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This communication is designed to provide you with quick snapshots and timely perspectives on recent regulatory developments.  

 

Compliance Examination and Enforcement: Focusing on Risk 

Background 

At a recent regulatory roundtable, members of banking regulatory agencies shared information about where they are 
focusing attention in examinations and oversight for 2017 compliance exams. While the agencies agree the risk of 
consumer harm is the primary focus area in examinations, they also emphasized their evaluations of compliance risk 
management programs help them contextualize technical violations. Clearly and intentionally developing or enhancing 
the compliance management program, aligning the program with strategic objectives, and periodically evaluating 
controls within the context of the program facilitates efficiencies and effectiveness, and gives regulators the opportunity 
to more accurately rate the severity of compliance violations. 

Compliance Management Program: Regulator Roadmap 

The Consumer Compliance Rating System framework outlined in November 2016 interagency guidance describes 
regulatory expectations for financial services organizations’ compliance management programs. Along with the 
application of Committee of Sponsoring Organizations (COSO) principles for enterprise risk management to 
compliance risk management programs, the framework underscores the importance of managing compliance risk 
across a three lines of defense model. According to regulators, financial organizations that provide a well-designed, 
documented compliance management program to regulators fare far better in their examinations both in performance 
and on-site time. This is because the program documentation gives regulators a roadmap to the organization’s controls 
and processes, and allows examination teams to focus their efforts on higher risk products, services and activities. 

In their shift back toward a more collaborative examination process, regulators are taking into account the strength of 
organizations’ change management processes, controls designed to prevent or detect heightened risk of consumer 
harm, and the effectiveness of Board and management oversight. Rather than viewing any violation of law as evidence 
of inherent program weaknesses, regulators are weighing an organization’s efforts to manage the risk of consumer 
harm in their assessment of severity. When consumer harm is identified during an exam, enforcement actions are 
more likely to include compliance program enhancements than punitive monetary penalties. 

Regulators also recognize the institutions they supervise cannot completely eliminate compliance risk, and that trends 
in exam findings, as well as regulatory and industry changes, affect the time and attention institutions devote to any 
given regulation. Providing updates and regulatory insights from time to time actually helps regulators because the 
more informed the institutions they supervise are the more efficient and collaborative the examination process 
becomes. 

Where to Focus: Regulator Hot Topics 

The prudential regulatory agencies (Federal Deposit Insurance Corp., Federal Reserve Board, Office of the 
Comptroller of the Currency, National Credit Union Administration) and the Consumer Financial Protection Bureau will 
be focusing in 2017 and 2018 examinations primarily on consumer harm. Rather than evaluating the work institutions 
have done to prepare for the change and implement processes and systems under the new rules, regulators will begin 
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citing technical exceptions in the Truth in Lending Act and Real Estate Settlement Procedures Act Know Before You 
Owe rules, which have been in effect for more than a year. Exam teams also will be paying close attention to 
compliance risk assessment methodology and results, with particular focus on the following areas: 

 Overdraft programs 

o Disclosures are clear, concise and consistent with business practices 

o Continuous overdraft fees are charged only on business days 

o Appropriate fee limits are established for de minimis overdrafts and number of daily charges 

o Overdrafts caused by service charges and fees 

 Mortgage lending 

o Disclosure accuracy and timeliness 

o Ability to Repay rules and underwriting documentation 

o Decision timing and reasonableness 

 Flood insurance 

o Monitoring for continued coverage 

o Escrow practices for premiums 

 Mortgage Loan Originator compensation practices 

o Potential for steering, especially among protected class borrowers 

o Prohibited practices (e.g., tying compensation to loan cost or terms) 

 Garnishments and Levies for accounts receiving federal benefits 

o Adequacy of look-back procedures and practices 

o Accuracy of communications with account holders and third parties 

 Loan Servicing 

o Escrow agreements and practices consistent with requirements 

o Loss mitigation, loan work-out and foreclosure practices 

o Payment application practices 

o Debt collection practices 

 Fair Lending concerns 

o Student Lending 

o Small Dollar Lending 

o Adequacy of exception tracking and reporting 

To the extent institutions outsource customer facing services or activities, third party risk assessment and vendor risk 
management (VRM) programs also will affect compliance program ratings. Higher risk add-on products present even 
greater compliance and consumer harm risk to institutions if oversight is limited or weak, or if consumer customers are 
not able to affirmatively opt in before incurring cost. VRM program components most closely examined include: 

 Contract provisions and vendor due diligence 

 Clarity of disclosures and consistency with business practices 

 Fee structures 

 Complaint and litigation monitoring 



 

Compliance and Risk Management Strategies 

Controls and processes intended to manage compliance risk in the business lines – the first line of defense – should 
be risk-driven. With ever-tightening budgets and changing regulatory expectations, every action business line staff take 
should be purposeful, impactful and effective in managing that risk. Checklists and review guides can be helpful, but if 
they are too cumbersome they are not likely to be used; if they do not addressed the higher risk facets of a transaction, 
they are not likely to detect or prevent a compliance violation. 

Each of the areas listed above should be adequately addressed in the Compliance Risk Assessment and, depending 
on the level of risk each presents, adequate monitoring controls put in place to manage those risks. Frequent testing 
need not follow the same approach for all areas of testing. Adjusting the focus of each review, or making periodic 
adjustments to keep pace with regulatory and business changes, will yield meaningful and effective results. The more 
agile a monitoring program is, the more quickly concerns can be identified and remedied. 

Compliance Internal Audit – the third line of defense – will take a more static approach to evaluating compliance in the 
first and second lines. Comprehensive audits covering more than one regulation at a time (e.g., Home Mortgage 
Disclosure Act, Fair Credit Reporting Act and Equal Credit Opportunity Act in one audit) can create efficiencies and 
limit impact to business line staff. Each audit should begin with a review of the Compliance Risk Assessment and the 
alignment of controls and processes to address higher risk areas or activities. 

All of these activities should be reported to executive management and the Board in a manner that keeps them both 
informed and engaged. Reporting changes in the organization’s risk profile and steps taken to address those changes 
are most important, as these changes may affect strategic planning. Regulators expect directors, management and 
staff at all levels of the organization will fully understand the regulatory requirements applicable to the business they 
conduct, so regular, periodic training and communication is also important to managing compliance risk. 

How Experis can help 

Experis Finance offers industry experience in all aspects of Financial Services, including: 

 Performing objective assessments of compliance risk management practices 

 Assessing the adequacy of your organization’s compliance control environment 

 Developing internal compliance monitoring and audit programs to address unique risks 

 Developing and maintaining first-, second- and third-line controls and testing related to compliance 

Our Risk Advisory Services practice can evaluate your compliance management program, provide comprehensive 
recommendations for improvement and help you address those recommendations. 

Our team of professionals has extensive experience working with clients to address these issues to help them avoid 
costly fines and penalties. If you have any questions about or concerns around your implementation of these steps, 
contact an Experis representative at financialservicesindustry@experis.com or visit our website Experis Finance. 

http://www.experis.us/Clients/Finance.htm

