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An Initial Review of the Consumer Financial Protection
Bureau’s First Supervision and Examination Manual

On October 14, 2011, the Consumer Financial Protection Bureau (“CFPB”)
issued its Supervision and Examination Manual — Version 1.0 (“the Manual”). It
provides the first insight into the procedures the CFPB will use in examining the
depository institutions and non-depository consumer financial services
companies under its jurisdiction. The complete Manual can be found at
http://lwww.consumerfinance.gov/guidance/supervision/manual/.

Under the Dodd-Frank Wall Street Reform and Consumer Protection Act, the
CFPB is responsible for enforcing “federal consumer financial law.” To that end,
the Manual builds upon examination procedures for certain consumer financial
laws, including, the Home Mortgage Disclosure Act, Truth in Lending Act, Real
Estate Settlement Procedures Act, Fair Credit Reporting Act, Fair Debt Collection
Practices Act, and Gramm-Leach-Bliley Act. The Manual also details CFPB’s
examination procedures for detecting unfair, deceptive, or abusive acts or
practices and for assessing whether mortgage servicing complies with all
applicable consumer laws.

The Manual is structured in three parts. Part | describes the supervision and
examination process. Part Il details the examination procedures. Part Ill consists
of templates that the CFPB will use in examining the entities under its jurisdiction.
Part 1l, the “Examination Procedures,” is a helpful guide for entities that are
supervised by the CFPB, as it provides a “road map” of the factors upon which
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of Federal consumer financial law. The risk assessment includes factors
related particularly to the potential for unfair, deceptive or abusive
practices, or discrimination. Two sets of factors interact to result in a
finding that the overall risk in a business or entity is low, moderate, or
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high. The first set of factors relate to the inherent risk in the particular line
of business or the entity overall. The second set of factors is the quality of
controls that manage and mitigate that risk. The Risk Assessment also
includes a judgment, based on current or recent information, about the
expected change in the overall risk: decreasing, increasing, or
unchanged.

Utilizing the Risk Assessment, the CFPB will prepare a unique Examination
Scope Summary that will dictate how the CFPB will review an institution’s
compliance with consumer financial laws.

The Manual includes many consumer financial law-specific sections that, among
other things, provide background about the law, compliance guidelines, and
specific examination procedures. For example, the Fair Credit Reporting Act
section provides information related to obtaining consumer reports, sharing
information among affiliates, disclosing information, etc. In addition, some
sections include CFPB examination checklists; providing a useful guide for
internal review of regulatory compliance.

The Manual makes explicit the CFPB’s expectation that every regulated entity
will have an effective compliance management system adapted to its business
strategy and operations. The CFPB will review and test the effectiveness of such
compliance management systems, focusing on: (i) board and management
oversight; (ii) the compliance program, (iii) responses to consumer complaints;
and (iv) compliance audits. And the CFPB will review each of those elements to
assess the overall quality of an entity’s compliance management system.

The CFPB requests comments on the Manual, so institutions should consider
reviewing the examination procedures and providing comments to improve the
Manual.

Used in conjunction with the advice of legal counsel, the Manual will be a useful
resource for developing CFPB compliant policies and procedures and will better
prepare entities under the CFPB’s jurisdiction for future examinations.
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