ both large and small — participate in the CFPB’s contracting opportunities.
OMWI will alse develop procedures to promote opportunities for fair inclusion of
women and minorities within the population of contractor staff and, as applicable,
subcontractor staff in accordance with the Dodd-Frank Act,
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Shopping Challenges

Promoting markets in which consumers can shop effectively for financial products and
services is central to the CFPB’ mission. When the costs, risks, and other key features
of financial products are transparent, consumers may be able to compare products and
choose the best one for them.

SCOPE

This report represents a set of preliminary observations about opportunities and
challenges that consumers face when shopping for mortgages, credit cards, and student
loans,

The Bureau aims to develop better data and evidence over time about consumers’
shopping patterns and behaviors, and the ways that market structure and sales practices
may shape these patterns.

This report focuses on consumers’ ability to shop for loans based on price terms — for
example, interest rates and fees — since that has been the focus of several of our most
important projects in the last year. It also discusses consumers” ability to shop on
monthly payment or total obligation.

Consumers may consider other factors, including product features, convenience, guality
of service, and, in some cases, providers® financial stability, Future reports may consider
those factors, as well as fair lending issues that may limit some consumers’ ability to shop.

OVERVIEW

The US. consumer financial services market offers consumets a wide variety of credit,
payments, and deposit products. Within any given product category, there are typically a
wide array of features and terms, giving rise to a large number of potential combinations
from which consumers can make a choice. In this kind of marketplace, shopping can
help consumers find a product that meets their specific needs.

The market also contains a lot of information about certain elements of product prices.

For example, those consumers who have Internet access — and it is important to bear @ For example, Pew reposts thar 22
i i : . ; f adults and 58 of
in mind that many do not*? - can readily use common websites to find certain rate percent of adults and 56 percent o
) N i I i seniors do not have Internet access
information on mortgage loans or auto loans for borrowers with strong credit histories. Pew Internet & American Life Project,
Many consumets receive several credit card offers each month quoting them interest rates ,Df"wg‘aph‘“ of ':‘te"‘e‘ Users

e

g Teends

based on their credit histories. Dot

40




120

In this environment, consumers who want to shop on price still face many challenges:

Nonstandard information. The Truth in Lending Act standardized how rates are
stated when consumers borrow money. Lenders must quote an annual percentage rate
(“APR”™). For many types of products, however, disclosures of fees are not standardized
and information about fees is not readily available. For example, the presentation of fees
for checking accounts and prepaid cards is not standardized and cannot be easily checked
on websites or elsewhere.

Price can be complex. Consumer financial products can have such a wide variety of
rates and fees that consumers have difficulty getting a clear sense of how much the
product will cost. Determining which rates and fees will apply in certain circumstances
often depends on a complicated set of legal rules about when different charges apply. In
this context, disclosures mandated by government can simplify the price but only to a
degree.

Price can depend on future behavior. The actual price to an individual consumer
may depend on how the consumer ultimately uses a product, which can be difficult for
the consumer to predict when they choose one offer over another. Consider the credit
card, the most common consumer credit product. The actual cost of using a particular
card depends on when consumers borrow, whether they make a purchase or take a cash
advance, how much they botrow, and when and how much they pay back. Similarly, the
actual cost of a checking account depends on the amount and timing of the consumer’s
deposits and withdrawals.

A consumer may have a hard time predicting these patterns, let alone determining how
different patterns translate to different costs. Marketing materials may emphasize the
cost for the consumer who uses the product in the most favorable way. Mandatory
disclosures can help draw attention to a product’s cost under less favorable circumstances.
But, sometimes pricing is so complex that it cannot be reduced to an easy-to-understand
disclosure, and that is when shopping may be most difficult.

Price can depend on ctedit quality. Risk-based pricing is the practice of charging
higher prices for consumers whose credit history or lack of credit history indicates that
these consumers are more likely to have trouble repaying the loan. For some credit
products, risk-based pricing may make it possible for some lenders to expand access

to credit and may make the allocation of credit mote efficient. Risk-based pricing of
credit products may make shopping harder, particularly for borrowers with weaker credit
histoties or borrowers who are uncertain about the strength of their credit history.  For
some credit products, risk-based pricing may make it possible for some lenders to expand
access to credit and may make the allocation of credit more efficient.

Risk-based pricing can make it more difficult for consumers to obtain accurate price
information when they are shopping. The lender does not determine the exact price it
will charge a particular consumer until the lender has reviewed information about the
borrower, known as underwriting the loan. The lowest-risk borrowers — assuming that
they can correctly self-identify - may be able to rely on prices quoted in advertising,

but higher-risk borrowers cannot assume that they will be able to obtain a loan at the
advertised price. Such borrowers may not obtain an accurate price quote uatil after they
have invested time and effort, and sometimes until after they have paid a fee to apply for
a loan.

#
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MORTGAGES

In 2010, approximately 7.8 million consumers took out a mortgage loan to purchase

a house or refinance an existing loan.” Limited available evidence about consumers’
shopping behavior suggests that consumers do not, or perhaps in some cases cannot,
obtain informaton about mortgage products from more than a small number of

lenders. Surveys conducted before the financial crisis suggest that roughly 20 to 30
percent of morigage borrowers contacted only one lender, a similar fraction considered
two lenders, and about half contacted three or more lenders.* Some studies estimate
many consumers could see significant savings if they shopped more.” This evidence
suggests that borrowers find the time and effort of additional shopping to be quite costly,
underestimate the potential value from shopping, or both.

Several factors contribute to this phenomenon;

Timing. Consumers who are seeking a mortgage to purchase a home (as opposed to
refinancing an existing mortgage) ordinatily face time pressure to complete the purchase.
This pressure may lead consumers to shop less for a mortgage because they undervalue
the benefits of comparison shopping and lack the time to do it.

Pricing complexity. Since the crisis in 2008, certain types of particularly complex
mortgages have become much less common. Thus, on the whole, the array of available
mortgage products has likely become simpler, Furthermore, although adjustable rate
mortgages are still available, most consumers seem focused on fixed-rate, fixed-payment
mortgage loans for a variety of reasons, including the low interest-rate environment. In
2010, these loans comprised over 90 percent of mortgage originations, or §1.4 trillion,
compared to 52 percent and 55 percent respectively in 2005-2006.% If this reflects an
increase in the number of borrowers that consider only fixed-rate, fixed-payment loans,
then comparison shopping is likely easier for such consumers, all other things being
equal.

But shopping even for relatively simple products — such as fixed-rate, fixed-payment
mortgages — involves complex decisions. For example, these products often offer a
trade-off between interest rates and discount points. Studies offer some evidence that
many consumers struggle to understand this relationship.” Even for the consumer who
understands discount points, comparing offers with different combinations of rate,
points, and fees can be difficult.

Pricing variability and volatility, The interest rate on a mortgage, as on other

credit products, will vary from consumer to consumer based upon the consumer’s
creditworthiness. In addition, mortgage rates can fluctuate daily based on secondary
market supply and demand. Thus, a consumer can more effectively comparison shop if
the consumer can efficiently obtain customized, firm rate quotes from more than one
lender. However, obtaining firm rate quotes from more than one lender requires the
consumer’s time and effort to provide information to multiple lenders.
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Moreover, even firm rate quotes are contingent on circumstances that may be difficult
for the borrower to predict or control. If, for example, the appraised value of the home
is lower than anticipated,®® the lender usually reserves the right to charge a higher rate.
Consumers have no ready way of anticipating how different lenders will respond to such
a change in circumstances. In the case of a home purchase transaction, shopping after a
change in circumstance may be impractical as the closing date will likely be near.

Third Parties. Consumers may seek to save time by turning to a mortgage broker to
shop for the consumer or by using a third-party website. Mortgage brokers can offer

a consumet loans from multiple lenders, potentially helping consumers to find a better
deal than they would find on their own. Brokers also can offer the consumer advice and
expertise. However, brokers generally do not have a legal obligation to represent the best
interests of the consumer.” Third-party websites aggregate price quotes from multiple
lenders and serve as an additional mortgage shopping channel, but the selection and
placement of products within a site’s list may be influenced by placement fees. paid by the
retail lender or mortgage broker.

Whether the consumer shops through a broker ot a web site, the consumer faces the
challenges discussed above. For example, rates quoted by brokers or web sites may not
accurately reflect the actual rates and terms a consumer will receive after the lender has
considered (underwritten) their application,

Complexity of Disclosures. Mandatory federal disclosures are meant to make shopping
casier. RESPA requires lenders to disclose detailed information on closing costs shortly
after application. This disclosure is known as the Good Faith Estimate (“GFE”). TILA
requires lenders to state different information regarding loan costs, including an APR that
takes into account interest, points, and certain one-time fees to create a single rate. But
the APR’s usefulness for purposes of compating prices across loans is limited for various
reasons. For example, the APR includes only certain types of fees and excludes others.
The interaction between the RESPA and TILA disclosures has long been recognized as
inefficient and confusing for consumers and industry. There is also evidence that many
consumers find it difficult to read, understand, and use the required disclosures.

As discussed more fully above in the “Know Before You Owe” section, the Bureau is

overhauling these disclosures on the basis of extensive testing with consumers and will
propose new disclosures for public comment in July.
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CREDIT CARDS

The credit card is one of the most common consumer financial products in the US. As
many as three-fourths of households have a credit card, and many have mote than one.
Nearly 514 million credit cards were in circulation as of December 31, 2010.”" Credit
cards provide consumers with convenience, serving as a substitute for cash and checks
and providing ready access to credit.¥

In 2010, consumers opened 39.0 million new bank credit card accounts and 34.3 million
retail accounts, a significant proporton of which were retail credit cards.™ It is unclear
the extent to which consumers shop before applying for a new credit card. In January
2011, the CFPB commissioned a survey among consumers who currently hold a bank
credit card. In that survey, 13 percent reported that they had applied for a bank credit
card in the preceding twelve months, and of those, 30 percent reported that they had
compared several different cards. However, because the number of respondents who
had applied for a credit card was small, information about the shopping behavior in this
survey must be used with caution.

Consumers who desire to shop for a credit card face several challenges.

Pricing Complexity. Credit card terms can be complex and hard to follow; making
the total cost of using the card difficult to understand or predict and comparison with
other cards even more challenging, Different transactions — such as cash advances,
balance transfers, and purchases — may be subject to different APRs. And while APRs
are communicated in percentages, various fees may be communicated in dollar terms,
petcentage terms, or a mix of dollar and percentage terms.

Consumers also face complex trade-offs. For example, promotional periods differ in
length and cover different types of transactions. Consumers may seek to weigh the
benefit of a longer or shorter introductory period against the benefit of a higher or lower
“go to” APR. Additionally, some credit cards come with an annual fee. Consumers may
seek to weigh a card with a fee and a lower APR against a card without a fee and higher
APR. Some cards have rewards programs. Produicts with rewards may have different
APRs or fees than products without rewards.

To make these various tradeoffs accurately, consumers must predict their propensity to
catry a balance from month to month, foresee their spending and payment patterns,
evaluate their rewards redemption preferences, and anticipate their need and appetite
for cash advances. With so many moving parts, consumers may struggle to make value-
maximizing decisions.

Information limitations. The introductory and “go to” APR on 2 credit card generally
depend on the consumer’s riskiness as assessed by the issuer based on pricing methods
that are not public. This can make it mote difficult for consumers to compare prices
across products or to evaluate the competitiveness of a particular offer. Most issuers’
websites, for example, display APRs in broad ranges (e.g, from 12.99 percent to 20.99
percent) based on credit quality segments. Thus, a consumer is left to guess what the
ultimate price might be. Further, consumers who apply for credit cards are generally
assigned a higher APR than the rate offered to customers identified by the issuer. While
this does imply a potential penalty for consumers who shop actively, it may reflect
genuinely higher risk profiles of consumers who actively seek credit.
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Mail offers provide many consumers a steady flow of information about rates available
to those consumers from the large, national card issuers, In the first three quarters of
2011, 60 percent of households received credit card mail solicitations,” and the average
solicited household received five solicitations per month. Seventy-six percent of those
solicitations contained a “pre-screened” price offer, that is, a specific price based on the
fact that the consurmer satisfied certain credit criteria specified by the card issuer® Under
the Fair Credit Reporting Act, these offers must be “firm offers,” which means that if
the consumer returns the application the consumer will receive the offered price unless
the consumer no longer meets credit criteria established by the issuer at the time of the
solicitation. Thus, consumers who are “in the market” for a new credit card and who
receive and retain multiple pre-screened offers from different issuers can compare those
offers. But many houscholds ~ 40 percent in the first three quarters of 2011 — do not
receive mail solicitations. Moreover, mail solicitations are dominated by the large national
issuers whereas consumers may wish to shop more broadly.

Consumers are also solicited in person at bank branches and retail points of sale or by
phone. In those settings, the consumer may be less likely to see or understand key price
terms of to have compared different offerings before submitting an application.

‘Third Parties. Instead of visiting muluple issuers” websites or branches, consumers
sometimes use an “aggregator” (i.e., a third-party website that contains information on
multiple products from multiple issuers). Third-party sites may narrow a consumer’s
search by providing a list of products that meet certain consumer-defined parameters,
such as low-interest, cash rewards, travel rewards, etc. But the selection and placement
of products within that list may be influenced by placement fees paid by card issuers.
Additionally, third-party sites quote the same ranges of rates the consumer would find on
the issuers’ web sites, not a specific rate.

Disclosure limitations, For consumers who have received and are evaluating mail
solicitations, certain key terms will be disclosed in a standardized format. However,
not all of the material terms are necessarily disclosed in solicitations. For example,
credit lines vary across credit cards and these are not disclosed until afrer the consumer
has applied for and obtained the card. Similarly, many of the key elements of rewards
products are not disclosed untl the consumer has obtained the card.

As discussed above, the CFPB has developed a draft prototype of a simplified credit card
agreement that spells out the terms for the consumer and provides the appropriate legal
protections to the issuer.

STUDENT LOANS

Student loans ate 2 significant portion of household debt, second only to mortgages.
“Total outstanding student loan debt is estimated at $865 billion. And over the past
decade, total student loan borrowing has increased 57 percent per full-time enrolled
student.”” A likely factor in the increase is the dsing cost of twition and fees at colleges
and universities.”
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Seudents who need help in paying for post-secondary education can fund their educations
with a mix of loans, grants, and tax benefits. Loans, however, make up 47 percent of

the money students receive.” Of loans outstanding in 2011, approximately 90 percent

are federally-supplied and 10 percent are from private sector lenders™ Originations of
private student loans have been declining, from a ten-year high of $22 billion in 2007 to
$6 billion in 2010.%

For many students, before shopping for loans they first must choose between two or
more schools, each with different costs and financial aid packages. Students may seck

to compare the cost of different schools in terms of the total debt the student will have
upon graduating ot the total monthly debt burden the student will have. These figures
depend, in substantial part, on tuition, room, and board, which can vary. For a given cost,
the debt burden from a particular financial aid package depends on a number of factors,
including most importantly the amount of any institutional grants available to the student
{e.g, scholarships) and, potentially, the availability of any school-subsidized sources of
borrowing:

Prospective students and their families may have difficulties comparing their financing
options across different educational institutions. After application and acceptance to

a particular institution, potential students typically receive financial aid award letters.
Financial aid letters detail the cost of attendance and aid packages. But these award
letters typically do not clearly distinguish between gift aid and loan aid, do not fully
inform students of their projected debt burden to complete several years of education,
and typically do not estimate the future monthly payments to retite such debt.
Additionally, the format and language of financial aid award letters are not standard
across institutions.

Stadents who have selected a school and who need to borrow to finance the cost face

an initial decision of whether to utilize federal loans or private loans. Students who use
only federal loans do not need to worry about shopping for the best rate because federal
law sets the rates. Rates and other terms may vary, however, between different types of
federal loan programs. And, for students who need to (or elect to) resort to private loans,
the terms and conditions of private student loans vary considerably across providers,

so shopping could pay high returns. But comparing quotes from private lenders is
challenging for several reasons.

Pricing variability. Students generally do not have significant credit histories and thus it
is difficult to assess the creditworthiness of a student borrower. However, most private
loans require a co-signer — typically the student’s parents ot other close relatives — and the
rate the consumer will pay will depend upon the creditworthiness of the co-signers. The
lender will typically not commit to a specific rate until after underwriting and approving
the loan, which requires an investment of time and effort by the applicant and the loan
co-signer. Obtaining 2 rate quote may also entail some delay, because federal Truth in
Lending rules require that once a lender has approved an education borrower and quoted
a rate, that quote must be binding on the lender for 30 days.” Lenders are thetefore
reluctant to communicate an approved rate untl all conditions of loan approval have
been fully satisfied.
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Information availability, Most students who obtain private loans appear to learn about
them from the colleges and universities they are considering. Some schools provide
students a list of “preferred lenders.” To prevent schools from improperly steering
students to lenders, a lender may not make payments to a school in connection with
ptivate education loans. In addition, under Department of Education rules, a school that
recommends a lender must maintain a “preferred lender list” with at least two unaffiliated
lender options and must provide students with an explanation of the competitive
methodology by which the list was compiled.

Swdents can also find private lenders through other sources such as the Internet. As
with other credit products, there are third-party web sites which aggregate information
from different lenders. However, the information these sites display may be influenced
by placement fees paid by the vatious lenders.

Regardless of whether the student identifies the lender through the college, by deing an
Internet search, by using a third-party website, or through other means, the smudent will
still find it difficult to obtain reliable information as to the interest rate available to the
student until the student has completed the application process.

As discussed more fully above in the “Know Before You Owe” section, the CFPB is
working with the Department of Education to improve students” ability to compare
financial aid packages based on factors such as total debt burden and monthly debt
payment. As discussed more fully above, the agencies have published a prototype
shopping sheet and are gathering comments from the public.
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APPENDIX A

Statutory Reporting
Requirements

This appendix provides a gnide to the Burcau’s response to the reporting requirements of
Section 1016(c) of the Dodd-Frank Act.

Section 1016(c)(3) requires “a list of significant rules and orders adopted by the Bureau,
as well as other significant initiatives conducted by the Bureau, during the preceding year
and the plan of the Bureau for rules, orders or other initiatives to be undertaken during
the upcoming period.”

In 2011, the Bureau adopted the following significant rules and orders and conducted the
following significant initiatives:

1.

2

w

[

AMTPA interim final rule;

TILA-RESPA mottgage disclosure integration project;

restatement of inherited regulations via interim final rules;

interim final rules defining procedures for investigations, rules of practice
for adjudication proceedings, and procedures for disclosure of records and

information;

Notice and Request for Comment regarding defining “larger participants” in
certain markets;

studies on remittances and credit scores;
targeted review of inherited regulations;
issued the Bureau’s Supervision and Examination Manual; and

Notice and Opportunity to Respond and Advise (“NORA”) policy.
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In January 2012, the Bureau published regulations concerning remittance transfers. In
the next six months, the Bureau plans the following rules, orders, and other initiatives;

Final rules defining lenders” obligations to asses borrowers’ ability to repay
mortgage loans, including certain protections from liability for “qualified
mortgages;”

proposed integrated disclosures and accompanying rules for mortgage loans
that satisfy the requirements of both TILA and RESPA;

proposed rules to implement provisions of the Dodd-Frank Act regarding
the mortgage market, including origination and servicing practices, including
loan criginator compensation rules, data reporting requirements, restrictions
on high-cost loans, maintenance of escrow accounts, and other servicing
practices;

convening of panels to consult with small regulated entities prior to
proposing certain rules as required under the Small Business Regulatory
Enforcement Fairness Act of 1996;

participation in interagency processes to consider mortgage servicing
standards and to propose vatious regulations concerning appraisals;

propose initial rules to define the scope of the Bureaw’s nonbank
supervision program;

final regulations based on certain intetim final rules issued since July 21st,
including those that establish procedures for investigations and rules of
practice for adjudication proceedings among others;

supplemental ethics regulations for the CFPB’s employees;
required studies on private student loans and, reverse mortgages and provide

recommendations on best practices concerning financial advisors who work
with older Ameticans;

. continued expansion of the Bureau’s capacity to handle consumer

complaints with respect to all products and services within its authority by
the end of 2012;

a pilot program to evaluate certain financial education programs in the field;
and

. required reports on vasious aspects of the Bureau’s work and operations,

including reports on Consutner Response, Financial Education, Fair Lending,
and Human Capital among others.

Section 1016(c)(5) requires “a list, with a brief statement of the issues, of the public
supervisory and enforcement actions to which the Bureau was a party during the

preceding yeat.

year.

49
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Section 1016{c)(6) requires a report on “the actions taken regarding rules, orders and
supervisory actions with respect to covered persons which are not credit unions or
depository institutions”” In 2011, the Bureau has taken the following actions with respect
to such companies:

1. AMTPA interim final rule
2. Restatement of inherited regulations via interim final rules

3. Advance Notice of Proposed Rulemaking regarding defining “larger
participants” in certain markets '

Section 1016(c)(7) requires that the CFPB assess “significant actions” by state attorneys
general of state tegulators relating to consumer protection laws in the Bureau’s
jurisdiction. To date, the Bureau is not aware of any action brought by a state attorney
genetal or state regulator since July 21, 2011 that relates significantly to such law:

In addition, the sections of this report identified below respond to further requirements
of Section 1016(c):

complaints during the preceding year

: an analysis of the Bureau’s efforts of to Delivering for American |
8 fulfill its fair lending mission Consumers — Fair .25
tending ;

. Pagé o
a discussion of the significant problems
1 facec} if)y consumers n:\ shoFmeg for or Shopping Chatlenges 40-47 _
. obtaining consumer financial products
or services
5 a justification of the Bureau's budget Building a Great 3436 1017
request for the previous year Institution ~ Budge
an analysis of complaints about Delivering for
consumer financial products or services | American Consumers :
4 that the Bureau has received and ~ Responding to L1620 ¢ T013BNINC
collected in its central database on Consumers : !

1013(c)(2){(d), 1085(1), 1094

an analysis of the Bureau's efforts to
increase workforce and contracting Building a Great

i diversity consistent with the procedures | institution —~ Diversity
i established by OMWI '

36-39

1067(b)
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APPENDIX B

Congressional Testimony

In 2011, senior CFPB staff testified before Congress on the following occasions:

+  March 16, 2011 Elizabeth Warren before the House Financial Services
Subcommittee on Financial Institutions and Consumer Credit

+  April 12, 2011: Holly Petracus before the Senate Homeland Security
& Governmental Affairs Subcommittee on Oversight of Government
Management, the Federal Workforce, and the District of Columbia

«  May 24, 2011: Elizabeth Warren before the House Oversight and Government
Reform Subcommittee on TARP, Financial Setvices and Bailouts of Public and

Private Programs

«  July 7, 2011: Raj Date before the House Financial Services Subcommittees on
Financial Institutions and Consumer Credit and Oversight and Investigations

o July 13, 2011 Kelly Cochran before the House Financial Services
Subcommittee on Insurance, Housing and Community Opportunity

s July 14, 201L: Elizabeth Warren before the House Oversight and Government
Reform Committee

+  July 28, 2011: Dan Sokolov before the House Small Business Subcommittee on
Investigations, Oversight and Regulations

+  September 6, 2011 Richard Cordray Nomination Hearing before the Senate
Banking Committee

+  November 2, 201%: Raj Date before the House Financial Services
Subcommittee on Financial Institutions and Consumer Credit

+  November 3, 201L Holly Petracus before the Senate Banking Committee

+  November 15, 2011: Skip Humphrey before the Senate Banking Subcommittee
on Financial Institations and Consumer Protection

Wiritten testimony submitted in connection with these appearances can be found on

cossumerinence goy
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APPENDIX C

Fiscal Year 2011 Financial Report

As required by the Dodd-Frank Act, the CFPB prepared financial statements for fiscal
year 2011, The Government Accountability Office (GAO) rendered an unqualified — or
“clean” ~ audit opinion on the CFPB’ financial statements, GAQO noted no material
weaknesses ot significant deficiencies in CFPB’ internal controls and cited no instances
of noncompliance with laws and regulations, Further, the report describes the fiscal year
2011 efforts to establish the CFPB, and the results we have achieved to date.

View the full report at http:/ /wwwiconsumerfinance.gov/teport/ financinl-repott-fy2011/

OF THE CFPR, JANIIARY 30, 2012
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APPENDIX D

Defined Terms

DefinedTerms ; ‘ ;
| AMTPA The Alternative Mortgage Transaction Parity Act
APR Annual percentage rate
Bureau The Consumer Financial Protection Bureau
CFPB The Consume;vFinancial Protection Bureau
Dodd-Frank Act The Dodd-Frank Wall Street Reform and Consumer Protection Act
‘ ECOA ‘ ‘ The Equal Credit Opportunity Act ‘
Federal Reserve The Board of Governors of the Federal Reserve System
FDIC B TEe Federal Deposit Insurance Corporation‘ o ‘
FIkREA The Financial Institutions Reform, Recovery, and Enforcement Act
FLEC ’ HFinancial Literacy and Education Commi;;ion
F1C The Federal Trade Commission
FY Fiscal year
GAQ Government Accountability Office
GFE Good faith estimate
1 HAMP . Home Affordable Modification Program
HMDA The Home Mortgage Disclosure Act
HUD The Department of Housing and Urban Development
MOU o Memorandum of understanainé ‘
NCUA | The National Credit Unior;‘Administration
NORA Notice éna opportunity to respond ‘
oce The Office of Comptroller of the Currency
oMwi Office of Minority and Women Inclusion
OT1s8 The Office of Thrift Supervision
PCS Permanent change of station
RESPA The Real Estate Settlémeﬁf Procedures Act
ROAM The Repeat Offenders Against Military Database
SIGTARP Special Inspector General for the Troubled Asset Relief Program
T&l Technology and Innovation
TiLA The Truth in Lending Act
‘ Treasury The Department of the Treasury
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FINANCIAL AUDIT

Bureau of Consumer Financial Protection's Fiscal
Year 2011 Financial Statements

What GAO Found

In GAO's opinion, CFPB's fiscal year 2011 financial statements are fairly
presented in all material respects. GAO also concluded that CFPB had effective
internal controf over financial reporting as of September 30, 2011. GAO found no
reportable instances of noncompliance with the faws and regulations it tested.

On July 21, 2010, the Consumer Financial Protection Act established CFPB as
an independent bureau within the Federal Reserve System to be headed by a
Director. Since the date of enactment, CFPB has been forming its structure and
commencing opsrations. To assist in this process, the Department of the
Treasury provided administrative support services to CFPB during this first year.
Effective July 21, 2011, CFPB assumed responsibility for certain consumer
financial protection functions formerly the responsibilities of the Board of
Governors of the Federal Reserve System, the Comptrolier of the Currency, the
Director of the Office of Thrift Supervision, the Federal Deposit insurance
Corporation, the Federal Trade Commission, the National Credit Union
Administration, and the Secretary of the Department of Housing and Urban
Development.

In July 2011, the President of the United States submitted a nomination to the
United States Senate for the CFPB's first Director. This nomination is currently
pending before the Senate. Until the Director is confirmed, the Secretary of the
Treasury has the power to perform some, but not all, of the functions of the
CFPB. The Secretary of the Treasury appointed a Special Advisor to the
Secretary to lead the CFPB's day-to-day operations.

While CFPB began operations in 2010, fiscal year 2011 was its first full year of
operations and the first year for which it prepared financial statements.
Consequently, CFPB's fiscal year 2011 financial statements do not present
comparative information for the prior year.

GAO noted deficiencies involving CFPB's internal controls that were less

significant than a material weakness or significant deficiency and will be reporting
separately to CFPB management on these matters.

United States Government Accountabifity Office
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This is a work of the U.S. government and is not subject to copyright protection in the
United States. The published product may be reproduced and distributed in its entirety
without further permission from GAQ. However, because this work may contain
copyrighted images or other material, permission from the copyright holder may be
necessary if you wish to reproduce this material separately.
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GAO

‘Atcourabliity * integrity * Rellablity

United States Government Accountability Office
Washington, DC 20548

November 15, 2011

The Honorable Timothy Johnson

Chairman

The Honorable Richard Shelby

Ranking Member

Committee on Banking, Housing, and Urban Affairs
United States Senate

The Honorable Spencer Bachus
Chairman

The Honorable Barney Frank

Ranking Member

Committee on Financial Services
United States House of Representatives

This report presents the results of our audit of the financial statements of
the Bureau of Consumer Financial Protection (CFPB) as of, and for the
fiscal year ending, September 30, 201 1—the first full year of CFPB's
operation. These financial statements are the responsibility of CFPB. This
report contains our (1) unqualified opinion on CFPB's financial
statements, (2) opinion that CFPB’s internal control over financial
reporting was effective as of September 30, 2011, and (3) conclusion that
our tests of CFPB's compliance with selected laws and regulations
disclosed no instances of reportable noncompliance during fiscal year
2011.

CFPB was established in Title X of the Dodd-Frank Wall Street Reform
and Consumer Protection Act, commonly referred to as the Consumer
Financial Protection Act of 2010." The act established the CFPB as the
federal entity charged with the responsibility of regulating the offering and
provision of consumer financial products or services under the federal
consumer financial laws. The act requires CFPB to annually prepare
financial statements and further requires GAO to audit the financial
statements. The Full-Year Continuing Appropriations Act, 2011 also
requires that GAQ audit CFPB's financial statements. We conducted this
audit in accordance with U.S. generally accepted government auditing

*pub. L. No. 111-203, Title X, 124 Stat, 1955, signed into law on July 21, 2010

Page 1 GAOD-12-186 CFPB's Fiscal Year 2011 Financial Statements
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standards. The accomplishment of this first-ever audit of CFPB's financial
statements was made possible by the tremendous dedication of time and
effort from CFPB management and staff,

CFPB was created as an independent bureau within the Federal Reserve
System to be headed by a Director. As a newly established entity, CFPB
spent the majority of fiscal year 2011 forming its structure and
commencing operations. To assist in this process, the Department of the
Treasury provided administrative support services to CFPB during this
first year. The services related to, among others, financial management,
human resource management, information technology, and general
support operations. Effective July 21, 2011, CFPB assumed responsibility
for certain consumer financial protection functions that were formerly the
responsibilities of the Board of Governors of the Federal Reserve System,
the Comptrolier of the Currency, the Director of the Office of Thrift
Supervision, the Federal Deposit Insurance Corporation, the Federal
Trade Commission, the National Credit Union Administration, and the
Secretary of the Department of Housing and Urban Development.?

In July 2011, the President of the United States submitted a nomination to
the United States Senate for CFPB's first Director. This nomination is
currently pending before the Senate. Until a Director is confirmed, the
Secretary of the Treasury has the power to perform some, but not all, of
the functions of the CFPB. The Secretary of the Treasury appointed a
Special Advisor to the Secretary to lead CFPB’s day-to-day operations.

We are sending copies of this report to the Chairmen and Ranking
Members of the Senate Committee on Appropriations and the House
Committee on Appropriations, the Director of the Office of Management
and Budget, and other interested parties. In addition, this report will be
available at no charge on GAQO’s website at http://iwww.gao.gov.

If you have any questions concerning this report, please contact me at
(202) 512-3406 or sebastians@gao.gov. Contact points for our Offices of

2 gee section 1061 of the Dodd-Frank Act, codified af 12 U.S.C. § 5581. Also, Title til of
the Dodd-Frank Act provided for the abolishment of the Office of Thrift Supervision and
the transfer of its other functions to the Office of the Comptroller of the Currency, the
Board of Governors of the Federal Reserve System, and the Federal Deposit insurance
Corporation.

Page 2 GAQO-12-186 CFPB's Fiscal Year 2011 Financial Statements
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Congressional Relations and Public Affairs may be found on the last page
of this report.

Steven J. Sebastian

Director
Financial Management and Assurance

Page 3 GAD-12-186 CFPR's Fiscal Year 2011 Financial Statements
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United States Government Accountability Office

Washington, DC 20548

To the Secretary of the Treasury

In accordance with the Dodd-Frank Wall-Street Reform and Consumer
Protection Act and the Fuil-Year Continuing Appropriations Act, 2011, we
are responsible for conducting audits of the financial statements of the
Bureau of Consumer Financial Protection (CFPB). In our audit of CFPB’s
fiscal year 2011 financial statements, we found

« the financial statements are presented fairly, in all material respects,
in conformity with U.S. generally accepted accounting principles;

« CFPB maintained, in all material respects, effective internal control
over financial reporting as of September 30, 2011; and

« no reportable noncompliance with laws and regulations we tested.

The following sections discuss in more detail (1) these conclusions; (2)
our conclusions on CFPB's Management's Discussion and Analysis; (3)
our audit objectives, scope, and methodology; and (4) agency comments
and our evaluation.

Opinion on Financial
Statements

CFPB's financial statements, including the accompanying notes, present
fairly, in all material respects, in conformity with U.S. generally accepted
accounting principles, ifs assets, liabilities, and net position as of
September 30, 2011; and its net costs, changes in net position, and
budgetary resources for the fiscal year then ended.

On July 21, 2010, the Dodd-Frank Wall Street Reform and Consumer
Protection Act created CFPB as an independent bureau within the
Federal Reserve System. For the remainder of fiscal year 2010 and for
fiscal year 2011, the Department of the Treasury provided administrative
and operational support services to CFPB in an effort to assist with
establishing the new entity. As discussed in note 1B of the financial
statements, fiscal year 2011 was the first full year of CFPB's operations
and therefore, the first year for which CFPB prepared financial
statements. Consequently, the financial statements do not present
comparative information for the prior year. However, CFPB's fiscal year
2010 financial activity is discussed in note 11 of the financial statements.

Page 4 GAU-12-186 CFPB's Fiscal Year 2011 Financial Statements
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Opinion on Internal
Control

CFPB maintained, in all material respects, effective internal controf over
financial reporting as of September 30, 2011, which provided reasonable
assurance that misstatements, losses, or noncompliance material in
relation to the financial statements would be prevented or detected and
corrected on a timely basis. Our opinion is based on criteria established
under 31 U.S.C. § 3512 (c), (d), commonly known as the Federal
Managers’ Financial Integrity Act of 1982 (FMFIA).

During our audit of CFPB's fiscal year 2011 financial statements, we
identified deficiencies in CFPB's system of internal control that do not
individually or collectively represent a material weakness or significant
deficiency.’ Nonetheless, these deficiencies warrant CFPB
management's attention. These deficiencies related to CFPB's
documented accounting policies and procedures, process of assessing
internal controls, and information security management program. We
have communicated these matters to CFPB management and, where
appropriate, will report on them separately along with recommendations
for corrective actions.

Compliance with
Laws and Regulations

Qur tests of CFPB's compliance with selected provisions of laws and
regulations for fiscal year 2011 disclosed no instances of noncompliance
that would be reportable under U.S. generally accepted government
auditing standards. The objective of our audit was not to provide an
opinion on overall compliance with laws and regulations. Accordingly, we
do not express such an opinion.

Consistency of Other
Information

CFPB's Management's Discussion and Analysis contains information that
is not directly related to the financial statements. We did not audit and we
do not express an opinion on this information. However, where
appropriate, we compared this information for consistency with the

' A material weakness is a deficiency, or a combination of deficiencies, in internal control
such that there is reasonable possibility that a material misstatement of the entity's
financial statoments will not be prevented or detected and corrected on a timely basis. A
significant deficiency is a deficiency, or combination of deficiencies, in internal control that
is less severe than a material weakness, yet important enough to merit attention by those
charged with governance. A deficiency in infernal contro! exists when the design or
operation of a contral does not allow management or employees, in the normal course of
performing their assigned functions, to prevent or detect and correct misstatements on a
timely basis.

Page 5 BGAO-12.186 CFPB's Fiscal Year 2011 Financial Statements
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financial statements and discussed the methods of measurement and
presentation with CFPB officials. On the basis of this limited work, we
found no material inconsistencies with the financial statements, with U.8,
generally accepted accounting principles, or with applicable guidance in
OMB Circular No. A-138, Financial Reporting Requirements.

Objectives, Scope,
and Methodology

CFPB management is responsible for (1) preparing the financial
statements in conformity with U.S. generally accepted accounting
principles, (2) establishing and maintaining effective internal controt over
financial reporting and evaluating its effectiveness, and (3) complying with
applicable laws and regulations. CFPB management evaluated the
effectiveness of CFPB's internal control over financial reporting as of
September 30, 2011, based on the criteria established under FMFIA.
CFPB management’s assertion based on its evaluation is included in
appendix |

We are responsible for planning and performing the audit to obtain
reasonable assurance and provide our opinion about whether (1) CFPB's
financial statements are presented fairly, in all material respects, in
conformity with U.S. generally accepted accounting principles; and (2)
CFPB management maintained, in all material respects, effective internal
controt over financial reporting as of September 30, 2011. We are also
responsible for (1) testing compliance with selected provisions of laws
and regulations that have a direct and material effect on the financial
statements, and (2) performing limited procedures with respect to certain
other information accompanying the financial statements.

in order to fulfill these responsibilities, we

« examined, on a test basis, evidence supporting the amounts and
disclosures in the financial statements,

« assessed the accounting principles used and significant estimates
made by management;

« evaluated the overall presentation of the financial statements;

« obtained an understanding of the entity and its operations, including
its internal control over financial reporting;

Page § GAC-12.186 CFPB's Fiscal Year 2011 Financial Statements
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« considered CFPB’s process for evaluating and reporting on internal
control over financial reporting that CFPB is required to perform by
FMFIA and the Consumer Financial Protection Act;

+ assessed the risk that a material misstatement exists in the financial
statements and the risk that a material weakness exists in internal
control over financial reporting,

« evaluated the design and operating effectiveness of internal control
over financial reporting based on the assessed risk;

« tested relevant internal control over financial reporting;

» tested compliance with selected provisions of the following laws and
their related regulations: 31 U.8.C. § 3802 - interest penalties under
the Prompt Payment Act; 31 U.S.C. § 3904 — Limitations on Discount
Payments Under the Prompt Payment Act; 5 U.S.C. § 8334 (a)(1), (2)
- Civil Service Retirement Act; 5 U.S.C. §§ 8422, 8423, 8432 ~
Federal Employees’ Retirement System Act of 1986; Social Security
Act of 1935, as amended; 5 U.S.C. §§ 8808-8909 - Federal
Employees Health Benefits Act of 1959, as amended; and Title X of
the Dodd-Frank Wall Street Reform and Consumer Protection Act;
and

« performed such other procedures as we considered necessary in the
circumstances.

An entity’s internal control over financial reporting is a process affected by
those charged with governance, management, and other personnel, the
objectives of which are to provide reasonable assurance that (1)
transactions are properly recorded, processed, and summarized to permit
the preparation of financial statements in conformity with U.S. generally
accepted accounting principles, and assets are safeguarded against loss
from unauthorized acquisition, use, or disposition; and (2) transactions
are executed in accordance with the laws governing the use of budget
authority and other laws and regulations that could have a direct and
material effect on the financial statements.

We did not evaluate all internal controls relevant to operating objectives
as broadly established under FMFIA, such as those controls relevant to
preparing statistical reports and ensuring efficient operations. We limited
our internal control testing to testing internal control over financial
reporting. Our internal control testing was for the purpose of expressing
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an opinion on the effectiveness of internal control over financial reporting
and may not be sufficient for other purposes. Consequently, our audit
may not identify all deficiencies in internal control over financial reporting
that are less severe than a material weakness. Because of inherent
limitations, internal control may not prevent or detect and correct
misstatements due to error or fraud, losses, or noncompliance. We also
caution that projecting any evaluation of effectiveness to future periods is
subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies
or procedures may deteriorate.

We did not test compliance with all laws and regulations applicable to
CFPB. We limited our tests of compliance to selected provisions of laws
and regulations that have a direct and material effect on the financial
statements for the fiscal year ended September 30, 2011. We caution that
noncompliance may occur and not be detected by these tests and that
such testing may not be sufficient for other purposes.

We performed our audit in accordance with U.S. generally accepted
government auditing standards. We believe our audit provides a
reasonable basis for our opinions and other conclusions.

Agency Comments
and Our Evaluation

In commenting on a draft of this report, the Special Advisor to the
Secretary of the Treasury for CFPB stated that the agency was pleased
that the audit found that the CFPB financial statements were presented
fairly, that it maintained effective internal control over financial reporting,
and that there were no instances of reportable noncompliance with laws
and regulations. CFPB also stated that it will continue to work to enhance
its internal controls and ensure the reliability of its financial reporting, its
operating performance, and public confidence in its work,

The complete text of CFPB's response is reprinted in appendix {l.

Steven J. Sebastian
Director

Financial Management and Assurance

November 9, 2011
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Management’s Discussion and Analysis

atary of the Treasury for the

“The Corsumer Finandial Protection Bureay (CFPB) was lawnched
on July 21, 2611 with s focused gost To make the mackess for
consumer financial prodicts work for consumes, responsible
providers, and the econamy 2s 3 whole We want to make sure
that the price and nsks of finandal products 2se clear so that
consumers can decide what products are best for them, And we
want to make sure that thew are sersible rules of the toad and g
level playing feld so that providers can innovate and compete
faidy.

The CFPB was created on July 21, 2010 by the Dodd-Frank Wall
Strent Reform and Consumer Protection Act Before the Dodd-
Frank Act, responsibility for administering and enfosting the
various federal consumer financial laws was seattered actoss seven
different fedem! agencies. Far each of those seven sgencies,
consumer protection was only one of its resporsbilities, The result was that no single sgency was truly on
the ok for protecting the average, sveryday user of financial products and services. There wag no true
sceountability, and consumers got left behind. The Dodd-Frank Act changed this by creating in the CFPB a
single point of accountsbilty for sonsumer financial protechan. And we have bem given, for the fist time gt
the Fedesal level, sup authonty over sonbank companiss in addition to depositories.,
That means, for example, that when it comes to the mosigege masket, we will be able fo ensuse that brokers,
osiginatass, and servicers piay by the ssme ssles regacdiess of their chaster. [t donst matter if you'se a theift,
barlk, finance company, [LC, or investrent bank. L1 you want to bs in the business of consumer finance, then
you've got to phy by the same mules 2 everybody else.

We recogrize that the CFPB has & tough job. But fortunately, we have lots of tools in our tooikit ~ reseschy,
supervision, rlemaling, enforesment, and consumer education. Having the full range of teols means that we
dor?t have to fore s square policy peg into 4 sound hols. We will strive to use ¢ach of these tools in the
smartest way possible, matching problems to solutions,

teimately, ow effors will berefit the entire ecenomy, We will help give families the confidence they need to
bortow for  home or 3 child’s education. We wilt help give out sution’s francial mstitations the confidence
they need to innovate and compete. 1f we sucteed in our mission, everybody wins.

As zequired by the Dodd-Fravk Act, the CFPB prepared financial statements for fiseid yeas 2011

The G Office (GAD) rende — or “clean” -~ audit opinion on the
CFPBs financial statements. GAO noted no matedial weakansses or significant deficiencies in CFPB's
intemal contrls and cited no instances of noncompliance with laws and regulations.

1 am proud of the CFPB’s first Financial Repott. Tt describes the fiscal yeas 2011 efforts to establish the
CFPB, and the zesults we have achieved to date. | 2m even mare proud to be a pact of the CFPB tearm,
whose dedicated public service is raaking the promise of out mission 2 reality.

Raj Date

Special Advisor o the Secratazy of the Treasury
for the Consumer Financial Protection Burea

B PNANC

REPOGRYT - F
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s DI ion and Analy

MISSION

The Consumer Financial Protection Bureau is &

21 century agency that helps consumer

financial marke

.

s data-driven analysis

s innovative use of technol

o valuing the best people
teamwark,

FINANCIAL
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s and Analy

I, Introduction

Beginnitg in 2007, the United States Fices! the smoxt severe finseial crists siove the Great Depression.
Milliens of Amecans saw ther home values drop, their savings shrink, thet jobs diminaied, and theie smdl
Tusiingses Tose fiamnong, Credit dried up wnd countiess semsummer ks - wang impeoperly mads @ begin
\ith - went it defauft.

Maoy Amerioms tok on loaas thas they did st fully nnderstd snd codd aot affard, Although oo
Bocrowess kewngly took ot too much debt, sy Amerios wha behaved wesponsibly were sso hived e
wnatforcdable foares by rewsleading promises of e passesits. Horest fedsrs that toisted he pressues o self
complicated products had 1o compete with thir feee esponsible vompetitors,

Evens thote who avaidest the sempaticns of exeersieety msky crodkit wesc swght i its web, Those who never
e e vahies of ey horves phinmes shon seiphibors kst
homes in forecose. Thase who e arcdit onech and horre squity fines of credit judicionly saw scro
the-bond iereases n terest rates on ot caxds sod corsrsction of eutstanding lines of crodit, Those sha
D saved reguuely witched sheir setissrient fands fse sgmifionss valve. Cilies and sites et back o
services to onbe up far theis swn sevenue Josses, Th vost of inzesporsitle lendug
16 bes bomme by tome of milions of Aemerivan faviies,

has boen and enatimics

T Jurse 3009, Presidnt Obna proposed f address ke of consumer protection by estiblishing 3 s
Sl apency o focus dispatly op consumer prowesion. This new ageney would heighten govemerent

¥ 10 e place biities that had beess seanteredd across goverement, The
agency would i cespossibiliny for sepervising providers of consumer Branciol products and sevices
that tad vt had cepular Fedonad oveesight and Tor endorang the consuwer protection laws sith sespeet 1o
such praviders. This sgency would protent femslier from wnfaic. deceptive, sd abusive financial practives.
“Fhe Peeswlens veged Congress o give the CFPR the same accountabulity aod independence that the ather
Basking agenvies  swifficient fusiding so if vould ensuse that linancial compasies wauld comply Wil
comsumes laws.

I iy 2010, Songress passed and Prevident Qb signed the Dodd Frank Wall Steest Reform and
Comsiner Protection Act. The buw - often eforsed 1 as the Diodd. Bk Act- aoeated the Bures af
Constaer Fnancis Profection a6 kown  the “Consume !‘m;mmv} S’mswnon Buser” or the “CFPE™,
Past of the purpose of cresting the TFPB was t incrense by conal
comsvmes Braaneial protecaon aothogines that had oxsted fomes seven s ecens agencies into e,
Instend of imprictant conier frrotection powers ey scatteted acros i federal EEVERIENE NOW
singhe cntity would have the eversight authenty to mike sue commemer finsncial markets work for al

surtiess,
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O of the key slements of the Dodd Frank Aot was the eration of 2 new el segulatory sgeey, the
CEPB, which centralizey consumes peatecrion authorities and invresses accountability for the supevvision and
enforcement of s gvoming sansmor fisanaal products and services, Spevifically, the sgoncy is tarkest
with protecting consurers fron i, deceptive, and sbusive finanaal practices by muking the rdts for
consumer Bruancial products and sevvives work for Ameriean families.

The Dodd-Frank Act created the CFPB as an mdependent bureau within the Federdd Reserve System. The
CFPB i3 s Excentive agency as defined in section 105 of Title 5, Unired States Code. Title X of the Dadkd:
Frank Act established the fallowing grals for the CFPR:

«  Ensue it consumees have ey and 1o ke devisions
ahout finsncad wansaetions,

Protect consumers from untais, deceptive, or abusive scts or practices. and Fom diseiminstion,
Redduce outdatud, ot everly

Prosmote far empetition by enforeing the federsd consumer financisl laws consistondy, wsd

“ e e

Bacvmge mackets for consumer Fnancial products and services that aperate ransparently and
effcienty to facilivre acsess aod ianavation,

Eindes the Dindd- Frank Act, the Secretany of the Teeneusy is responsible for exercising the CFPB authiriti
asvit a Ditocior of the Buress s in phice. On July 18, 2011 Prossdent Obartia sent 16 the Sesate & nosminarion
foe 2 Divector of the CFPB. Lintit sonfirmed by the Senate, the day.tn-day specations of the CPPB ate bemgt
srraged by the Special Advisor to fhe Sertary of the Treasary for the CPPR.
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. CFPB Stanc

Up Actions and-Status

CFPB leadership secogrize that they have
@ unique and vital epportunity to create an
e e e il 4 consumer Snsnsinl macket place. .,

« mission and vision and begas )

establishing the infrastructese, tools sd Where customers can see prives end risks up Font and
processes t attmaat, hire, develop and whese they van sasily make produrt comparisons;
setain the human capital needed to build
an agency responsible for protecting
corsumens of fnancial products and
services. The tools needed by the CFF
to begin hiring, compensating, and ;
masaging employees using the CFPB that works for dmerican consumers, responsible
owm statutery suthonties undex the
Dodd-Frank Act were putin place and
became operational in February 2011,

Vision

in which no sne can build 3 business model arpund

unfais, decaphive, o abusive prac

Fprovidees and the econnmy av & whale

The CFEB has surcently filled 25 of its ey leadership positions with highly talented and experienced smff
from the private, nonprofit, and pbiic sectors. in sddition, the CFPB has made rensidsmble progress in
cecruiting hiing, and orienting the workforce.

The CFPB's recritment efforts have focused on lling vacanaies throughout the country in support of its
headquasters opezations in Washington, D.C., and its regional satellite offices in Chisago, New York City, and

San Frandsca,

I addiion, to ensure the successful stend-up of the Bureau, CFPB staff condustad reviews of “best
practices” and “lessons leamed” from the mesger and stand-np of other federal agencies. The team alio
solivited input on stend-up needs and issues from other gy agencies, p and e
public. As 3 resnit of this process, staff used the following principles fo guide the development and

i ion of the CFPB's and human capital stegiest

Fos on the CFPB's core prinaples and priorities {see blow) to guide the ofganizational desigh and
stard-ap,

Establish cleat mplementation goals and fimelines that build momentum and demonstrate progress,

®  Establish and moplement 3 communication strategy % creans shared expectztions and repert
progress, and

+  Build s “leamng organication?” that provides for the continuing development and advancement of
the Buseaw.

The CFPB us also implemensed an initial workforce d
recessary o sccomplish the CFPBs mission in hine with the C
and priotities. This strategy has served to guidk secsuiting effonts o date and continues to serve as
CFPB's long range woskforee wsion,

travegy that identifies the humsn capital assets
¢ inciples

8  CFPR FINANCIAL RE
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Organization

One of the Buresn's top posities hes besn to build au organization for saccess weing o dosigns st will
provide the infenstachire fhe Burca neods i nieet ifs responsibilitien. Late bast caleudhas yeas, the CFPR
began peoviding its deadt organization chart to Member of Congress and the media. In eary Februnry 2011,
the Buresn posted the chast 1o its newly lunchid website, T descloping the CEPB's organszations]
strssetiie, the Bureas haa asked for comments snd critiques trom staheholdors acrass the spectan. The
CFPB ouganivation stistt as of Seplembes 30, 2011 is displaged below:

g s JIeIN—
sy Tonbei T
£ u«m;»a:m P
ot ey
iy :
iy
ey

2
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T Bureans cucrently inchides siy prisyacy divisions:

P

weation and Engagement

Supereision, Enfoscement, Fair Lending and Hqua Opportaa
Resesrch, Mackets, and Repabstions

Otfive of Generd Counset

Extemal Atfaies

CHtiess of Chied Qperating Otfioer

e s e e

A description of the functions and responsibilities of the eady of the Divisions follows,

i

Provides, through a vagety of initiatives asst matheds, information 1o consumess st will aflow them fo wike
decisions that ace best for theen, Consumer education is # central massion to the Bureas. The Burean is
developing wtpered autreach t provps that face pasticular challenges, s quired by the Dodd-frank Act

Tt inchades the following office

Commctify Affsirs « conaducts sutseach o consumer groups, v sghts groups, cormmmity
anl ether s focused on ity d consumers sod

ComEnMiiGe.

ECvnsomer Egrgonrent - creates engaging expariences for the Amencan public ta enable them t Hve
better financial kves and for prople tnteracting with the Brreats by develaping phaforms for
PRIHCIPRIGEY URER N,

it Fidnsstion - serves s a vesuace for consueners who wre looking w better soderand how
e devisions in the financinl services marketplace and provides access to taols and infommation
that can help consumers malks finwncial diices.

Ollder Asetizans ~ hielps prevenst fimancial abuss: of seniors, promates consunis sducation and
consumer protection efforts, and develops initativee fo ensure sppropriate fools are svalable (5
guide financial decition making For Americans 65 and over.

Sersti Affiire - wrorks i with the Departraent of Defimse to {1 help ¢ that
emilitary families aeceive the financial education they need 10 mike the best fnencsd decisions for
ther {3} motitor complants from military familios, and sesponses 10 thase complaings; ad
coondinate the fforts of fadoml and sta agencies to iprove consumes fumncial potactar
smessures For milisey Failien,

Stuctost andd develops policy and sdusatonal solutions to address wnd provent conaumee
finandial protection issues of stadents.

asiess

P Senshog wnd Eaual O

Erveures comphiance with federnl consumer firmmcial baws by supervising eadses peticipants and bringing
enforcement actions when approprte.

SOALY
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Ttindudee the folowing offices:

Bawl Supervision - conducts ke Targrest andd imost cosphs banks, thadts, and erediv
unions in the commtry, as well a¢ other depository instinons under the Rurca's jusisdiction. These
efforis ase closely coordinatod with the Nonbsnk Supervision office.

Eigforvement -~ witistes and actions, whero iy to ensure that
providers of comsumes financisl pooduats and services are complying with e law wnd that such
providers e held accovntable when they £51 fo do so.

Fai Lending and Equal Oppartansty - proveices oxesipht and enforcement of b ending laws to aike
certain tyat credit decisione are not based on rce or any nther protibited factor. The office alse
crigages i fr benching outreach and edhucation.

Nwbed Srpervision - eonsdusts exarminmtions of different types of nonbank consumer firanial
senvices compartis, wcludiny, nonbank alfifses of tige depesitory instodions.

2 Maskste and Begudutio

Resporisiie for understanding sonsurer fipancisl ket and consurmer belvor and for evaluiting
whether ther i & noed for sepudtion wrid the voets and bensfits of potentia or existing replations. Before
the CFPB sicrs, 1wl vk to be fully informed. The offices sithin this diviskon are staffe with professionats
selestest for thesr strong amalytical skills and subjoct smatier SXpertise.

ir inchudes the following offices:

Researsh - conshucts sosearch and gnrons policy evahustions and pablishes fndings on a vasiety of
Bopics to suppors the CEPB svidimee baved poficymaling md to develap 3 deeper understanding of
consumer financial matkets and household finnces.

Miarka tomes - provide veab-tive warket intelligrnce, gadance, and analysis of theit respective
consumer mackers, The market teams are Cands Murkets, Mortgage Mackets, Installment & Liquadity
Leading Markets, and Deposits, Coflections & Credit Tnfosmation Marke

Regudations - works w0 enwure that rubeenaking is conductad in an informed, B, snd efficient mannes
10 wevordance with the .

g of Gen A

Respansible for the CRPR'S complimce with all applicable biws and provides advice @ the Dirscror and
LFPBs divisions,

s s

Responsibie for ensusing it the CFPP ruintains robust disfague with varions siakeholders whe have
interest in its work in order 1o promote st

Tt msctuces the folowing officess

Commrsity Banks and Credit Usgons - conduess custeeach t ssoatler crodit providers, espesially
vommuity banks and eredit unians,

Consizprr Addvisary Bocad - advises and vonsults with the Bueeas in the exerase of its functions and
provides infonmation on amegng pactives 1o the soavuner naned products or seevrons tndustel,
soctuding regional teends and soncems,

1 CFPH FINANTIAL REFOR
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Ingeegaremeomtal Affis - condiicts sotrRh o municipsl, stise, and other goverrment eofitics with
conciding concrTy ot initiatives,

Legivtative A - surves 3 baison function with the Morsbers of Chngress and cangressionsl staff,
providing timdy information on the Bireaw’s sctvities und responding to inquiries and concems,

Modia Redations » serves o Biisom fanction with the sedia.

Ciwbadamian - focuses ons prohles rosolution berseen the
paaties,

DY sk repabued entities or other thied

3 Oy e

Builds aned sustaing the CFPEYS operational infoastructioe 10 suppost the eotire organization snd nchudes the
Offices of the Chief Financiul Officer; Chief Information Officers Chief Technology Offioss: and Chief
Flurman Capital Offioes: Minosity and Worten Inctusion Office; Opecations and Facilities: Peocusernent; and
FOIA, Peivacy wnd Records. This sivision atin inchudes Consumset Resporse, whith seceives comphiints wd
helps consumers find answers for questions sbowt conswmer fnancia] producss and services.

On-Bowrd Status

One of the key areas o iy building the CFPB bas heen to identify the best qualified peogle to meet its
immediase staffing needs, The CEPE has made significant strides by teansferting? o hiting approximately

663 highty qulifiedipessonmel by September 30, J11. This progress has heen accorplished by taking many
consurient steps in the asvas of paliey develog acivities,

bowring these many new exrptayes, all within very eompressext fime frames.

of metscs, and oo

Pravided belenw s i chart that disprys the dematic quadterty grosth of on.bord positions flled far the
CRPB dusing fised gear 2011,

CFPB Positiens Filled
700 - e

[ —
400

Employees

o0 N
S e
100 g g
Qa Q2 Q3 o
FY 2017 Quarters

* Th Dod-Frank Act under Scction 1554 provides for the transfer of certain employees from the Bosd of
Gavernors of the Fedenai Reserve System, Feders! Deposit insursnce Corporation. National Credit Union
Adminisation, Office of fhe Compuralier of the Curvency, ORfee of Theifl Supervision: s the Dopnrtners of
Houssg and Urban Development

12
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Provided below s a prrcentage breskout of CEPB ot on-bedrd staff by division as of Septamber 30, 20
As displayed in the chart, the CFPRs initial efforts to staff the buz th
Supeswsion, Enforement, Fair Lending and Equal Opporturity functions - 51.9% of total on-board staff -
zeceiving the highest attention in Shng CFPB weguluzory and compliance expertise positons.

CFPB By Division

60.0% o S
50.0%
40.0%
26.5%
30.0%
20.0%
10.0% - - 4%
o, o 11%
celol) Consumer Exlefna\ General RMR  Office of the  Supervision,
Education &  Affairs Counset Director  Falr tending,
£ngagement

Enforcement &

*The Office of the Chief Operating Officer (COC) displaed a5 26.5% is composed of 12.5% for
the Consumes Respanse Cantex and 14% for ail other COG fanctions.

Design and Implement Pagroll and Husman Resources Systems

“The Dodd-Frank Act did not give the CFPB direct-hire suthority, and the CFPB was sequired to implesment
its o pagroll and hiting system in ordex to begin hinng regulutory and compliance experse - either from
compettive hires of fom transfer agensies. The CFPB launched a sedes of discussions and negotiations with
the Fadaral Reserve System and with feder} providers of payseil and human rescusee (HR) systems. The
CFPB ultimately detided to implement on independent payroll and HR automated system separate from the
systems used by the Fadersl Reserve.

Under the Dodd-Frank Act, the CFPB must establish a progsae tha s

and benefits that, st & minirmuss, axe comparsble to the compensation and benefits being provided by the
Boazd of Govemors fos the carresponding class of emplogees. All such compensation and benefits must be
based on the temms and conditions set forth in the Federal Reserve Act. Acsordingly, the CFPB vadertook ¢
complete compensanon and classification analysis and developsd 2 market-based cassification and
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compensation syaben Hat suppoct s steategy of building » highly stofled, flesible, high-petforming
workforce and thit atteects both individuals from outsice of poverment s well as crployses fom the
agenicics transferting functions o tie CIVB,

Additionally, the CFPB developed its cen henefins peogres and inplemented it on July |
she Dodd Frurk Act, the CEPE b colldboented with the six teansfersing agencies’ o establish procedures
and systeens that allos far emplogess tasfernag nsto the CFPB ta retsin appropiate benefits provided fo
them by theie prios ageecy for a one-year pesics and to imburse tose agencies as required by the Dodd
Frank Act, The six spencies are the Department of Howsing and Ushao Developreat, Office of Theft
Supervision, Office of the Camptrxller of the Currency, National Credit Union Adiinistration, Federal
Deporit Insuarce Cosporation. and the Federad Reserve Bonrd of Governors and Federat Reserve Systern
Bankes.

11 Pavsasnt to

V. CFPB Actions, Performance and
Results

s notified. The Senior Advisor to the s.m»mg o the Treasr st
poiey performance gort for fiscd year 2511 the establishment and stand-up of the
date of fuly 31, X114

PH by the wanser

©On July 21, 2071 the CFPR achieved ite goal aced hegan its work 1 carey ot it vesponsibilinies and
mithorities to enforse the tws on credit cuds, mortgages, student Joms, propaid cards, and other kiods of
Gurancial prodhicts annd services. Some of the GEPB astions sasting that day wclud:

+ Thedy 008 of the depositor
banks and theie affdiates - that are sibicct 1o CFYB suparvusion.
speay’s approsch to supersision and esamination, markad the
commusications with the instinians it supervises, Tn addition, CFPRYs Enforcement tesm was
seady to hegin wndtrcing fedoral consurer fvarical bewe, when 1

nstitio
These lette

PR sent introdustory letters to th

- peneaally large:
swhach outline the

onsumer Res

ascxprting crec
bt
homwawners 3o bousing counselors vin the Homeose

ard coroplaints on its newly
alsa begans sefernng distres ed

redostgniod webste, and throuph @ toll frc
S snottgags assistance hothne.

© The CEPR began pobbshng repudations and ioteris ey, examplis of which inchude: 3 fist 5t the
repulations of the tansfecon agencies that will by enforceable by the CFPB; stterim nies to oreate

* Linder the Dodd-Frank Act, the functions snd resporsibilities for sonsumer finsncial protection laws were

teansfeered 1o the UFPB from seven Fadoml sgencies, howevey, e Federat Trade Commissinn was not required to
1 Seotian 1061 {B) {A)

s for consumer financial protection were transferred from the Board of

Govemors of the Fodwral Reserve Sysiem, Comptralies of the Curcency o of Theilt Supervision, Peckeat

Deposit Insursnce Corporation. Feders Trade Commission. National Oredit (Union Adanisteation, and the

Depariment of Housing and Vrban Developrent.

Yo CRIE is prepasing 5 steategis plan o help guide its faturs-years activities boginning in fiscal yoar 2012,

14 CFPR FINANCIAL

Page 19 GAO-12.186 CFPB's Fiscal Year 2011 Financial Statements



155

s DI and y

recande odl infonnation procedres t iplement the Privac o Brovtom of Informbon
Aot e i estubish 2 pocess by wihich pasties shay seek testrnony of ceeords from the CPPB for
e 1 tigation; and as fnteses rule the CFPB's condurt of of potential
vinkans of any provision of fererl consumer tirsncial b,

T addition, CFPB begin work on oy initiatives prior to fuly 21, 2011, including:

o Know Before You Owe - In May, the CFPR launched the Know Before You Orwe project, an
wffort o combine two federally required mortgage disclosnres into 2 single, simpler form that
makes the costs and risks of the loan clear and allows consumens t© somparison shop for the best
offer. The CFPB began testing two aliernate prototype forms that ars dusigned to be given o
cansumers who fuve just applicd for s mortgage loan, This festing - which s nearing complstion
and invalves ono-on-one interviews with consumers, kenders, and brokers which ~ will preceds
and inform the CFPR's fermal rulemaking process, The CFPB alse has posted the prototypes on
its website with an interactive ool to gatler public input abous the designs.

-

Trupsparency in Credit Cards - Crodit cards are the most commonly used form of sonsumer
credit, Almast two out of three families now have at Joast one crodit card, and almost hall of all
families with credit vards carry @ balance. tn February 2011, the CFPB held a confirencs on the
first anmiversary of when many provisions of the Credit Card Accountabitity Responsibifity and
Dlisclosure Act - the CARD Ast - took effest, The CFPR s conference brought together indwtry
Tepresentatives, constmer groups, acadumics, government experts, and athers for a review of dats
on how the CARD Act, coupled with the recession and its aftennath, have affected supply,
demand, and pricing within the credit card marketplace. The CFPI undertook o vohumtary survey
of the nine largest card issuers, representing approximatcly 90 percent of the market, and other
studiza also were conducted in connection with the conferece.

The CARI Act has pushed in the right direction. Tt has brought sbout significant reforms in both
the pricing practices of card issuess and th infsmmation provided to consumers. Even so, there
are 2 Yot of moving parts in & crodit card price, snd thers is stiH room for mprovement in the
transparency of this market. The CFPB's next challonge will be to further olarily price and risk
and ke it wasier for consumers fo wake direct product somparisons,

As pact of the CFPR
by the CERB in conen

< commmitment fo Haasparency, the cav dars from = consmet surery condacted
tion with th toafirence were marde public on its website a1z

or

Report on Ustug Rewitance History for Credit Scares and Remitiance Exchange Rades ~
Each year, consumers in the United States sondd tens of billions of doflars to family members,
friends, businesses, and others abroad through remitianes transfers - clectronic transfiss from
adors fo ocipicnts in forsign vountries. The CEPR issued 4 report on July 20, 2011
mandated by the Dodd-Frank. Act, which snalyzes two subjests relatod to remittancs transfors: thy
transparency and disclosure to consumers of exchange rates used in remittance wansfors, and the
potential for using remitiance histories to enance the credit seores of consumers.

Thie sepont finds that implementation of some of the Dodd. Pownk Aers new seauitements related to,
cemutance wranstiers - inchudig mandataey disclanices of the exebings
an ampnced for additional exclmngs sate iransparvacy mepsares. The

et wsed - condel shed light
SEPB dso secortmends 1o
thiat any additional y tresures b counted and

y ) :

pubioy smakers ad other
ammcersat together with the cange of of the

seronttice tansfer mrker, o promting sdier s protection gosts. The report furthes

for incrensing,

FINAR
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iscusses the paterial For somittance Iistories o inform exedit weares, and deseribes plannest <

ceseanch teparding the rdativsiship hetween sarstaer histoties and orodtt sco
Repan on Credit Scores — CFPB issoed # marsdited seprvet on ly 18, 2011 exanisiing thee
difforenves botweorn eredit scores sokd to consumers and seores used by fendors i ke wredt
decisions.

-

The Dudd Frwk Act requived the CEPB 1o sty the differerces borwevn oot sooms consine
purchase and those creditors use 1 ke crect decisions, The CRPBY seport covers the progess of
developing credit scoring models, why difforent seoting models may produce different scores for the
same consumes, how different scoting modeds aee used by credifors in the marketplace, what ceedit
scoces ase avalabe 1o comsumers o purchase, and woys that ffeences betweoen the soores
pesided to ereditors and these proviced Epem—
sz o the variety oF oot scnses avadloble in the ket phce smay purchase s score beliesing it
to be s ot her only cuedit seove, when in fscs there i no such singte score.

“The seport discarser the generat tack of informatian about sredit scoting, Cne suprey shows it
smany consumers 8o ot ke it 1 crodit score ceprosents the tisk of not repasing 2 loan,
Fucthermon, smany consumers do ot know that credt scores they buy misg nos s the same ¢
svosing modkds that st most widdely tod by knders,

it

ahs a Tallownip 1o the teport, the CFPB will vbiuin and wnalyze data that shed Bather lght on
difforenoss in scares ind the Sgrificance of related conserts, To help eeicate consumers, the CFPR
sso pasted advice on its website sbort how fo pbtain snd awiotain 2 goad credit score:

Tittpe/ Ao ponsume iR gov

o Lagger Participans and Nonbank Supervision -+ The Dodd Frank Act grves the CFPB the job
of supesvising hige banks, as well as wrme athes types of fioncial sompanies, for compliance with
fecdesal eonsier Sesneial profection hws. While bonks, tifts, el credit usions fave Isen subject
to examinations by vasiow Tederal cepilators in the past, oihet types of
consurnes fannstal produsts snd sersioes have not. O of the gals of the new b is to better
pressect cansumes by espuding s type of to ronbank corsparies. The
of rontank compaves will be 4 omicial piece af the CPPES wirk, For the firt sime, sy of shese
sionbask fimancial compasies il be subjeet 10 federat oversigh.

es prawiding

uder thie Act, the CFPE's nonbank supecvision progran will beable to Jook at companies of
size i the mortgage. sy hndng, and povate studsot loatg rsikets. Bt G af othes

: consimee Yoitas, mhosey g, and debdt eollect CFRB
zuwml}y an supervise ouly bicger participats.

“The CEPB roquested input on Juse 29, 201 on how 10 define a “larper partiepant” though the
roleniaking, process. n et 1o sofleet spt, CFPB publisheed a Nortice aned Request for Comnent
(Notices. Public camments an the questions listed in the Notios wil help the CEPB fornulate a rde
that helpr the CEPR e thir best tse of 13 resourees (o protet ARirionm sonsume.

Engaging the Public
Oric of the CFPI tup priosities is o cormmuicats substantredy and Trequenthy across a wide range of
industey and ronsumer group sectors. The CIPR aims to sctively erpage all stabeliofdders dar conld
potentially be: affected by e apency, with the endeestanding that thre is rmch msight 1o b
varied perrpestives that repevsent smany distines pobite of view.

sinesd fims

16

Page 21 GAO-12.186 CFPB's Fiscal Year 2011 Financial Statements



157

s Discussion and Analysi

Thee CFPB has traveled aceoss he sountsy 1o listen v and lotn from. the hopes, fears, and concerss of
sty and vorsuTis groups, ¢ a fesult, the CEPB has collested ample informaion shout b sts work
sl affect vanous and sug frosn + hsve wfonned preparations w0 s¢ting up
e agery.

.

Community Banks and Credix 'niﬂns CFPB set a poal to veach out to sl independent banks
xalt 50 seates before Jidy 21, 2011, By Aprl 314, the CEPB bt soached its gond of speaking to
bashess from every state, Fusther, CF P8 ol ebocrd specshies af the Independen Community
Bankers of Amedcs Nutionad Couvention, the Credit Umon Nasional Assoantion Govemmental
ffuies Gonference, and ar the Nativsal Assosation of Federal Crodit Uniems Congressiona) Catesis.
AGFFB resn hus been deciated 10 outseach to sl fmanesal service providers.

.

Trasde Associations and Bank Executives - CFPB has frequendy et with banking evecutives
and tade associations that represent bath depositary and non-depositary instinitions. The CFPR
has spoleen dicectly to many of the major trade arganizations wepresentug i Tkely to be affeeted
b ifs work and deliveresd speeches to the Favncial Serdees Roundtable and at the 1S, Chamber of
Commerce Fifih Amnual Capital Market Surrit

-

Servicemenbers und Mifitary Familios - In fassey 3911, the CFPB awde 2 bey lite 1o establish
its Office of Servioemembec Affes, The sewdy bissd Asistant Disestor, Dffice of Servicemermbers
Affiis (OSA] wdecstands - from prrsonal eapesience a5 & rilitacy spouse and work at the Better
Buasiness Burea Militasy Line - that srien and wornen in the U5, samied fores grostites imigque
firaricial sk,

T January, the Assistant Director, 08 visited Jeint Base Sa0 Antonsa. Texas 1o speak with
servicernenibers and financial cownseloe abous the unique Fivseial Groumstances and chaonges
that existin rodlitary commmities. In April, the Assistent Ditector traveled © Joint Base Myes
Hendersan Hall in Vinginia o mew with seevicemembers arnd theis fimidies.

The Assistant Dirvcror e visited raany other malitary basey 3 seelf, talking about the Goancial
challenges facing Armesii men aed women in usiform, The Assistaat Divector was the Brsr CFPB
seaffor to testify before Congress when she appeat before the House Cormitiee on Veterans
Affaics and has slso testified before x wf the Senate ot Homedand Secanty
and Goveumentnd Affins, and hae submitted testimoay for the record to the Subcommittee on
Fedesal Binancal Management, Govemment Infoaation, Federal Services and Fritesoutional
Security 118, Senate Costmruttee on Homelad Security.

Consemer Response ~ The Dodd Frank At divects the CFPE o facilinate the collection nd
monitoring of, s tespanse fo, comusmes somplaims syanding certain Hmmaal products and
services. These complints and consumece” isaguties will help the CFPE identify nreas of concem
and help CEPR in its supesvision and thet responsibilitics,

“Phe CFPB is implemerting the consmer sesponse fanction gradudly through o phased soll-out of
functionality, The CEPB aims to build a efficient and sffective conswnes sesponse system that i
useful 10 Ametioan consumers, mitmuzes barden o financiel mstitutions, and leverages the bestof
technalogy. A phated mu o will sl propes sowadecson o the néeds of consuret, the

of fi and the sedevant Tt dratiad plusse
the CFPR will focus on wkmg_ complaints for credit s, with other products m follow,

Anticipating that sany distressed homwowners would comtact the CEPB soon after the lsaneh of the
Cosarmer Resposse fnstion, the CEPR designed a process fo connect hese homeownors with a

17 CFPRFINANCIAL RE
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housing counselos v the Hormownes’s HOFE™ Hotline, 5 Bousing conaeling hothne weaitable
tixough the Departaent of the Treasury,

The CRPB s consdinting its approachs with athes reguetars 1o provent any gaps for consumers
dhuring this tansiton of espoashitiies’, A< the CEPB rolls ous its Rl fancaonafity, it phiss 1o xoute
o vefer incamming comphints for other products to the prudtial reguiators oF other appropriate
agenics.

The CFPB i investing o & 2istrentry [T idrastaictone o enstive that its comsuimies peponse
function i aicessible, easy 1o use, and secure. To ensure broad socess, the CFPB will provide
variety of contact channeds, including the Intemet, mail, fax, and @ toll.free elephone nunber with
Exghish aned Spish largrarge capwbulitios. For consumens, the CFPR i cronting an integmted web
and phone spstem to Bl and seack complans. The CEPB' website and ol ceater will o provide
answers o Trequently asked questions regarding Hinanoil produets. For eredit card complaints, th
CEPB is creating a web-based system that dlows sind issuces to log on, siew, asd respond
commplaints online. Eventully, tis systerm  expected 1o e used by providoss of other fxancial
produgts,

The CFPB has engagert aned il continnae to engy
contmmungty banks, consurner advoestes, mdustey groups, snd others -« to gather wput on the
comphint handbing prosers, The CEPIS has presented i compliint intske process and somplairit
hasidling systen to the fargest exedit curd issuwes, The CRPR il be Folding angoiag discnssions
with thern reggarding improversents fo the systen

- o beowd nge of stakeholders - inchiding:

£ FINARNCIAL R
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s D and y

V. Enterprise Risk Managerment

Hiscal Year 2012

CFPB STATEMBNT OF MANAGEBMENT ASSURANCES
November 9, 2611

The management of the Consomer Rinancial Protection Bozeas {CFPB) is responsible for establishing and maintaining sffective
intecnal contrel and financial management systems that mest the objeetives of the Federal Managers' Financial [ntegrity Act of
1982 FMFIA). Continucus manitoring and peciadic evaluations provide the basis for the annual assessment and report on
management's conteols, 3 tsquired by FMPIA. CFPR is leveraging th established OMB Cireular A-123 and the FMELS
assessment methodologies (o assistin assessing the applicshle antity-wide contsok, docurnennng the applicable processes, and
idensifying and testing the key controls. Based on the results of these ongoing svaluations, CPPB can provids reasonsble
assusance shas internal control aver the effectivencss and eficiency of opetations and complianse with applicable laws and

cegul
cantros as oF September 30, 2011,

s mieet the objessives of FMELA and no mastial weaknesses weve Found in the design of opesasion of the internal

As required by the Dodd-Frank Act, the CFPB is cequired 1o provids ion at 10 the of CFPWs.

invemnai conte! oves financ

i seporting. CFFB s responsible for astablishing and maintairing < Rective invecnal
contral oves Saancial reporting, CFPE conicted is amsessment of the offectiveness of interal conteol over Snancial reporting
bused on the exitecis established under 31 U.S.C. See. 1512(). Based on the resuiss of this evalustion, the CFPE can provide

seascnable assurance that its internal control wver finencial ceporting as of September 30, 2011 was opersting effectively and o

material weaknesses wece fxind i the sesign or apezation of the internal conteol over Suansial repoting.

As required by

Diadd-Frank Act, the CFPB is cequited 1o maintain finanzial management systems that comply substantially

with Federal financial menagement systems sequirements aoil apphicable Fedesal azoounting standads. The CFPB usitizes

Binancial systems thar ¥ comg the for Faderal financial management systerns and!

applicable Fedecal pcron ting staodacds.

T
R
Raj Dats

Special Advisor to the Secrerary of the Treasiry
for the Consumer Financial Protestion Buteas
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Federal Munigens” Financial briegrity Act

P13 was cxtablishet s an independent hrareas i the Fevleoi Reserve System vadder the Dodd-Frank
. Av an indepordenn, more sppropriated bursa, CEPB reogniees the imporiasoe of
Fedecad biws aesociared with implernernting sffective erterprise sisk mansgernent, inchuding the Pedderal

5 Act. This incledes ansuring that CEPB operations md prograras e, effective
and efficiont and that intermal confrols are aifficent fo MInimIze CXPOSKC Ko Wste wnd MSTARSREmEL.

To Fiscal yoar 011, CFPR pesforned an evalustion of its sisks and sgsterme of intesnal epatrol and eonployed
an independent accaunting firm 1o assict CEPH munsgement in it evaluatians, The results of those
evalumtions helped 1 suppent the CFPES reasonabite assarance of effecve intemal contml,

The CFPB is conunitted to enuring if has an effeetive sisk management progrant in Geeal yas 2012 and weill
wke actions to mplement all wentified reonunendations and eoncems, and st resonzoes awigond to an
office within the Offics of the Chiof Finmcial Ofier - the Ofiee of Sudit and Tnternad Controfs.

Federa Financixl Manugement Syviems Requirements

Sectioniid 3o () of the Dodd Fruk Act sequices the CFPB o paplement and maintan foanca
smaageesent systerns that substantially comply with Federsl finaneml maagenment spatems soquirements and
spplicable Pedeen! scsounting standards. A diseussed below in the vection on Finsncial Masagertient Systerts
Strategy, the CFPB has entered into at ageeement with the Departnient of the Treasury's Buseats of Public
bt BPE; for the eros-soevicing of CFPRY fnmnal macaginent wystom needs. axch, BPD hax
provided assusances to GFPB that its systest is in compliance with the Fedoral Finanaal Managenent
Improvement Act IFFMIA} whereby the systom i nnially compliant with:

o Feddoral nancial nungrment sy requiremts,
sandacds, and

o Appliotble fodecal acconnting
* The United States Standrd General Ledger at the tatection fevel,

completed » Staternent o No. 16, Reporting on Contrals at &
Service Crpanization. The iedependont miditors opimed i the SSAE.16 reprt that, @ short, BPEs cantrals
were suitably designed to provide seasonable assueance that sontsol objectives woudd be achieved if customer
ageness apphed the compdernenta wpier Ageney eontenls,

CRPB wihued s interoad controls over the processing of mnsacsons herseen the CFFB and BPD. CFPR
it has adeq 1 v cantrols in place.

Financizf Smtemont Audit and Repont on Isweraul Control over Finuncial Reporsing

Sections 107 5 {41 B} and (0 of the Doded il requite the CFPB to prepare and subomr i GAQ
anvroal francisd staiemonts and un asseetion of the effortivennss of the interal controls sver inancial
teporting. Section W7 i} (5 of the Dodd Frank Act flen recuive GAO to audit those fnancid

statements and sreértions and coport ther reaults B the bueea, ress and the Preswdent. The CFPB
propared funarcial staternnts fac e st fid yost of aperstion, fiseel yous 2011,

GAQ jsad s voqualified et opitsion on CFPI' fivcal ac 2011 finencil statesnents GAD goted fis
vouternd weaknesses or signifionnt defirencies in CERPBY intersid controls and oited s inistansss of aom
complisniee with laws and sogulations.

20 CERR FINANCIAL REF
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Financial Management Syrtems Strategy

£IFPB resngnizest enty ost it w2 new buiress it needed 1 leverape sxisting Brancid mansgenont
sesources, systoms and sy phuaforme when iskentifisble and wvailable, oitially, al of
CEPB’s financial mansgement teassic e pracessed tamugh the Department of the Treasus
Pepustmental Offices. In fised year 2011, CFPB entered info 3 contract with the Depactment of the
'lfuxm\f-z Bt o Publi Db BPD) o she cosesaaig o core vl muiagnent ystn st
s dlf wove finmncial systers designed andd sonfigured 1 meet generally
ac yted accounting ;mncspi foe Festeral entties. Tt addition 1o the vore fimncial management spster,
BPD provides sddifionsl services 1o CPPB, such as temnesctionsd proversing, francinl reporting, hunan
resonee services, pacusennt sesvices. and travel services.

Facttier, CFPE esblished an I Investment Review Bosrd {TRB} a5 an esecutive advisory body providing
she business and technology leadership to sasure all tochnotopy iovestrent aligns wsh the CFPB misson and
gosts, Thie members of the TR wirk with the KO and the Technwlogy Jmplonwatation Group i 1aake
Juformed rerormumendations and wssirt the CIO o making the proper investrent decsions o ersire that
CEFPRs T assets ace managed a5 stategic business sesources that suppot the mistion of the busa,

Fodorat Information Scourity Managenient Act

el Itismmation Sectrity Manmgrrncat At (FISMA) tauires Fedlend agoncies to develop. dooument,
and aplernesat an sgeney-wide pogsam o provide securiy for the infonmation » andl infosmation systes that
support the opentions and assets of the agevicy. As discuesssd abave, the CEPB has leveraped existing
information techalogy and phifoens by deploving » cond-based infrastnactuee and entedng into vanous
cruss-seeviciny apresmeats with the Department of the Treasory, Depacomental Ciffices and BPD. and the
Departrnent of Agriculture, National Finance Center. As part of the indepessdent performatce audit of the
aperations and budget of the CEPE, which is discusiedt bokow, the arbton abo repaced tiet the CFPB has
contiphiest with ey chements of the £ Govemment Act of 302, includheyy FISMA.

3

tmpraper Pryments Flimination and Recovery Act

The Impsoper Payments Elimination and Recovery Actof 2011 require agencies 1 seview theie programs
and activities annually o identify fiose susceptible o significant imprapes payments. Dusing Gscal year 3911,
the Office of Audit andd Intesal Contsol condusted such » eview nver fous rreas of payments - Puschuse
Card, Contract Payments snd /ot fnvoicer, Travel Card, and Claims andor Vouchers, The CRPB's sisk
assessmont process did not identify any programs suseeptible 1o signifieant improper paytents,

Tndependent Performance Audit of the Operations and Budget of the CFPB

Thi Dodd Fruesk Aot, woehed by the Fall-Veur Continuing ppropriations Ast, 11 {12 UEC 590
snchted fhst CERS ot an s independens mudit of the opeostions and budges of the Bucera. CEPB
conteactend for a freond yeer 91 independent perfoermmnse it of the CFPB budgel and severat operating
arens that were instnimental in implesienting the Dodd: Frank Wall Strect Refbar and Consumer Fioncial
Protection Act of 2010 and standinng up the CFPB: Hunan Capital snd Organizational Developent,
Cansurmier Response, Infoamation Technology, ssd Commuiasions sod Transparaey.

To evaluste

VIS apesatons s perfonmane i these five are
with el
pecbasmance standasds, bost practices. and s benchmarks, I s O
that CEPB hss ouede signifieant progeoss townsds achieving legad comphasc
and sweting peefommance standirds.

. the waditor’s evdustion catedia were [1]
‘goul, and £3; slipnenent with

ber 15 sepoct. the auditors eeported

attning segnceations posls:

21 CFPE FINANTIAL REPC
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Limitions of the Finuocial §

The principd Bowncia sttenwats comaited i this veport have been prepired o present the financial
pusition sad rerals of aperstions of the Consiner Fioancid Protection Butcas paminent 1 the rexpirertieris
of the Dodd t . Wisle the statements have been preparesd feom the books
s secots of the Conser Financiel Protection Brioe, 1 scrowborns sith gerorally aveepted accounting
pancples for the Federal goverarnent, nd follows the geacral presentation guidance provided by GMB, the
Staternents uce in acklinen b the tnancial ceposts used to manitos asd contol budgatiry resousces
prepased usisg the vne books and reeosds.

The stateetients should be: seud with the seafization thiat they are for s component of the United States
Gavernment, & SOveEagn ety

Vi, Financial Analysis

How the CFPR s Funded

Urpder vhe Dodd Beank Act, the CEPB is andded principally by teunsfers fram the Boaed of Govemors of e
Becesal Reserve Systent up 10 3 hivst set fosth iss the stanste. The CFPB requests trapsfext from the Boasd of
Caveroars in amonats that are reasonably secessar fo carey ous s mission, which fundim it capped ata
peeeat persentage of the total 2000 operanng speases of the Fedoral Resteve Spstem, subject 1o an anmusd
adjpstrnent, Speatically, the CFPR fund touistors ars capped as tollows:

« In fiscal vear 2011 10 10 peroent of thess Fedetal Rostsve System uxpenses (or spproximately
498 mittion),

In fiscal yorr 2012 for 11 percent of these pxponses (or approximatety S$47.8 miltion),

+ In fiscal yoar 2013 to 12 percent of these expenses (or approimately S597.6 million), and

in Fisoat yoar 2614 and beyond, the cap romatns at 12 percent bt will b adjusted for
inflation,

“The Dodd-Feank Act requirss the CFPB to maintan s acovunt with the Federal Reserve - “Bussans of
Consumer Fnaneial Protection Fund” (Bureau Fund;, Funds requested from the Bored of Goveraos ace:
wrferred int the Bnmm Pund. Bugews fimrds detonmined not 10 be reeded to et e ousent seeds of

the CEPB s veested in Treasury secutitien on the open madket, Famsings from the invosiawats are also
depasited into this fund. During fsca year 2014, five tansfess taling $161.8 million were rocived from the

Bourd of Governorst,

PR are oot

The Dedd-Fenadk et explicitly provides that Bureaiz funds obtained by or tamstessedt ta the
Goverarment fads ot appeopriated funds,

“The CEPB also collects ling foes from develapers gs pact of the process rogaeding Interstate Land
Settternenes (1LS). The HLS progeam protects vonsurmiess from frsad and abuse in the sele ot Jowse of Bid. i
1968, Congress aracted the Intorstate Land Sales Full Disclasure Act, which 15 pattemed aftes the Secusities
Law of 1933 and requives band developers to register sabdivisans of 18 ox more por-axernpt fote wad to
provide each purchisgs sith 2 disdlorure dacument eiied a Propeny Report. Tha Propedy Repor containg
selervant inforemation sbout the subdisisicn mid sust be deliveres 1o each purctasse before the sgning of the

? I fiscat year 2010, one transder For ST84 miflion was regereed from the Board of Governors.

ANCIAL
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contract or agrcement. On July 21, 2040, this prograin was tansferred to the CFPB from the Department of
Housing and Urban Development pursuant the Dodd-Frank Act. Whils CFPB continues 1o study the legal
effects of the legislation with respect to the tmnsfer of these Runctions under the Land Sales Act, and the
collection of fees, the fecs ave currently being deposited into an account maintained by Tressury, The fees
collacted may bo retsined and ave avalable until expendsd for the purpose of covering all ot part of the costs
that the Burezu incus for ILS program operations.

Pursuant to the Dodd-Frank Act, the CEPB s alto authorized to collect oivil penaltics against any petson in
any judicial o1 adbninistzative sction undes Federal consumer financial laws. The Act elso requtes the CFPB
to mainuein a separate fand, known 45 the Consumer Financial Civil Penalty Fund (Civi Penalty Fund).
Coltections of civil penalties will be deposited into the Civil Penalry Fund, which is in the process of being
astablished CFPB did not sollect any civil pendlties duting fiscal year 2011,

‘What the CFPB bas Fuaded

Duting fiscal yeaz 2011, the CFPB was sl growing therefore, the majority of its obligations welated o
resources essential fo standing up the CPPE, such as personnel, information technology, mission-specific and
tuman capital support, and other genazl
statt-up activitics. The CFPB incurred

$125.3 million in obligations ~ $68,7
FY 2011 Obligations incurred million in Cantzaets & Support Services,
i el $48.4 million in Salazy & Benefits, and
{$ in millions) $6.2 milfien in A Other - as displayed in

the chast to the left

# Salary & Some of the larger fanded irms for the

Benefits CFPB stant-up activides induded in the
$68.7 million for Conmacts and Support
Services include:

# Contracts & *  §186 million 1o the Depanment
Support of the Treasury for vatious serviess such,
Services as, information and teshnclogy and

hurman resourse systems suppost and

& Alf Other derailess,

«  $6million to the Bureat of the
Public Debt for cross-servicing of
various human resource and financiat
saansgemant services, such a5 core
fnania! atcounting, mansaction
processing, travel and payrel,

*  $44million to o contractor for human resoutce policies and assistance in developing satary and
benefits packages consisient with the roquirements of the Dodd-Frank Act, and,
* 343 milfion ta 3 contractor for the development and maintenance of a Consumer Complaint System.

23 CFPB FINANCIAL REPORT - FISCAL YEAR 2011
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¥

Net Costa of the CFPB's Operations

The § f Net Cost presents
7Y the CFEB gross and net cost for its
P 1P three strategic missions: Consumer
¥ 201(:03;0 gram # ‘é‘é“s“ mer « Education & Bngegement Research,
(i mitfions) ucation Marka & Regolaton and,
Faiz
Lending & Equal Opportunity. Total
CFPB net costs for fscal year 2011 in
these thiee programmetic sategoses
® Research, are $85.3 million - $47 miltion for
Markets & Supervision & Enforcement, Fair
Regulation Lending and Equal Opporturaty,
$22.8 milion for Consumer
Education and Engagenent, and
5 million for Research, Markets 8¢
W Supervision, Regulation - as splayed in the chart
Enforcement, to the left The majority of costs were.
Fair Lending & | imeurced in Supercision and
Eaqual Enforcenent, Faix Landing and Equal
. Oppottunity incloding the stat-u;
Oppportunity | VPP e progrurs and the oty
of CEPB's persormnel costs ~ 51.9% of

all hires by year-end

Vil Possible Future Risks and
Uncertainties

Potential Funding Concerns and Potentiaf lmpact to Independence

The Dodd-Frank Act followad 2 long-established precedent in providing the CFPB with funding sutside of
the Congressional appropsiations process. Congress has cansistently provided for independent fanding fo
banks supervisos to allow for long-tewm: planning and the execution of complex irutiatives and to enture that
banks are examined segulady and thoroughly for both safety and soundness and compliance with the law.

The CFPB has been tasked with supeivising more entities than all other federal bank supervisors combined,
inclucing supervising the lazgest, most complex banks. Effective supervision that levels the playing fieid
benween bank and non-bank imstitations will requite dedicated and predictable resources, and indapendent
eraminers. Morsover, consumer for depesitory institations with less than $10
billion in assets will contirme to be conducted by prodential tegulators and thus fundsd independently. Thus,
consumer compliance examinations of community banks and largs bank and non-bank institutions wall all be
funded independantly.

Although Congress provided the CFPB with a seure of funding outside the appropriations process, the
CFPB is nosetheless the ordy bank supesvisos with & statutory cap on #s primary source of funding, 1£the
Digecror were to determine that the non-appropnated funds to which itis entitied under the Act are
insufficient to carty outits sesponsibilities, tho Act provides the potential for CEPB to also obtain
appropriatad fands, up to 4 capped amount, n fiscal years 20112014, In accordance with the Act and
approprations law sequissments, fusthet action would be zequired on the patt of the Director and Congress
in order for CFFB to obtain such appropristed funds.
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Financial Statements

During fiscal year 2011, the Office of the Chief Financiad Offices played « major role in the growth and
development of the Consumes Financial Protection Bureay (CFPB). The CFPB was established by the
Dodd-Faank Act when it was enscted on July 21, 2010, Much of the woik to establish CFPB as 2 new busesn
occurted duting fiscal yeas 2011, During this time, the sgency grew from 58 employses in the first quarter fo
663 employees at fiscal yeor-end. T rapid grossth in employees and the assoviated offices required 3
sigrificant level of effort to establish the nesessary support structure of the agency. Some of the CFPB
actinties the Office of the Chisf Financial Officec supported in fiscal yeas 2011 include:

.

Entersd into Inter-agency Agreements with other federal agencies to obtain services in the areas
of financial management, human resource, procurement, fravel, and payroft,

Designed and developed CFPB's budget and interral control functions;

Developed CFPEs operating plans;

Prepared fiva fund request transfers from the Faderal Reserve Syster totsling $161.8 million; and,
Coordinated benefits payments for transfesess.

R

As a new stand-up bureas, we recognize that much work remains to be done in fiseal year 2012, We will
continue to work towards steengthening the Cfice of the Chief Financial Officer and continue o arsuire we
have sound fiscal policies and x strong intemal control envizorment ir: place.

| am pleased 1o present the CFPR's rst set of finuneial statements o5 an wtegeal past of the fiscal year 2011
Financial Repoit. For fiscal yexr 2011, the (Govemment Accountebility (Hfice rendered an unqualified sudit
opinion on CFPEs fimancial stavements snd noted no material weaknesses ot significant deficiancis in
CFPBs invemal controls and cived no instances of nen-compliance with laws and reglations.

Stephen Agostini
Crief Financial Officer

Consumer Finangial Protection Buresu

Freddy Véles
Acting Deputy Chief Finangial Officer
Consumes Financial Protection Bureas

26 CFFS FINANCH
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CONSUMER FINANCIAL PROTECTION BUREAU
BALANCE SHEET
As of September 30, 208
(£n Doffars)

Avserss
Tntzagavemmental
Fund Balance with Treasury (Note 2) § 1eg7aE
Mote 3) 50,208,800
Toul Tntagovernmental 98572114
Cash, and Other Monetary Assets (Note 4) 332,021
Accounts Receivable 7068
Propesty, Bauipment, and $oftseare, Ret (Nose 5 1776214
Adv,

d Prepay e 6) 14689107

Linbifities:
Intzagavemnmental
Accounts Payable $ 3,288,536
Other (Note 7 1354
Totsl Intragovernmental $439913
Accounts Payable 5,728,159
Gther iste 7) 919788
“Towl Linbiliaes ¥ 19207860

Net Posidon:

Cumulative Results of Operasions - Barmorked Funds 3 9647286
Towi Net Position s Searneen

The accompenying notes are an integnal part of these fnancial statements.
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CONSUMER FINANCIAL PROTECTION BUREAU
STATEMENT OF NET COST
For the Fiscal Year Ended September 30, 2011
(tn Doliurs)

2o
Prograin Coses:
Consumer Education and Engagement (Inchiding Response Centes:
Grose Casts i
Less Easned Revenue
i st o Bennn s Hog
Research, Markets, and Regulations:
Gross Costy 3
Less Baraed Rever
AR

22,831,838

Supervision, Eaforeemens, Far Lending and :
Grass Cosss ¥ 47811,018
Less Eacned Revense -
b Ak e 5 o
Toml Geass Program Costs ¥ 85,208,504
Less Total e

The sccompsrying rotes are an iegnl past of these Arancial satements,

30
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CONSUMER FINANCIAL PROTECTION BUREAU
STATEMENT OF CHANGES IN NET POSITION
For the Fiscal Year Ended September 30, 201t
(1x Dollars)

Cumoulative Results of Operations:
Beginning Balances (Note 111 3 18,255,655

Budgeory Financing Sources:
Noneechangs Revenue
Other

Other Financing Sources (Non-Exchange)t

1693757
163 544,603
(85,308,595

The accompanying fiotes are an integeal part of these francisl statements.

AL T v . 1
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CONSUMER FINANCIAL PROTECTION BUREAU
STATEMENT OF BUDGETARY RESOURCES
For the Fiscal Year Ended September 30, 2011

{tn Doltars)

Budgetary Resources:
Unobligated Balance Bronght Farwacd, October 1 (Note 11} $ 9200000
Funds Avaitable for Obligation 151 849,662

Seatus of Budgetuy Resources:
Obiigations Incurred (Note 12)

Direer ¥ 1mpTse
Unobligated Balance
Exempt Prom Apportionment

47,719,902

Change in Obligated Bafances
Obligwed Balenes, Net

Unpaid Otfigations, Brought Forward, Oevober | Mote 1)
o Ui Do G

5 a0 goe
Obligations Incurred Nev 123229760

Gross Outlays BO,04.718)
Obligated Balance, Nes, End of Pedod

Unpaid Obligations 1,983,024

‘Thi accompanying notes are an integral patt of these finaneial statements.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Reporting Entity

The Bureas of Consuiner Financial Pentection, knovwr as the Consumer Financil Peareetion Bissn
was establishos under the Dodd-Fronk Wall Strces Refoom and Conswmer Protection Act P.L,111.203

Doskch Frank Acts on Jrdy 21, 3510, CFPB was sstablished as an jndependent bureau within the Fesleral
Roserve Syste, The Boressis an Exorutive sgency 5 defiswod in sections 105 of Title 5, United States Cad

FPRE

The Dadd Feank Act suthovizes the CFPB to exercise its authomties 1 ensure that, with tospect 1o consumer
fnsnciat prothucts and servics

a, Consumers aee provided wath tirnely and dable i o make degisions
shot financial wansactions;

b. Consumus are protected from unfrs. deceptive, or abusive acts and peaciices and frony
iscrimination;

o Outdand, ar uaduly o0l are repulacly identified and sddressed in
order to seduce unwarsanted regulaosy bucdens:

4. Fedsoal consumiec Bnancial law ts enforced consstently m order to prowmote farr competition; and

e Madkets for consumer Sirancial prachacts snd services speeate tomsparently and fficiently 1o

Hacilitate access wrwd imovation.

Undder the Do Prank Act, on the designated mansfer date, July 21, 3011, cormia snthorities and fanctiois
of sevnedl agences celating to Feceral consumer fnansial e were tmpsferred to the CEPB w arder i
aceomplish the above obiectives, These autharities weve teansfersed fram the Board of Governors of the

3. Cornpteaflee of the Cusrency {00, Cffies of Thift
Supesvision ) Deposit lnsumice Carporation (FINCS, Federal Trade Cammission 1R
Natiorad Credit Union Adeanistration {NCUAY, and the Department of Housing and Utbn Developrarnt
SHUD). by addition to these tarfersed authosities, the Dodd Faark Act provided the GEPB with censin
newly established fedoral constsmor frcil rgulitosy suthonties,

offics

“Fo accomplish its mission, the CFFB is oqnized into 3 primary divisions.

1 sducation and Eogigemen

Provides, throvgh a variety of mitatives and methods, nfonation to consumers st will o therts v ke
decisions that are hest For theoy, Gonstanes education 1t  central aission to the Bureas, The Buceas i
developing targeted outreich 1o groups that face puticular dallengs, as required by she Dodd. Frank Aet,

2 Nt Fais Lending snd Baud ©

Ensires oomplinnce with fedens) gonsumer fsnaial lass by supervisong macked pacticiparsts st bringioig
enforcemsmt actions when appropriate.

3 Besearch, Mucksts, snd Regulstiony
Respansible for understanding consuner francal sakets and consumer behavior, for evaluating whether
tsere is aniend for xegulation, snd Lot sheteminieg; the costs and henefits of potential or existing svglstions.
Belors the Bureau acts, itwill seck to be flly sitvumed, The offices within s divisen sre staffed wath
professionale selectest for their strong analgtic skills and subject matter sxpertise.

Office of Genentl Counsad
ihle for the Buurciars vomgliance with al applicable kaws ansd provides advice to the Die

Responsi € and the
Burcaw'y divisions.

33 B FINANCIAL &
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5 L AT
Ensures tat the Burews smaintsns smbust dalogue with vasous stakeholders that have an witetest i i woik
inorder to promote d

& Lffice o ol Qpegating O
Bralds sed sustming the CFPB's oporstional snfms fetuse 1o ippart i entie xgpesation.

The CRIB seadsforoe is spread scross the country with s headsgaetes in Washingon, D.C, sad regionsl
sarellite affioes in Chivagn, New York City, and San Fonciseo, The headquariers is termpocandy spread aeross
severd loeations within Washington, DNC. uslizing space reted through intengency agreeshents with the
Department of the Treasusey {Treasury:. CFPR will eventuslly consolidate its headquarters into e building in
Washington, D0, The worktoree in CFRRS segional ffices is predotainandly mobile and thevefore minimal
aiffioe snd confemnos soom spice i+ wsed i the ceprons,

Addigom inf fon on the jonal structuss and ilities of CFPB s available on CEPEY
webstie st hitpd S sonsmprioaocegeyy

Gnder the Dodd-Pank Act, the Secratary of the Treasuey is tesponsible for establishing the CFPB and
exescising certusn of 185 authosities wntil & Dicector of the GFPB is in place, On July 18, 2011 President
Ol sent 1o the Senate a snmization for a Direttor of CFPB. The CFPB is st withow 2 Director and
comtiries to operate under the authosify f the Secretary of the Treasury, The Buseau's day-to-day
apeiations e rmaraged by the Specal Advinot to the Secretary of the Treasury for the Consumes Frcial
Protection Busca.

B. Basis of Prosentation

CEP's principal staterments sere prepaced from its official fianncial reoeds and general ledger in conformity
with accounting principles penesally actepsed in the Lnined States atnd follows the gonen pressntation
guihance established by ONMB Cireulae & 136, Finaniof Reporting Requinmmmats, s tevisesd. The finanant
Statements uce s requicement of the Dodd Frank Set. The Gncal statements age i addition 1o the Gaancist
seports prepared by CFPB, pussuant tn CYMB disectives, which are used o monitor and control budgenry
sesources. The fiemucial staterments have heews prepased 1o ceport the financial position, st cost of
apesations, changes i net position, and the status and seilability of budpetary tesoucess of CEFB. The
Bovancial statements and assosiated notes are presented o a sigle yerr batis. This is e first full yeay of
axperation for the CFPI end theselose compantive shements siee 11 prossnerd

The net tost of aperations i presentsd by the thee pormasy objectives of the Puren ~ educate, enfirse, ind
study - aerd i comsistent with CFPR' argimizational stnstuge,

€. Basis of Acvounting

Teansastions are ppeorded on hoth an accrual acccunting basis snd » budgetry basis. Under the seernd basrs
of seoruring, tevenues arc serogized when eamed, and expenses are secognized when a liability s incurred,
seuthatat sopice to receipt ins payment of cash. Budgetary socounting faclitates complisnes with legd
reaqirernents and contrals over e wse of federat furds, CFPB sonforms to accourting praciples generally
acorpted in the United States for foderal enfities as presceibed by the standasds set forth by the Fedesad
Accounting Standards Advisory Board (EASAB}. FASAB i recngived by the american Instfute of
Covtriedd Public Acconntants ws the body desigmated 1 establish geovrally necepred scconting pringiples Tor
finderal govertenent afities. Certain assely, liabilties, camed revermies. and costs bave been clasitiod as
intsgovesmmentsl heaughout the financal statemeats and rotee, Intmgovemmental assets and abiitics ate
thase dwe from ar to other fodend catities, Tntgoveramental eumed revenues are colleetons ar acvraals due
Fronm othet foderal entitios, Intoagevemanentitl costs are paymonts or soorals due to other fedenal entities.
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CEPB b rights wid owvaseship of it assete wpited in these firaocisd siterents. CFPE doss not pos
any noss entity assets,

D. Fandling Sourees

Furding needed for carrying out the mission of CEPE i obtainesd prismusly theough somsfees o the Boisd
of Govemars, interess simed on Groestrments. and peraltios snd feos collocted. Tha Do Feank Act
requires tie CFPR to maintein s accouwt with the Fedesd Reserve - “Bagena of Cosunes Fiescisd
Pratection Fund” {Burent Fand). The Ditctar of CEPH, o dengree, requests transfers from the Bowrd of
Gowamors in srunts neessir 1 iy out the athorities snd opettions of the Brreas, The Board of
Governors transfers the fmnds e the Bunss Pend, which is muintained at the Pederal Reserve Bank of
New York (FRENY). Burews fands slorenrined not neded 1o meet the cussent needs of the Burea are
Tavested in Treasary secoriticr on the open market, Brrrigs fiom the westenss ave alsa deposited inf
this fund. CGoing forward, CFPB anficpates requesting funds o @ quartesly besis. Tha faads mintsined by
the FRENY sre veporred in the financiad statemcnts st selated notes s eepresent budget authority for
CEPB,

The CEPB fading requiests far the Busers Fiund are cnpped s follows:

“The amaunt thar shall be sounsfercest to the Buneaw is each fiscal year shall ot excead s fived percentage
of the total apering expenses of the Federst Reserve System, subject to-an anmual inflation sdjustruent,
as cepsted i the Annl Report, 2009, of the Bowd of Covemors, el 50

1. 10 percent of such expenses in fiscal year 2113,
2, 11 percent of such expenses in fisoal year 2012,
3. 12 pereent of such experses in fscal year 20 and in enchs year thereafter.

The Dodd Frank Act explicitly pravids that Burean funds abhuned by o1 teansfessed to CFDB are no
Gosersutont fursds of appropriated funds,

1 the Diccetoe were 1o deterrnine that the nor.appropriated fands to which it is entitted ynder the Aut e
isafficier To carry . its sesponsibiliics, the Act provides the posential for CFPB to siso obtam
approprasest funds, wp o a capped amount, in fiseal sears 2112014, In nevordance with the Act and
appropriations bw sequirements, futher action would be tequited on the partof the Director and Gongress
v omder for CEPB tar obtain such spproprisred furds

The CFPB alsa collects iling fees from develpers as past of the process regrding luterstate Land
Settesments {TLS). The Tnferstate Land Settiements projeuns protects consumers from fraud and xbu
sale or lease of land, Trs 1965 Congress enacted the Intersate Land Sales Pull Disclosuse Act, which is
pantemmisd after the Securities Law of 1933 and vequites land developers to segistes subrdinsions of 106 ar
mage non-exempt lots and 1o provide each purchaser with x disdosure docament cafled n Property Repost,
The Propery Repast containg relevant information abeut the subdivision and must be defiveced 1o wact
purchases before the signing of the contaact or agreemnent. On July 21, 2011, this progoun was tasferred 10
the CEPB from HUD pursuant the Dodd Prak Act. While CFPE cantinues to study the legal effects of the
Tegivbation with sespect to the transfer of these funeions undes the Land Sales Act, snd the collection of Toes,
e flews amm catrenitly being deposited ino an acoount santinied by Treasurs. The feen coliected may be
setaned and are available unsil expended for the purpese.of cavering all 9 past of the coats that the Burean
s for 1S proprasm ppestions

ik the

Praceuant to the Dok Frank Act, she CFPB is alse wuthotized 1o colluet civil penltine against ang pesson i
any ndisial or adrinistontive action under Federal consumer finsnenad laws. The Act also requires the CFPB
Yo mainten a sepacaty fund, known ay the Consumer Financial Givd Penalty Fund (Civil Pealty Pund,
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Collestions of civil pessaliics will be deposited intn the y Fund, which will be mafatined by the
ERBNY. The Givil Pmnhy Fundis in the pracess of beng estblished. CFPB did not vollect wny civil
pendies fox Sscal yee 2041

B alio peoognzes xmpalcd Financing soure:
entity for cots it swe p
yeur 2011 s presosibed by
artweng of pession expen
frenefit expenses for €

A imputed financing soures i secagnized by the rocciving
iputed costs and 1 coseces in fisead
2 an impratect financ
Macuager
s behalf.

e OCC and the Office of Persor
4 for cursat employees acerued o6 €

E. Use of Bstimates

“Thie Bureau has mads certain estimates snd assaagtions solating 0 the repodting of assets, lisbilites,
sevenues, expenses, s the dsclosure of contingent abifities to prepare these fnancial statement
sevults could differ from thess estimates. Sigoificant trsactions subject 1o extirmates nchide costs
benefit phans for CFPB emglopees st avs adnsnistored by the OPM, QUE, FIIC and the Pedera) Rese
System snnd costalfocations amxang e programs on the Statement of Net Gost,

P, Barmarked Fonds

FASAB's Stansnent of Federal Fiasncial Accosmting Stacufands (SEFAS) No. 27 Mm,,ngudkwm
Fiaronartod Fronds established certain disclosure sexpuirermenns for Pancls definnd as “eamnarked 4
states that “earrtasked funds are financed by sprorticlly sdentified revenmes, siten suppleroeat dhymhcr
Fusarcing sousoes, which semun available avec s, These specifically identified reverues and ofher fnancing
sources are requiced by statute fo be et for devigratsd astivities, benefits of pposes and st be
acconnted for sepasately from the Govemment's genonal revenues,” The standasd also presents three seined
crtesia for an camacked fund, Based on the stuadard’s usiteria, CETB is an onemarked fand due ta its
priowsry funding sources beng teansbers from the Boosd of Govemors, interest on isestents, and lees fom
the LS progeam.

6. Fuund Batence with Freasury

‘The {15, Treasury holds funds in the Treasury Gonsral Account for CFPB which are available to pay
agency labilitics and finance suthorized parchase obligations. Treasury processes cash reecips and
disbursements on CFPR’s behalf, such as feos collewted from the IS program, As discussed in Note 110,
above, CEPB alse maintains an acoount with the FRENY known as the Barcan Fund, During the year,
incresses to the Burcan Fund sre generally comprised of fund transfurs from the Board of Governors and
investixent interest. These funds are available for wansfer to CFPB' Fund balinco with Treasury, CFPB™s
Fund Balanco with Treasury is maintained in a special Fund. A spevial fund is vstablishied where the law
voquires soffections to be sarmarkedt from a spevified soutce to finance a particular program, and the law
neither authorizes the fund to conduct & cycle of busingss-type operations (making it 4 revolving Fand) nor
designales it s¢ # trust fund

H. lavestments

CFPB has the authonty ta invest the funds in the Burem Fund aceount that are not required to meet the
urnent needs of the Buresa, CFPB iovests saldy i US, Treasury secutities puschaved at a discount oa the
open arket, which are romsally hekd w manuity sod caried 3t cost. CFPB seleers invesiments with
matarities suitable to ix needs, cucrently thore snonth Treastry Tnvesterets aee adisted fur discounts,
Yu arcondance with generally sesepted acousting peinciples, the CEPB seoords the gafue of fs invesnments in
115, Treasury secuntios at aost und aniorives the disommnt on i straight-fine hasts over the tean of the
respective isues. Interest is credited 10 the Buresu Fund,

3%

o £

LYEAR 2
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1. Accounts Receivable

Aceounts receivable comisists of nownts owed 1o CFPB by the publie, An dlowanes for anmlectbde
accounts recdvable foom the public ix established when cithee (T3 d that saltection is
anlikely bo accur aftes a nview of outstanding avecants and the Iifure of all coflection offorts, o {2 an
scpount for which ao llawance has beon establised w subsmrtes] 1o Treasses for colloetion, which rakes
plice when it becornes 196 days definquent. :

}. Property, Equipment, and Softwsrs, Net

Property, Equipment, and Seftwase s recorded a8 hirtorical cont. 1t somsisis of sangible assets and anfrware:
Under CEPR's property manags clicy equipment scquisitens of $30 thossnd or more are erpitalized
ancd depreciatad using the stsight-line method over the estnued ucefl §fe of the asset, Sunthudy, wtemat
wse software, software purchused or develped to fasslitate the opetion of an entity's prigrams,
capivdizad for softwars of $75 thausmid of mose and depreciatesd using the straight-fine muthod aver the
evtirated useltl i of the avset, Additionally, for bk purdases of simita iteas, which indrvhadly do not
eneet the test to capitalize, the accpisition it capitdized and depeeciated ¥ the depreciated bass of the bl
‘prschuse is $250 thowssnd or tote, Applicable suandard povermmental guidshines regulate the dispasal and
converibility of agency propesty and squipment, The useful fe shassifications fov capitalized sesets are &
follows:

TR Cavegory Taetal 1 ves (ear)
Tapiop Dekiop Camrpuiens 3
Entemal Use Software 5
Mamframe Computer Systeim i
Servers 7
Telscommunntions Equipment K
Furnmase 5
Ctber Equprmentt i

Ateasehedd improvement’s useivl i is et o the remning bease serrn o the estirmated nscful life of the
suprovemsnt, whicheyer it sharter, CEPE hus rior reol propeety holdings or stewadship o hieritage soicts,
Cither propesty o, nonnal sepaivs and maintcnasos are charpsd 1o expense o incarced,

K. Advancey and Prepaid Charges

Advances and prepayements may accut 5 @ result of seimbursable agreements, subscriptions, pageents
contsactors and employees, and payments to entities administering beasfit pragrars for CFPB emploees.
Payments made in advance of the teceipt of pouds and services are recorded xt advances of prepid chasges

at the tite of prepayment and recognized a8 expenses when the redated goods and servives ass receivesd.

1. Lisbitities

Lisbilities sepessent the amount of monies likely 1o be paid by CFP as u sesudt of stmsnotions or svents tist
huve atready ocourced. Liabilitics e be teagovernemial {caims agsinst the CFPB by other Pudend
sgenciesy or with the public clims against CFPB by an catity i person that is a0t 8 Feddesal agency).
However, no libility can be paid if there is no funding. Lubiitses for which funds are nat available, therefare,

37
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are classified 4 ot eovernd by budgemsy resousers. Thers is o vertunty that the fanding will be received.
Adtionally, the CGovemmens, sching in ifs sovercigh capacity, can sbrogate habilities, Lisbifites nat covered
by budgatary resounces o the Balance Sheet are equivalent o rounts Feposted 25 CRDPONTIES AT rEQERGE
of gsweating resousses o the Reconciliation of Net Cost to Budget.

M. Annual, Sick, and Other Loave

Anvsa foave and oredit houps ersried by the Burens's ceplopres, but not yetused, ace seporied a secrved
Babifies. The sccrusd balanee is adjusted annually to qursent pay sats forwhich finding
is ssar availible, 1 recorded a5 an unfunded hability. Sk s other fave age expensed as taken,

N, Hmployse Benefitn

CFPB employees are encolled in vasious hanefit pragrarms - medioal, vision, dental, long-tersm disabikty, ancd
ke imsuacce. Ennployers atso have options seguding which benelit progoms to earoll.

Bewsfits for ewmplayees resferved prvsund o the Dodd Franke oAt

The Dodd- Frank Act provided ermplovees imansferved from other agencies {Board of Governors, Fedea
Resesve Banks, OCC, TS, FDICG. NCUA, and HUD) with the ability ta continue pacticipation in same of
the transfessing agencies’ non- Title 3 henefit progeams for a defined armonnt of ime fone year from e
CEPB transfer dare of Judy 21 20115 Tifle 5 af the U8, Corde ovtlines benesie progearrs for the o
tha Feden) workforos, in which the progres wve typically ady d by OPM. The transtising ageacies
continue to administor the on Titke $ betiefit progrms for those transforeed emploees, Upan conclusion
of e defined period of time, he employess may enrall i e Tle 5 benefit programs spansored by CFPH.
For those ernployees participating m the ransfersiog agencies’ progeams. CFPB sembutses e eansfording
ageacies for the employer's comribution 1o the programs, CFEB may aho wimburse the toans
sgencies for aderinistmte costs puouant to of unddershanding, with the @ geties.
These costs ate sefleoted s exprases in CFFBS financial staterments.

ring

Bomgits for omplagers st tassfered st o the Uondbt-Frcae et

Emplogres not tapsterred to the Buress pussuaiit 1o the Dodd-Frank Act wee enolled in benehit proprams
wdministered by OPM and also have the option to enoll n nor Titke $ beneft progusns sponsared by CPEB
i adRtion to, of b lew af, OPM progrw. For thase emplovees participating i OPM'S henefit progeams,
CFPB records the employer's contsibution 1 those progrns. OPM records the lisbility wnst pays fos these
programs oo behalf of all of the Federal agencies pusheipating in the progeams. Por those smploye
patcipatioy in CEPBY - Title 5 benefit progoums, CEPR direcly sontracts with vendoss 10 provide thase
sesvices. The Burems cocognizes the employer’s contributions for these benelits as the benefits are samed.
Al of these costs are reflected ay expenses o GFPR financial sitements.

O. Pension Costs nadd Odier Retirement Benvlis

CEPB emplovees are colled in sevesd setisement and pe
sccordanne wits the suthodties in the Dedd Frank Act.

ston progeami and post-employant benefit i

Employres frangivred frane the Feded Rasere, O, 0TS, FDIC, and HUD

The Dodd- Frank Act allowed emplayses wansferred from OGC, OTS, FDIC, and HUD, under the terms of
the Act, 1o continue pacticipatiog 1n the pursion ot setiternent plios i which they were ensofled wt theix
traasierting agency of o affinsatively dect, Trom January 21, 2012 w0 fanuacy 30, 2013, ta join the Fedesal
Reseeve System Retirernent Pl and the Federal Reverve System Thaft Plan, Many teansteree employees

38
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from these agncive as in the tadifionsd Title § retiremnent plis (Fodend Erplogee Retirernent Systen

et howeven a few tansfesees from O are
u-Fatle § plan (e, 2 Defined Benelit Phans, Trancferves from the Fedentl Reserve aee iowed
o reroain in the Podenad Reseave Systom retivement progras ot to affistively dectint the appropriate
Title 5 retirement plan dusing that sarme tmefeame, For those employees dlecting to cnrall in an altemative
retiverment plan, the encaliment will becoms: effertive in jamary 2013,

CFPB does nest seport on its finncial statements information peataining to the sefivement plans covesing i
eanployess. Reporting senomts such as phan assets, aexxmulated plan beaehts, weid related unfanded
inbilicies, if any, 15 the vesponsibility of the Federal Reserve Sysiom, G0, or OPM as the adminismsor of
their respective plans. I all cases, CFPB pays any employes cotebutions tasuiced by the phans, Refer to the
cher below for mfarmation an which agency sdministers each of the wefirerent plans for CEPB employees.

R, OTS. andd FOIC also offeredt nther sgency-only svings phins to eplosess. Any tansterses whi
participated in such phis ae allowed to comnue the pasticipation as long 4s they temain ensofled i thete
curcent reficement plwns. 16 such cases, CEPB pags ang employes contbutions. Eimployees who dect 0
envell in the Feidend Reserve tetirement plas wifl nat be altowed fo continue thew participation i cither the
Fitte 5 Theilt Swvings Phan s GCC. OTS, and FDI ageney saviegs phins.

CFPB miay also reunbiasye the oo

spenares for administitive sosts pucsint 1o memosands of

@ with the g agercies. These cnts ane roflected as expenses iss CRPBY fimncial

Statesneris.
A ather vagplopees of CFPB

Fanployees hirecd with prios Title 3 Foxlera) Retirervent Systenn sovemge who are not teansferces under the
odd Frmk Act are encolled in the sppropriate seticement progruns administered by OPM — CSRS, CSRS
Offaet, or FERS, These emmplogecs alse have the option, within one year of appointment, to ensoll in the
Federsl Reserve System retisemnent plans, CFPB will bepin providing eiaplogees the oppostunity 1o earoll in
the Pecers] Resersw retiranent system plans beginmng in November 2011, For those employees elocting ter
exirolt in the Fedom! Reserve Systent retinenent plans, the envollment will beoome effective a the boginning,
of the pay periact foltawing receipt of theis written dection decision. Emplogees that were hived from the
private seeto, with no previous coverpe under 3 Title $ retirernont plan, are automatically enselied in the
Fedeot Reserve Systen’s wetiremmont plans. CPPB pays the esployer’s contabwtion into those plans.
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Yeiision] Retivement Piions ot CEPB Engplopees

e dmieieang Ageaey
Federal Reserve Systerm Renreent Pl Fodoral Revprve Systerm
Fedegal Reverve Syrterm, Ralt P Fodural Reserve Svsterm
Fesssion Enhascernient Plan for CHGoers of the Howed | Federal Reserve Sytsrit

of Gosermngs of the Fedord Reserve Systentt
Reticement Plan for Ernployees of the Peders! Federnd Rosevve Systen
Reserve System Benefits Equalization Plant
Reifrement Plan for Eropioyees af he Fevdegal Fodural Resery
Reserve System Benefits Equbization Plan for
Section 413 Exvess Beochin!

lhm‘t Plan for Basployees of the Bedenal R
cation Plan

em

Federm) ereree Sysemt

« il Scrvice Retirernent Syste (CSRS S
[ CSRE Otser GF
Fadoonl Eamplopecs Refmomertt System (FERS) 9]

Thufs Savings Plan Renrernent Thoit Investment Bosed
FIIC Savings Plan

O 40

TS Deferrad Compersation Py
Penteyes Defined Benohit Pl (OTS:
* Thie setiremsnt program doce ot have 2y CEPB pastioipants for sl yras 2011

1o dyroph Pewtepm)

The Busean does not have » separate pesion or resirement plan disinet from the plans descibed shove.

CFPB expenses its coutributions o the seticernent plans of covered employees as the expenses ace incurid.
CHPE veporied imputed (unfunded; costs with respeat 16 reticernent phns (OPM s OCH
health benefits and Bfe inmseance {OPM administered) pusstant to yuidance seceived from OPM and OGC,
“Fheve costs are puid by OPM and O £

ceganting the full cost of CPPB' progrrm in conformuty wah genesl)

adyransatered,

and not by CEFPB, Discasure i intended to provide inforuanan

ccpterd avuonmting principles.

e Bunean secogrines i inployer coribaions o o etence plas scvistscd by th Pt
Reserve, Thy Burea however i tesg or ansfirning the crnployers and Y
the Federal Reserve. The PRENY socords the full oosts nd bty i pays for the 1 n‘lxmnmxphemﬁﬂ
heknall of the Federl Reserve Spstern and UFPB,

P. Comminncnts and Contingencics

A comaitment it s profisinsy action that will ulsimately sesult i n obligation 1o the {
cavtiont through, such s purchise repasitions oe uasigned contsacts.

govertntil

A contingency is an existing condition, situation, or set of circumstances invelving wicectsinty 25 o possible
i o oss fo an entity that will ultimately be resolved when one ot more fotiee confinming events aout of
£l 1o orcur. The funsee confirming sverd or events ae more ikddy than not © ovour, with the esception af
pending or throatenod Iigation and unssserted dims. For ptmdu o threwtenesd litigation and unassevtod
clairs, the Baruge confummng event ot events ane kely 1o ¢ I acpordance with Statement of Fedewt
Finmwial Accounting Standands No. 3, Aaveenting fir Lindilities of the Pederad Caermmvent, coptingent future
eutflews or othes sknfices of esources 25 1 tesult of pidt transections or ssents may e sevogrized, my be
disclwsed, or may rot be repovied at all, deponding on th shonkd be 4
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as & iability swhen » past tneacton or event b
probuble, and the related foture ousflow of saesi

e i

contingeney and n estimats of the possible lability, @ estimate o
statesrient fhat such an extimate carot be s,

NOTE 2. FUND BALANCE WITH TREASURY

Frnd Babinos with Treasury scenunt babmess as of Septemnber 32, 2911, were as followss

Unobligated Batince Avaitable copresents the amourt of budget authiority that can be ised ty enter into new
obligations, This amount, ot a pottion therenf, may be administomvely dedicated for specific putposes that

Bave 1ot yet been obligaterd.
pasient of goods aod serices ordered but riot scceived or gaods and services received but for whick

papment b not yet been sruade.

cutseel, 4 fumare sutthow or e sacitioe af sourees it
of resource i measixsbie, A contingent labadity shoulsd
secopnition ai not met and thees is 1 crsonable posabibty
+incused. Disclosure showld welude the nature of the

the runge of the prssible lability, o 2

18673308

,,
.

. o

Swtus of Fuid Balanee with Treayurys

Unabligated Ratusice
Available $
inavaitable

st et Dishrrsed
Nots 3
ekt the: Ferderal Beserve

Obligated Balance &

Cash

e

Fhe Obligated Bakance Not Yot Disbussed represests srounts designated for

Page 43

GAO-12-186 CFPB's Fiscal Year 2011 Financlal Statements



179

Financial Statements

NOTE 3. INVESTMENTS

As discossed fusther in Note 4, the Bossd of Govesnors st the diseretion of the CFPB can invest the porion
of the Buseau Pund that is rot, ins the jadgment of the Bursau, required to mest the current needs of the
Buteau. When tirected by CFPB, the FRBNY wil ytilize the fords available to puschase investments on the
apen matket, CFPEB only invests in theee month U.S, Treasucy bills, The market vaius is detemnined by the
secondary U.S. Tressury market snd sepresents the value an individual investor 15 silling to pay for these
secuntes, as of Septeraber 30, 2011

Investments as of September 30, 2011 consist of the following:

. : Amonized. . Dade
Ampsiaaton | Glemivnd - Ivvestinane Marker Value
. Medwd - Biwou Net. . Diuclosire

Securities:
| 90,007,617 Suwaghvline  § 1189 §80208805 § 80207,603
ol EaTeL T TR TULIEY 380,208,806 . B0207,603
RHEREGE .0

NOTE 4, CASH AND OTHER MONETARY ASSETS

CFPB has both cash and investments held outside of Treasury, When transfers are made from the Board of
Govemots to CFPB, the funds are deposited into an scsount held within the FRENY refested to as the
Buteas Fund. The account has & raquired minimum balance of $250,000 and any funds in exzess of this
rminimurn are invested in Treasury securities in increments of $100,000 by the FRBNY utllizing an automatic
invastment process, CEPB sequests cush disbussement from the Bureau Fund to the CFPB's Fund Balarce
with Tueasury based on projections of futuse expendibizes.

Funds cbtained by, transferred to, ot credited to the Bureau Furd are immediately available to CFPB and
under the control of the Direstor, and shall remain availsble untl axpended, o pay for the expenses of the
Bureau in eazrying out its duties and sesponsibilises. Funds obtained by of transfarved to the Bureau Fund
shall niot be construed to be Goverment funds o5 appropristed mondes. These fands aze not subject to
appertionment for pusposss of chapter 15 Title 31, Unived Staves Code, or snder any other authority

Account balance as of September 30, 2011

i
Cash
Cash Held in the Buteau Fund at the Federal Reseive 3§

=

42
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NOTE 5. PROPERTY, EQUIPMENT and SOFTWARE, NET

Schedale of Prapexty, Bquipment, and Softwase g of September 30, 2011:

NtArcumnlated.

Agiivitian o mermtbnd
¢ L ¢ . Deprediatior | NecBook Vdue
Equipment T $ wWLNg 4 108,490 b 889,229

NOTE 6, ADVANCES AND PREPAYMENTS

Advances and Prepayment belance s of Septenber 30, 2011 were as foliows:

Tt
With the Pubic
Advances and Propayments 3 14889107
Total Public Advarces and Drepayments § 14,689,107

“T'he prepayment primarily reprosents a payment of $14.4 million to the Federal Reserve System for the
Federal Reserve System retiroment plans to cover the time in service for employees transferred to CFPB
ander Section 1064 of the Dodd-Frank Act who were previously covered by an OPM or OTS retirement
plan. Pursuant to Section 1064 of the Dodd-Frank Act, employees transferred to CFPB may enroll inthe
Federal Reserve System Retirement Plan and Federal Reserve System Thrift Plan. 1fthe transfened
employes chooses Lo enrolt in these plans, CFPB has to trnsfer to the Federal Reserve System
Retirement Plan an amount determined by the Board of Governors in consultation with CFPB to
reimburse the Federal Reserve Sysiem Retivement Plan for the costs of providing the transferred
employees’ benefits imder this plan. The $14.4 million payment was based on a projection of CFPB
employees likely to enroll in the Federal Reserve System Retirement Plan. A memorandum of
undetstanding between the Boand of Govemors and the Burean established that the Board of Governors
would provide the Bureau a final cost estimate for this payment by September 30, 2014. This prepayment
reprosests the amourt agreed to by the Board of QJovernors and Bureau to fund the Federal Reserve Plan
‘Prust usil the fine! cost estimate is complete. The amount is caleulated using actuarial

i Other include iptions and other mi items.

43
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NOTE?7, OTHER LIABILITIES

Cotber habilities & of Seprebes 30, 2013 wonsit of the tollowing

Tutsagovernmental Lubibtics
Puyralt Tanes Pagable 3 Tam
Berielits Paysble

With the Public
Eoployee Wibholdings H
Heploer Benefits Contabutions

Acctued Funded Payroll

Alt other Kabilities are considersd quryen labilities,
NOTE 8. LIABILITIES NOT COVERED BY BUDGETARY RESOURCES

Tisbifities 1ot covered by budgetsry resenoes 25 of Septemires X, 201 eonsists of vnfimded leave o
33962265,

NOTE 9. COMMITMENTS AND CONTINGENCIES

As Bescribed in Now 6, CEPB is respansible for rembrrsng, the feders) Reserve Reticement Pan fiee ceetain
conte related to employess, tansferred 1 CEPB woder Section 1084 of die Dixdd Frank Act, thas easoll iy the
Plan, As despbed i note 1O, employees will be grvens the oppoctunity to slect 1o snrol inte the Plan from
Janwsary 23, 2012 to Jansary 20, 2015, therefore the mrnirer of eployees that will leet to envolt i the Plan i
or knasen as of Septerubes 30, 2011, Consequently, & contingent lisbility and related experre nre it
recogayzest re of Sepramher 3, 2011, becanse the xmownt to be townbusced is aot rrwasueable.

44
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NOTE 10, INTRAGOVERNMENTAL COSTS ANIY EXCHANGE REVENUE

§ costs and intogy xchivnige cevenne represent goods ard services provided
betwesn twe reporting entities within the Pederal povernoeat, and are in contrast fo those with non-federad
cntities (the publie), Such

ch costs and sevenue are samrmrized s Follows:

wswsnes Bedvcition snd Fngagement

Tnteagovemmental Costs
Dublic Costs

Resensch, Markets, and Repulutions
Tnnagovemnnental Coets
Dubic Casts 373815

Totud Progoars Gotts 15,455,008

-

20482659
20,528319
43011018

-

Total Intragovesnmental Gost
Toud Public Costs

“Tatal Pragrven Costs
Lesit Total Public Fared Revenue
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NOTE 1L BEGINNING BALANCES

P was established on July 21, 2910 and had minisal wetivity o fiscal prar 2090, which selared prasanily vy
s drntial fund teansfer coceived feom the Pederal Reserve Bank,

Awnounts axc for the peried ended Septesber M, 2010

et tallasl
Fands Reevived fram Fedend Resecve

Opessting Costs

Frwds Availabde for Obhigation 3 18000
Cihdipationy Ineues R

NOTE 12. APPORTIONMENT CATEGORIES OF OBLIGATIONS INCURRED

Alf obligations incurred ars characterized as Category C, Exompt from Apportionment (Lo. not
apportiancd), on the Statement of Budgelary Rerourdes, Obligations incurred and ropartod in the
Statanent of Budgetary Resources in fiscal yoar 2011 consisted of the following:

il &
Eiewet Oblapation

NOTE 13, UNDELIVERED ORDERS AT THYE END OF THH PERIOD

Statesment of Pedersl Fraanciad Accounting Standards No. 7, elsventing for Revexses and Qiber Eipetig Swries
and ECanciprs for Revancifing Racetiry awd Binancial Asementing, states that the ameosmt af brdgensry sesenirces
abligtest fur wndelievredt orders at the o of the pesiod stiould be discosed, GFPBS Undelivernd Ondess
repseeont clligated amannts designated far pasment of goods and sevsices ardered buis oot roceived.

Uhndhadivored Orders av of September 30, 2011 were $36,26746%

46
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NOTE 1. RECONCILIATION OF NET COST TO BUDGET

CFPB has reconciled s hudgetary obligations and non-budgetary resotrces avaifable o its net cost of

opesttions for the year ended Sepramber 36, 2011,

o]
Renounces Used to Finance Activition

Budgeucy Resaurees Chligated

w

123,329, %60

Obligtians Treneesd
Spending Autheity From Offseri
Lo Offsetting Reeeipts :
Net Obligaticns 123,320,760
Other Resoutees

Imputed Finsncing From Coses Absorbed By Others 1608 TEY
Total Resources Used 1o finance dativities 128023512

ections and Recoveries

Resources Used to Finunce frems Not Part of the Net Cost of Oporations:
Change In Budpetary Resaueces Obligated Por Goods,

ered Bt Not Yet Provided

Resoucces That Finance the Acquisition of Assets

LN

Services wad Borwdity O

“Toal Rexources Lised 1o Finance Berns Not Part of Net Cost of Operations

Tou Revonroes Usert to Finance the Net Cost of Opeotions

Component of the Net Cosi of Openatians That Will Not Require or
Genersie Resvurces in the Cument Perind:

sponents Requiting o Geneoting Resowsces i Putace Pesions
st v Liability 3982,385
ot Requiring or Generting Resousees

Tncrease In

Compumnens
Dipreciation and Amortization
Crther

“Totl $ompornts of Net Cost of Oporitiony That Wil Not Requsre or
Cenconte Re

wces I The Caerent Period
>

NOTE 15, PRESIDENT'S BUDGET

raridasels No

% Aot e evenns snsl Otber Fna
e Cowespts for Keconsiing Bndgary aed Finansiol Amnting, soquures exphstions of watesial ditfesences
berveen anmants xeportad i the Stawment of Burdacra st the actul hakances published iy thee
Sudget of the United Sttes Govessutsnt < President’s Budy  the Peesitlont’s Busdper dhat wil
nclide fiseal year 2011 actual burdpeby esccntivn information has not yet been publibed. There
seongilition of Hscal par 3071 balances will be sepocted rext ¥ B 52 & tiet-yeas enfig

Statornent af Federsd Finansial Accons fog, Suress

o e

CIAL REFORY » 5
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Appendix I: Management’s Report on Internal
Control over Financial Reporting

£ 8
c % GommomerFroncal
- ratection Burasy
“RY" 4 Srent NI, Washingion, OC 70036
November 9, 2011

Compuroller General of the United States
441 G Sureet, NW
Washington, DC20548

Dear Mr. Dodaro,

As required by § 1017 of the Dodd-Frank Act, 12 US.C. § 5497(2)(4)(D), the Consumer Financial
Protection: Bureau (CFPB) provides this management assertion regarding the effectiveness of internal
controls that apply to financial reporting by the CFPB using the standards established in section 3512{c)
of Tidle 31, Unted States Code (commonly known as the Federal Managers' Financial Integrity Act).

The CFPB internal controls over financial reporting are processes implemented by those charged with
governance, by management, and by other personnel. The objectives of the internal control are to
provide reasonable assurance thay ransactions m 1) properly recorded, processed, and summarized 10
permit the ion of financial dance with US generally, accep(ed accoummg
principles, and assets are safeguarded agmmt loss from h

2) executed in accordance with laws governing the use of budget authonty and cnher laws that could
‘have a direct and material effect on the financial statements.

e §, Lk

CFPB is resp for and maintaining effective intemal controls over
financial reporting, The CFPB conducted its of the effect of these internial controls
based on the criteria required by the Dodd-Frank Act. Based on this evaluation, the CFPB can provide
reasongble assurance that its internal controls over financial reporting as of September 30, 2011 were
operating effectively and that no material wealmesses were found in the design or operation of these
internal controls.

Raj Date
Special Advisor to the Secretary of the Treasury
for the Consumer Financial Protection Bureaw

Stephen Agosuni
Chiief Financial Officer
Consumer Financial Protection Bureau

sty
f Financial Officer

Comumcr Fmancxa! Protection Bureau

consumerfinance.gov
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Appendix II: Comments from the Bureau of
Consumer Financial Protection

£.-"
. g oA SR
c r

WO L Street N, Wasbingto

November 9, 2011

M. Steven ], Sebastion
Director, Financial Management and Assuzance
Government Accountability Office

441 G Strees, NW

Washington, DC 20548

Dear Mr. Sebastian,

1 appreciats the opportunity ta respond to the Government Accountability Office’s (GAO) draft sudit report
titled, Fimancial Audit: Burean of Conswmer Financial Protection’s Fiscal Year 2011 Financial Statersents (GAQ12-186),
and want to thank you aad your staff for yous dedicated effors and for working with us to mest the audit
sequirements in the short time available.

We are pleased ihat, in this Srst full fiscal year, GAQ's auditors rendered an “unqualified” or “clean” audit
apinion, which mesns they found that the CFPB financial statements ace presented fairly, in all maserial
respects, and in conformity with U.S. gencrally accepted accounting principles; that CEPB maintained, in all
material resposts, effective internal control over financial reporting and that there wete no inssances of
reportable noncompliance with laws and segulations tested by GAO.

This first yoar was challenging for the CFPB, and I am proud of how we have met that challenge. Our
primary goal was the cstablishment and standing-up of CFPB operations one year aficr enactment of the
Dodd-Frank Act. It took considerable effort <o achicve this goal - from developing an organization
structure, to hiring pessonmel, to esablishing required support stracturcs. Obtaining an unqualified audit
opinion in CFPB first full fiscal year is a true testament to the efforts of the CFPB management and staff.

In fiscal year 2012, the CFPB will continue to wark to enhance eur intemal contsols and ensure the relisbitity
of CFPB's financial reporting, operating performance, and public confidence in the Bureaws work. The
CEPB looks forward to working with GAQ in funare sudits and truly sppreciates GAO’s work over the past
Gscal year.

1£ you have any questions relating to this response, please contact Freddy Viler, Acting Deputy Chief
Einancial Officer.

Raj Date
Special Advisor to the Secretsry of the Tressury
for the Consumer Financiat Protection Burciu

Conumerhnance.gov

196237)
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GAO’s Mission

The Government Accountabifity Office, the audit, evaluation, and
investigative arm of Congress, exists to support Congress in meeting its
constitutional responsibilities and to help improve the performance and
accountability of the federal government for the American people. GAO
examines the use of public funds; evaluates federal programs and
policies; and provides analyses, recommendations, and other assistance
to help Congress make informed oversight, policy, and funding decisions.
GAO’s commitment to good government is reflected in its core values of
accountability, integrity, and reliability.

Obtaining Copies of
GAO Reports and
Testimony

The fastest and easiest way o obtain copies of GAQ documents at no
cost is through GAO's website (www.gao.gov). Each weekday afternoon,
GAQ posts on its website newly released reports, testimony, and
correspondence. To have GAO e-mail you a list of newly posted products,
go to www.gao.gov and select “E-mail Updates.”

Order by Phone

The price of each GAQ publication reflects GAQ's actual cost of
production and distribution and depends on the number of pages in the
publication and whether the publication is printed in color or black and
white. Pricing and ordering information is posted on GAQ's website,
http://www.gao.gov/ordering.htm.

Place orders by calling (202) 512-6000, toli free (866) 801-7077, or
TDD (202) 512-2537.

Orders may be paid for using American Express, Discover Card,
MasterCard, Visa, check, or money order. Call for additional information.

Connect with GAO

Connect with GAO on Facebook, Flickr, Twitter, and YouTube.
Subscribe to our RSS Feeds or E-mail Updates. Listen to our Podcasts.
Visit GAO on the web at www.gao.gov.

To Report Fraud,
Waste, and Abuse in
Federal Programs

Contact:

Website: www.gao.gov/fraudnet/fraudnet.htm
E-mail: fraudnet@gao.gov
Automated answering system: (800) 424-5454 or (202) 612-7470

Congressional
Relations

Ralph Dawn, Managing Director, dawnr@gao.gov, (202) 512-4400
U.S. Government Accountability Office, 441 G Street NW, Room 7125
Washington, DC 20548

Public Affairs

Chuck Young, Managing Director, youngcl@gao.gov, (202) 512-4800
U.S. Government Accountability Office, 441 G Street NW, Room 7149
Washington, DC 20548

027
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Testimony Before Congress by CFPB Officials

. March 16, 2011: Elizabeth Warren before the House Financial Services
Subcommittee on Financial Institutions and Consumer Credit

. April 12, 2011: Holly Petraeus before the Senate Homeland Security &
Governmental Affairs Subcommittee on Oversight of Government
Management, the Federal Workforce, and the District of Columbia

. May 24, 2011: Elizabeth Warren before the House Oversight and
Government Reform Subcommittee on TARP, Financial Services and
Bailouts of Public and Private Programs

. July 7, 2011: Raj Date before the House Financial Services Subcommittees
on Financial Institutions and Consumer Credit and Oversight and
Investigations

. July 13, 2011: Kelly Cochran before the House Financial Services
Subcommittee on Insurance, Housing and Community Opportunity

. July 14, 2011: Elizabeth Warren before the House Oversight and
Government Reform Committee

. July 28, 2011: Dan Sokolov before the House Small Business
Subcommittee on Investigations, Oversight and Regulations

. September 6, 2011: Richard Cordray Nomination Hearing before the Senate
Banking Committee

. November 2, 2011: Raj Date before the House Financial Services
Subcommittee on Financial Institutions and Consumer Credit

10.November 3, 2011: Holly Petraeus before the Senate Banking Committee

11.November 15, 2011: Skip Humphrey before the Senate Banking

Subcommittee on Financial Institutions and Consumer Protection

12.January 24, 2012: Richard Cordray before the House Oversight and

Government Reform Subcommittee on TARP, Financial Services and
Bailouts of Public and Private Programs
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