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THE SEMI-ANNUAL REPORT OF
THE CONSUMER FINANCIAL
PROTECTION BUREAU

Thursday, September 12, 2013

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The committee met, pursuant to notice, at 9 a.m., in room 2128,
Rayburn House Office Building, Hon. Jeb Hensarling [chairman of
the committee] presiding.

Members present: Representatives Hensarling, Miller, Bachus,
Royce, Capito, Garrett, Neugebauer, McHenry, Campbell, Pearce,
Posey, Fitzpatrick, Luetkemeyer, Huizenga, Duffy, Hurt, Grimm,
Stivers, Fincher, Stutzman, Mulvaney, Hultgren, Ross, Pittenger,
Barr, Cotton, Rothfus; Waters, Maloney, Velazquez, Watt, Sher-
man, Meeks, Hinojosa, Clay, Lynch, Green, Ellison, Perlmutter,
Himes, Peters, Carney, Sewell, Foster, Kildee, Murphy, Delaney,
Sinema, Beatty, and Heck.

Chairman HENSARLING. The committee will come to order.

Without objection, the Chair is authorized to declare a recess of
the committee at any time.

For Members who are arriving and seeing our hearing room for
the first time since our last hearing, yes, it did receive a coat of
paint. For those of you who were wondering when Chairman
Frank’s portrait would make its appearance, it is here now, and as
I said to him at the unveiling ceremony of his portrait, as a con-
servative Republican, I have long since looked forward to the day
when Barney could be seen but not heard.

[laughter]

That day has arrived. If I could say, it did seem to elicit a chuck-
le from our former chairman. I don’t know how Chairman Frank
got to my right, I don’t know. That disturbs us both.

Recognizing the time constraints this morning, we are expecting
first votes sometime between 10:15 and 10:30. The ranking mem-
ber and I have agreed to limit opening statements to 8 minutes per
side. Without objection, it is so ordered.

At this time, I will recognize myself for 5 minutes for an opening
statement.

This morning, we welcome Richard Cordray, the Director of the
Consumer Financial Protection Bureau (CFPB) to deliver the Bu-
reau’s latest Semi-Annual Report. Mr. Cordray, we recognize that
the Bureau’s latest Semi-Annual Report may be a little bit dated
due to the legal controversy that previously surrounded your ap-
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pointment, and thus delayed your timely appearance. Nonetheless,
we welcome you today and congratulate you on your recent Senate
confirmation.

The CFPB is arguably the single most powerful and least ac-
countable Federal agency in the history of America. Thus, it is an
agency that demands rigorous oversight and consequently will un-
doubtedly demand numerous congressional hearings and inquiries.
So again, not only do we welcome the Director today, but we look
forward to welcoming you to our hearing room for many further ap-
pearances before us.

As all of us know, the CFPB was designed to operate outside the
usual system of checks and balances that applies to almost every
other government agency.

Number one, the CFPB is effectively unaccountable to Congress;
it is exempted from the congressional budgetary and appropriations
process. Thus, unlike many other agencies, there is no check to en-
sure that the CFPB Director is spending the peoples’ money effec-
tively to promote consumer protection, much less effectively in a
time of runaway debt and deficits.

Not even the agency from which the CFPB obtains its funding,

the Federal Reserve, has oversight over the CFPB Director’s spend-
ing.
The CFPB is unaccountable to the Executive Branch. Once ap-
pointed and confirmed, the Director can only be removed by the
President for cause. Neither can the Nation’s Chief Executive en-
force spending discipline on the Bureau because it is not subject to
the Office of Management and Budget nor does the CFPB have its
own Inspector General.

I also find it fascinating, as Syria has dominated our national
consciousness, that it merely takes a majority vote of Congress to
launch military action or to go to war, but it takes a super majority
vote to the Executive Branch Financial Stability Oversight Council
to overturn a ruling of the CFPB, and then only if that ruling can
be shown to threaten the safety and soundness of the entire U.S.
financial system.

Next, the CFPB is uniquely unaccountable to the courts, since
Section 1022 of the Dodd-Frank Act provides that where the Bu-
reau disagrees with any other agency on the meaning of a provision
of Federal consumer financial law, the reviewing court must give
deference to the Bureau’s view under the Chevron Doctrine.

Finally, in many respects the CFPB is uniquely unaccountable
even to itself since there is fundamentally no “it,” no “they,” only
a “he.” There is no commission, only one omnipotent Director fun-
damentally accountable to no one.

Combined with this breathtaking lack of accountability is a grant
of power under Dodd-Frank to the CFPB Director that is unilat-
eral, unbridled, and unparalleled. The Director can unilaterally de-
clare virtually any financial product or service as unfair or abusive
at which point Americans will be denied that product or service
even if they need it, understand it, and want it.

Be he our credit czar, national nanny, or benevolent financial
product dictator, Mr. Richard Cordray is now empowered fun-
damentally to decide what types of credit cards Americans are al-
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lowed to have, what types of mortgages they may have, and wheth-
er or not they can access a payday lender.

All of this does beg the question, who will protect consumers
from the Consumer Financial Protection Bureau? True consumer
protection requires access to competitive, transparent, and innova-
tive markets vigorously policed for force, fraud, and deception.

True consumer protection empowers consumers and respects
their economic freedom to make informed choices free from govern-
ment interference and FOIA.

Consumer protection is not a zero sum game where for con-
sumers to win, producers must lose, or where borrowers can only
win when lenders lose.

And consumer protection is not having powerful government
agencies “nudge” consumers to make correct choices, since they be-
lieve that consumers are incapable of making rational decisions for
themselves.

When it comes to true consumer protection, and when it comes
to the Consumer Financial Protection Bureau, this committee will
do everything we can to demand the highest levels of account-
ability, transparency, and answers.

I will now recognize the ranking member for 4 minutes.

Ms. WATERS. Thank you very much, Mr. Chairman.

Director Cordray, congratulations again on your confirmation. I
am so pleased that you are here today. Your presence before this
committee is long overdue, particularly after the nearly 6 months
of Republican obstruction that has threatened consumer protection
in order to score certain political points.

As you know, the Wall Street reform law requires the Director
of the Consumer Financial Protection Bureau to appear before this
committee every 6 months to discuss the agency’s Semi-Annual Re-
port. The report that you are here to discuss today was released
back in March. Unfortunately, at that time we were denied the
benefit of your perspective.

The timing of this hearing turns out to be somewhat appropriate,
however. This month, we must observe the 5-year anniversary of
the Lehman bankruptcy rooted in the risky and irresponsible lend-
ing and financial practices that brought the economy to the brink
of collapse, wiped out the life savings of many of our constituents,
and set off a foreclosure epidemic that has left many States still
struggling.

The Consumer Financial Protection Bureau was born from that
crisis as one of the cornerstones of the Dodd-Frank Act. The CFPB
is now on the front lines of protecting consumers from bad actors
in the financial system and ensuring nothing like what happened
5 years ago ever happens again.

Mr. Director, I would like to commend you on how well you have
worked with a wide array of stakeholders during your tenure, for
your careful leadership of this young agency. You have consistently
earned praise from both consumer advocates and industry leaders.

Those of us in Congress know that is not an easy task. Your
leadership has resulted in achievements at the Bureau that cannot
be understated. In just 2 short years, the CFPB’s enforcement ac-
tions have resulted in $432 million being directly refunded to over
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6 million consumers victimized by unscrupulous actors in the finan-
cial system.

Importantly, the CFPB has ensured for the first time that some-
one is monitoring a number of industries that have a history of
problematic interactions with consumers. These include the hun-
dreds of millions of consumers interacting with consumer reporting
agencies, debt collectors, and payday lenders, just to name a few.

In just the past few months, we have seen the agency investigate
and raise concerns about the harmful impact of a number of prac-
tices on consumers including overdraft fees, private education
loans, and the cycle of debt that payday and deposit advance loans
can become.

Mr. Director, your agency has also finalized several mortgage
rules that help guard against the risky and irresponsible lending
that brought the economy to its knees just 5 years ago.

These rules aim to protect consumers from irresponsible mort-
gage lending, establish strong protections for homeowners facing
foreclosure, and prevent lenders from steering homebuyers into
risky mortgages at a time when numerous Dodd-Frank regula-
tions—we have seen indefinite delays, and I am very pleased with
your progress.

But, Mr. Director, while your accomplishments are significant,
issues such as data collection practices continue to need your atten-
tion. I believe all Federal agencies regulators—credit report bu-
reaus, financial service providers, and others—must proceed with
caution on this front, affording the highest respect to the protection
of consumer privacy. The CFPB is a data-driven agency, as you
know.

The Dodd-Frank Act specifically prohibits the CFPB from gath-
ering or analyzing any information that is personally identifiable.
I trust you are carefully adhering to the letter of the law and care-
fully balancing your Bureau’s duty to monitor the market with
your responsibility to protect consumer privacy.

I strongly support the important work of the CFPB and Mr. Di-
rector, I want to congratulate you for the Bureau’s impressive
record of accomplishments for our Nation’s consumers.

I look forward to your testimony.

And I yield back the balance of my time.

Chairman HENSARLING. The Chair now recognizes the Chair of
the Financial Institutions and Consumer Credit Subcommittee, the
gentlelady from West Virginia, Mrs. Capito, for 3 minutes.

Mrs. Capito. Thank you, Mr. Chairman, and I would like to
thank the chairman for having this hearing. This marks the first
appearance by Mr. Cordray as full Director, and congratulations to
you.

I also would like to thank you for including me in conversations.
It is very important that we have a good relationship and commu-
nication, and you have certainly extended the hand of welcome to
me. So, I appreciate that.

I would also like to thank you for the CFPB’s reaction to the abil-
ity-to-repay rule for stay-at-home spouses that Mrs. Maloney and
I worked on. I know you worked on that and reshaped the rule, so
thank you so much for that.
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Last month, I held a roundtable with lenders from across my dis-
trict. We addressed numerous challenges, but one issue that every-
body expressed great concern about is the mortgage rules that are
expected to come into effect in January.

Many of the lenders I talked to are extremely concerned about
their ability to have their systems in place to be fully compliant
with the rules. In fact, in the PATH Act we address these concerns
by pushing back the implementation by 1 year.

This extra time is especially important to community lenders,
like those we have in West Virginia. It is unreasonable to expect
the small community lender with one compliance officer to be able
to absorb the challenges of 3,500 pages of new regulations proposed
and the additional amendments that have been issued throughout
the year.

Community lenders need to ensure their systems are compliant
in order to properly extend credit to their consumers. I noticed in
a report that you had addressed this issue with the community
bankers in North Carolina most recently, and you said that you are
going to be releasing a second set of amendments to its ability-to-
repay rule any day now.

I wonder what kind of adjustments—you did express some flexi-
bility here—I would be interested, if we can dig down on that in
the question portion.

Another issue we learned about in a previous hearing is the in-
ability of some institutions’ charitable programs to comply with the
new mortgage rules. We heard testimony about a program that has
served borrowers in one county in West Virginia for nearly 50
years.

This institution’s trustees work with borrowers to determine
their ability to pay on a case by case basis with great success. How-
ever, the institution remains concerned that this program will not
comply. These are folks who would never be able to secure a home
without the help of the charitable program.

I have deep concerns that the Qualified Mortgage rule will result
in less availability of credit for low- and moderate-income bor-
rowers. Yet, these are the consumers that supporters of these rules
claim to help. Are they better off if we would extend credit, if credit
becomes more difficult to obtain.

I think the problem with the rules—and the chairman talked
about it—really points to something that we have had discussions
on in this committee, and that is the structure of the CFPB.

We still continue to, and I still continue to, believe that creating
rules and having a buy-in from a committee would actually better
serve the consumer and the institutions that are set up to serve the
consumer.

So with that, I yield back.

Chairman HENSARLING. The Chair now recognizes the gentleman
from Illinois, Mr. Foster, for 1 minute.

Mr. FOSTER. Thank you, Mr. Chairman, and Ranking Member
Waters.

I would like to take a moment to congratulate Director Cordray
for his long overdue confirmation, and welcome him before this
committee.
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Since its inception in 2011, the CFPB has been a very effective
advocate for consumers and taxpayers. I would note that in just 2
years, the CFPB’s enforcement actions have resulted in $432 mil-
lion being directly refunded to more than 6 million consumers.

And for the first time, consumers have an advocate at some of
the highest levels of government to fight on their behalf, and to
help level the regulatory playing field.

Just 5 years ago, American families lost $16 trillion in wealth in
less than 2 years. Our economy lost 8 million jobs and the unem-
ployment rate jumped to over 10 percent.

Measured as a decline in the percentage of household net worth,
the 2008 crisis was actually worse than the Great Depression. This
was no accident; it was the result of reckless deregulatory policies
that allowed certain bad actors to prey on the most vulnerable
members of our communities with little or no economy.

I want to thank Mr. Cordray for the transparent and effective
manner he has gone about engaging on these issues, and I look for-
ward to his testimony. Thank you, and I yield back.

Chairman HENSARLING. The Chair now recognizes the gentleman
from Michigan, Mr. Kildee, for 1 minute.

Mr. KiLDEE. Thank you, Mr. Chairman, and Ranking Member
Waters.

And welcome, Mr. Cordray, and congratulations to you.

You and I have both served as county treasurers at the same
time in our neighboring States, and I congratulate you on that, and
I particularly congratulate you on choosing Michigan State Univer-
sity as your college, rather than the one in closer proximity to your
home.

I will tell you that I am really glad that you are in the position
that you are in. For as long as I have known you, I have known
you to be a careful and diligent steward of the public trust, and I
am very confident that you will continue to do the great job that
you have.

I do ask that you address two issues as you move forward. The
first is to carefully look at ways to provide additional protection
from predatory lending for our Nation’s servicemembers. This is a
significant issue that needs to be addressed, and I know you are
aware of it.

Second, to carefully review the proposed guidance being issued
on fair-lending practices to indirect auto lenders, and I know you
are examining that, ensuring that the proposed guidance provides
consumers access to credit.

And finally, we know now, in my State and in California, that
we still do need to have significant regulation. What we have seen
in energy trading is—

Chairman HENSARLING. The time—

Mr. KiLDEE. I encourage you to continue—

Chairman HENSARLING. —of the gentleman has long since ex-
pired.

Mr. KiLDEE. Thank you, Mr. Chairman.

Chairman HENSARLING. The Chair now recognizes the gentleman
from Washington, Mr. Heck, for 1 minute.
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Mr. HEck. Thank you, Mr. Chairman, and Ranking Member
Waters. Director Cordray, thank you, in general, for what you do
and for your presence today.

And before we get into what I would euphemistically characterize
as challenging questions, a couple of which I have of my own, I
wanted to say something else: Thank you.

I have the honor of representing the third largest military instal-
lation in America, with tens of thousands of servicemembers. I feel
a strong sense of duty to them, as you might imagine. And I have
no better ally in my efforts than your office.

In particular, the Office of Servicemember Affairs, ably led by
Holly Petraeus, has been instrumental in several efforts. They
helped me successfully draft language to the Defense Authorization
Act that will literally help people save their homes.

On an individual casework basis, they have been not just respon-
sive, but proactive, and I think the most important thing that we
need to remember here is that this work makes a difference in peo-
ple’s lives, and I thank you, sir, very much.

Chairman HENSARLING. The Chair now recognizes the gentlelady
from Ohio, Mrs. Beatty, for 1 minute.

Mrs. BEATTY. Thank you, Mr. Chairman, and thank you, Rank-
ing Member Waters.

I want to extend a sincere thanks to Director Cordray for being
here. I have never been prouder or more honored to serve here. I
would certainly like to disclose that I have known Mr. Cordray for
a number of years.

I had the proud honor, when he was the Franklin County treas-
urer, as well as the State of Ohio—our hometown treasurer—that
we had the opportunity to work across the breadth of that State,
making a difference in lives, whether it was financial literacy,
home mortgages, looking at credit and protecting folks—your being
here makes a difference.

Ditto to everything my other colleagues have said. Let me just
say to this body here, he has a proven track record of integrity,
transparency, and scholarship.

I am pleased that you are here. I look forward to working with
you, and I make a commitment to support your endeavors. Job
well-earned.

Chairman HENSARLING. Today, we welcome the testimony of
Richard Cordray, who was confirmed by the Senate to serve as the
CFPB’s first Director on July 16th of this year. Prior to his service
at the CFPB, Director Cordray served the people of the State of
Ohio as treasurer and solicitor general.

Without objection, the Director’s written statement will be made
a part of the record. Again, we welcome Director Cordray, and you
are now recognized for your oral statement.

STATEMENT OF THE HONORABLE RICHARD CORDRAY, DIREC-
TOR, THE CONSUMER FINANCIAL PROTECTION BUREAU
(CFPB)

Mr. CorDRAY. Thank you, Mr. Chairman, Ranking Member
Waters, and members of the committee for inviting me to testify
today about the third Semi-Annual Report of the Consumer Finan-
cial Protection Bureau (CFPB).
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Born out of the worst financial crisis since the Great Depression,
the CFPB is the Nation’s first Federal agency whose sole focus is
protecting consumers in the financial marketplace. We are dedi-
cated to improving the lives of everyday Americans, and to restor-
ing trust in consumer financial markets.

The Semi-Annual Report we are discussing today embodies our
work over the last 6 months of 2012. The Report illustrates the
ways we are using the tools Congress has provided us to empower
consumers—as you have said, Mr. Chairman, and I agree, it is so
important to promote a fair, transparent, and competitive market-
place for consumer finance.

We have taken steps to improve the workings of markets, par-
ticularly those in which consumers cannot choose their financial
service providers.

One such market is debt collection. Concerned about systemwide
problems that pose risks to consumers, we gained authority at the
beginning of the year to supervise debt collectors.

The debt collectors covered by our supervisory authority account
for over 60 percent of the industry’s annual receipts in that mar-
ket. Bad actors in this market are a detriment to consumers, and
to every debt collector that operates lawfully.

We also expanded our supervision program to include the larger
credit reporting companies. Credit reports have a profound impact
on people’s lives, although people often do not realize it. Previously,
these companies were not subject to any Federal supervision and
consumers often struggled to get errors resolved.

In addition to our new supervision program, we began handling
consumer complaints about credit reporting issues, all of which will
open a clear window into the actual operations of these companies.

As a result, the Bureau can now evaluate whether Federal con-
sumer laws are being followed throughout the process, from credit
origination to debt collection. By identifying problems and rooting
them out early, we are working to minimize consumer harm.

Our report also encompasses the Bureau’s first enforcement ac-
tions, which were against credit card companies that deceived and
misled consumers. In some cases, the companies targeted economi-
cally vulnerable consumers with low credit scores and low credit
limits.

We were able to secure $425 million in relief for 6 million con-
sumers, and we also imposed penalties on the companies to deter
such activity in the future.

There is more to come in this area, and these actions will serve
as a warning signal for anyone who seeks to profit by deceiving or
misleading consumers.

In the second half of 2012, we also tackled issues in the market
for private student loan debt, with a total of about $150 billion in
outstanding student loan debt. Our studies detailed the struggle
students and recent graduates are experiencing in that market,
which they tell us about every day.

Together with Education Secretary Arne Duncan, we have made
recommendations to policymakers and common-sense reforms to
ensure that the risky underwriting practices of the past are not re-
peated.
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The work I have discussed here today and will discuss is merely
a snapshot of our efforts on behalf of consumers. We are also ad-
dressing consumer complaints on a growing number of financial
products and services, totaling more than 130,000 as of the end of
last year, and now exceeding 200,000.

We have adopted comprehensive new mortgage regulations, ban-
ning irresponsible lending practices which helped bring about the
recent financial crisis. Our ability-to-repay rule follows the simple
principle that lenders should offer consumers mortgages which they
can actually afford to pay back.

We have actively conducted outreach on various issues to older
Americans, students, servicemembers, and others, and what we
have heard from them has guided the direction of our work.

Each day, we take another step in pursuit of our vision to create
a consumer financial marketplace where customers can see crisis
and risk up-front, and easily make product comparisons, in which
no one can build a business model around unlawful practices, and
that works well for individual consumers, for responsible busi-
nesses, and for the economy as a whole.

We will continue to persist in this work, and we appreciate your
oversight. It is very meaningful to me, and to the Bureau. As al-
ways, I will be glad to answer your questions and certainly to stay
as long as you like. Thank you.

[The prepared statement of Director Cordray can be found on
page 74 of the appendix.]

Chairman HENSARLING. The Chair now recognizes himself for 5
minutes.

Thank you, Mr. Cordray, in particular for your last statement
about your willingness to answer our questions, and my first ques-
tion, or statement, frankly has to do with that. I know that the
agency, and you yourself, take great pride in the commitment to
transparency and accountability, and frequently speak about the
number of appearances that you and your staff have had before our
committee, but it is not really a question of quantity; it is a ques-
tion of quality.

And frequently we have found, Mr. Director, that members of
your staff can be uniquely unresponsive to our inquiries, particu-
larly on July 9th, your number two, I believe, Steven Antonakes,
appeared before our committee, dealing with what the ranking
members spoke of, this very sensitive issue of data collection re-
garding our citizens. And here is just a snippet of what we had to
deal with if we could please roll the video.

[Begin video.]

“Mr. ANTONAKES. I don’t have the exact number. I would be
happy to follow up with you on what the number is. I can get back
to you with precise numbers.

“Voice. Will you send those to us?

“Mr. ANTONAKES. We are happy to provide the contract informa-
tion to you.

“Voice. Thank you.

“Mr. ANTONAKES. I would have to verify that, Congressman. I
can verify that for you. I would have to get back with you.

“Voice. Could you get back with us on that?

“Mr. ANTONAKES. Yes.
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“Voice. We would be interested to know that.

“Mr. ANTONAKES. I would have to confirm that for you, Congress-
man.

“Voice. Okay.

“Mr. ANTONAKES. I would have to get back with a precise num-
ber. And we could provide that information to you.

“I would have to provide that information for you. I want to be
accurate.

“I would have to get that information for you.

“I have to verify the contract to see exactly what type of informa-
tion we are—

“We can seek to provide that information to you. We will do it
in as timely a fashion as possible.

“Voice. Okay.”

[End video.]

Chairman HENSARLING. Now, Mr. Director, that appearance was
on July 9th, which was over 2 months ago. Because your number
two was unable or unwilling to answer so many questions, there
have been roughly 100 follow-up questions from both sides of the
aisle, and we have yet to hear any response, notwithstanding the
fact that Mr. Antonakes said he would get right back to us, so the
question is, do you have any knowledge of when your agency plans
to respond to this committee?

Mr. CorDRAY. Thank you, Mr. Chairman, and thank you for rais-
ing that set of issues.

I have reviewed the transcript of that hearing, and whenever
someone else comes to testify rather than myself—and as you
know, I was not invited to testify during that period—I always
make it a habit to review the transcript and follow up within the
Bureau on things that are raised.

My understanding of those exchanges that were edited and trun-
cated there was that this committee is quite interested in, and I
think quite appropriately concerned about the manner in which the
Bureau collects information and what it is being used for.

I do think that the statute and the law contemplates that an
agency should be well-informed in its work, and that as we report
to you, report to Congress, write regulations, you have required—

Chairman HENSARLING. Mr. Cordray, you know our time is short.
I am happy to get the background, but do you have the answers?
The committee has been waiting for 2 months. Do you know when
we can anticipate answers to these questions?

Mr. CORDRAY. Yes. Let me be specific about that, then. That
hearing occurred on July 9th, as you indicated. There were a few
questions for the record provided to the Bureau in the days there-
after, but there was a huge slug of questions that actually totaled
close to 200 that came to the Bureau on August 12th, so more than
a month after the hearing. It took time, obviously to prepare those
and to make sure we had comprehensively addressed the issues.
We have been working in the ensuing now month to prepare re-
sponses to the questions for the record, and also to gather contract
documents and other information. You will have that—

Chairman HENSARLING. I understand that, Mr. Cordray. Right
now, I have less than 1 minute of time. Is there an estimate?

Mr. CorDRAY. You will have that any day now.
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Chairman HENSARLING. Any day now.

Mr. COrRDRAY. You will. Yes. Certainly by—week.

Chairman HENSARLING. Thank you. In the limited time that I
have remaining—I know a number of other Members will be asking
questions regarding QM.

It is a standard that I fear may be simultaneously underinclusive
and overinclusive, but I am somewhat curious, and perhaps in my
limited time—you may have to answer in writing. But as I speak
to a number of community financial institutions, they are very con-
cerned about a line being drawn at 43 percent debt-to-income.

It begs the question, what if somebody has 44 percent debt-to-in-
come, but is willing to put 20 percent down, and has a 740 FICO
score, which is a great credit score, but apparently they will be de-
nied credit under this standard, versus somebody who has a 43
percent DTI, has a 440 FICO, and puts 0 percent down.

So on the one hand, you could be restricting credit to deserving
creditworthy borrowers, and on the other hand, although I know
you are not a safety and soundness agency, you could be helping
put the government’s imprimatur on exactly the type of mortgages
that helped bring about the crisis in the first place.

My time has lapsed. The Chair now recognizes the ranking mem-
ber for 5 minutes.

Mr. CorDRAY. Did you want me to respond to that question, or
not?

Chairman HENSARLING. I would like you to, but I am going to at-
tempt to set a good example for the rest of the Members. Perhaps
you could submit that in writing, and I will go ahead and yield to
the ranking member.

Ms. WATERS. Mr. Chairman, would it be appropriate for me to
yield at least a minute to Mr. Cordray so he can respond?

Mr. CORDRAY. Thank you. And—

Chairman HENSARLING. Without objection, by unanimous con-
sent.

Ms. WATERS. Thank you.

Mr. CorDRAY. I appreciate the questions about the Qualified
Mortgage rule, which I know is a focus of tremendous interest
among Members here, and I was in North Carolina yesterday ad-
dressing the American Mortgage Conference, where there was tre-
mendous interest as well.

The point that we made, and I just want to address it because
it is not entirely accurate to say that every mortgage has to have
a 43 percent or less debt-to-income ratio. That is one of the cat-
egories, bright-line categories that get you to a Qualified Mortgage.

There is a separate category, also a bright-line category, that the
loan is eligible for purchase by any of the GSEs in conservatorship,
Fannie Mae or Freddie Mac. That is a very significant band of
things. It could be above a 43 DTIL.

A third category that we drew in response to some of the con-
cerns that members of this committee and community bankers
across the country brought to us is that if you are a smaller cred-
itor of under $2 billion in assets, and you make mortgages that you
keep in portfolio, those also are Qualified Mortgages, regardless of
the 43 DTI, so it is not one-size-fits-all. It is not a procrustean bed
fitting everybody into one metric. It is an attempt to respond to dif-
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ferent considerations we have heard around the country. I am
happy to address that in more detail as Members wish.

Chairman HENSARLING. I think you will have that opportunity.
The Chair now yields 5 minutes to the ranking member.

Ms. WATERS. Thank you very much. Mr. Cordray, I want you to
know that as the chairman described the questions that were asked
of your assistant, he said there were 170 from both sides of the
aisle.

This side of the aisle only had one question, so I guess it was 169
from the other side, and I also would like to tell you that if you
had not been blocked from coming to this committee, we would not
have had to rely on other people.

You are very well-qualified to answer any questions, and I am
so glad that you are confirmed and you are here now, so I would
like to continue with that line so that you can, as you had started
to do, so expertly explain what has happened with QM.

A lot of my friends on the opposite side of the aisle talk about
wanting to help community banks, and I have been trying des-
perately to reach an agreement so that we could do more. I just
want to know how, and perhaps you can give some assistance,
some resources, to help our community banks get into compliance.
So will you continue with that line of discussion on QMs?

Mr. CORDRAY. Sure. And in background, I want to say that when
the Dodd-Frank Act was passed in July of 2010, there were provi-
sions in the statute that could have simply taken effect of their
own momentum, and they would have taken effect in January of
2013, governing the mortgage market.

If this Congress had not created this agency and not authorized
us to write rules, that is what would have been the timeframe.

The rules that we wrote actually contoured the criteria of what
was in the statute in ways that were very responsive, deliberately
responsive, to the concerns that we heard from community banks,
credit unions, and many others in the mortgage market who were
very concerned that in this era, maybe was not true in 2006 and
2007 about access to credit, and we are very concerned about it as
a result of what we have heard.

With respect to the community banks and credit unions and
helping them to get into compliance, we have been working at that
intentionally and purposefully, and alongside them every day of
this year. We have developed plain language guides to the rules
that translate them, frankly, into understandable English, because
none of us, including myself, enjoys reading the Federal Register.

We have made compliance videos, how-to guides, and we have
also worked with the other agencies to make the examination pro-
cedures clear. They have been finished and published well in ad-
vance of the effective date, which I think is unprecedented in past
recent experience.

So we are working very hard. We are also taking questions every
day and attempting to address issues. And when you mentioned
some amendments to the rules, all of those amendments have been
in response to industry questions and concerns about making it
more operational, and making it easier for them to implement.
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There has not been a single thing which has added burden. They
have all been burden-relieving, and we continue to be devoted to
that effort.

It is very important for us to recognize that we can write rules,
and we can say to industry, “Now, it is your problem.” That would
not be an appropriate approach. It is a problem for all of us. We
want the rules to be effective. We want them to be able to success-
fully implemented.

We want the lenders to be lending in the mortgage market, and
the housing recovery, which is well under way, to continue. And we
are working to make sure that we understand those issues and I
tend to be responsive, not only to the Members here, but to those
across the country who have such a stake in that market, most of
all, average Americans.

Ms. WATERS. Thank you very much. On this side of the aisle,
many of our Members are convening our meetings with community
banks. We have been doing that all during our break, and we are
very engaged with them to find out how we can perhaps get them
out from under the yoke of regulations that should not apply to
them. And, of course, we have been centered on QM as I have indi-
cated.

So, I would like to know if we could have someone from your
shop attend one of our meetings where we have convened the com-
munity banks? Would you make someone available so that we can
make sure that they have access to the information that can help
them come into compliance that many of them may not know about
or easily understand?

Mr. CorDRAY. Gladly. And I make that offer to Members on both
sides of the aisle, whether they are on the committee or not: Feel
free to convey to your colleagues, I know there are a lot of ques-
tions and issues people are having.

We have met just this week with at least five or six State com-
munity banking organizations. I have met with several myself per-
sonally. We have a number of people out and around who can at-
tend those meetings.

As you know, we have worked on meetings in your district be-
fore, and I am happy to do that with all the Members to make sure
people understand and have their questions addressed. That is
something we want to do and I appreciate any invitations we have
on that score.

Ms. WATERS. Let me thank you for the attention that you have
given to the community banks. It is high on our list of priorities
on this side of the aisle, and I appreciate your support and assist-
ance.

Chairman HENSARLING. The Chair now recognizes the Chair of
the Financial Institutions and Consumer Credit Subcommittee, the
gentlelady from West Virginia, Mrs. Capito, for 5 minutes.

Mrs. CapiTo. Thank you, Mr. Chairman.

Mr. Director, I would like to go back—I would like to stick with
the QM discussion. I mentioned in my opening statement that in
roundtables with institutions, this obviously has been number one,
because of the pressure of the deadline coming in January.

You mentioned being in North Carolina, and mentioned some ad-
justments that were going to be made. Do you have full assurance
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that this is going to be ready for prime time, that community insti-
tutions are going to be able to have their back office and IT and
everything ready to meet the challenges if you are still changing
some of the rules and provisions?

I would like to hear—we would be interested in pushing it back.
Is there any thought in your mind that might be a good idea?

Mr. CORDRAY. Yes, it is a very live topic at the moment.

Let me say several things. The first thing I would say is we have
been in close touch with both larger and smaller institutions and
both lenders but also REALTORS® and home builders and ap-
praisers and everybody else who has a stake in this market over
the course of this year. Most of the institutions have told us that
they will be in compliance, but they have had concerns about it.
They have been nervous about it.

They have been looking for questions to be answered and certain
relief to be given on operational issues. I think that for the most
part, they have said they will be in substantial compliance by Jan-
uary 10th.

With the smaller institutions, we did include special provisions,
and I alluded to them a moment ago, that sometimes the smaller
banks and credit unions don’t seem to be yet aware of, and so it
is incumbent on us and I am happy to work with all of you to get
that message out.

Some of them are worried about the QM rule. I had this come
up in North Carolina yesterday. We had it come up with some
Oklahoma bankers earlier in the week. If they are under $2 billion
in assets, if they make fewer than 500 mortgages a year, it covers
the vast majority of community banks and credit unions in this
country. Then anything they make and keep in portfolio, which is
what many of them do, which means they pay close attention to
ﬁbility to repay is a Qualified Mortgage rule and has the Safe Har-

or.

Many of them don’t seem to fully appreciate that there actually
was a further amendment and further work we did after January
10th that took effect in May and we want to make sure we get that
message out.

Beyond that, there was another piece I wanted to say about that,
and I can’t honestly remember what it was. So, if it comes back in
my mind, I will pass that along.

Mrs. CAPITO. Let me shift gears a little bit here. One of the pro-
visions in Dodd-Frank was that you and others and the Secretary
of the Treasury would be looking at old and outdated regulations.
Because this is another complaint we hear. It is just a complete
compounding on top of regulation upon regulation.

Mr. CORDRAY. Yes.

Mrs. CAPITO. And one of the charges of Dodd-Frank was to look
at these old and outdated regulations. How much time do you real-
ly spend at the CFPB scraping out any old and outdated and irrele-
vant regulations, and can you name a few of those?

Mr. CORDRAY. Yes, thank you for that question. It is a concern
of mine and I think it is an appropriate concern for you all because
I do think it is a question in the regulatory world. Each individual
rule, people focus on it, they have a rationale, they have a justifica-
tion and they think it is great and needed and what they often
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don’t do is look at the totality of it. What is the overall burden?
So, we are trying to be very accessible to institutions and invite
them to raise those issues with us.

We embarked on a streamlining initiative last year, put it out for
notice and comment for people to tell us what kinds of things they
would like to see us streamline. There is a certain amount of
streamlining we have been doing all along as we write rules. We
do try to find ways to weed things out.

Mrs. CAPITO. But you could actually give me a listing of rules
that have sort of been—

Mr. CORDRAY. Yes, I—

Mrs. CAPITO. —grandfathered out.

Mr. CorDRAY. I think as we write each rule, we are finding
things that we peel out of what was there previously, as well as
updating. But in particular, we were working on the ATM sticker
issue which in the end—

Mrs. CaApPITO. Right, we have—

Mr. CORDRAY. —in the end—

Mrs. CAPITO. —right.

Mr. CORDRAY. —in the end Congress addressed it.

Mrs. CApPITO. Right.

Mr. CORDRAY. We are in the process of writing a rule.

The next one that we are going to be taking on, which I think
has been an issue some of you have raised, is the annual privacy
notices in which we think the burden there may outweigh the bene-
fits to consumers. We are going to be looking at that and that will
be under way in the next few months.

And if there are other things that you would like us to look at,
please submit them to us, because I am interested in doing that.
I think it would help build our credibility to be addressing those.

Mrs. CaPITO. I think it would definitely help your credibility and
I think it would help the institutions that are under your purview.
If you could as a follow up, maybe we could get together and you
could—

Mr. CORDRAY. That would be fine.

Mrs. CAPITO. —show me some of the proof that this is actually
occurring because in the field, it doesn’t seem to be as such.

I do want to register a concern because I am one of those who
asked for certain data from the last hearing in July and we still
don’t have a follow up and I would like to have that as well.

The other question I have and I have only 8 seconds so you are
not—the other issue I would like to raise maybe in another forum
is when you are collecting fines, you are retaining some of the fine,
you are not giving it all to the person who has been wronged,
whether it is a credit card or mortgage or whatever. I would like
to talk further about what you are doing with the remains of those
dollars, but I am out of time.

Mr. CORDRAY. Yes, I don’t think I would characterize it that way.
We try to seek full compensation for victims. If there is overage in
terms of fees, we can potentially offer that to uncompensated vic-
tims either in that matter or in other matters, that is something
we are trying to focus on.

Chairman HENSARLING. The—
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Mrs. CaApITO. I think it is important to know that is adding up
to tens of millions of dollars right now.

Chairman HENSARLING. —time of the gentlelady has expired.

The Chair now recognizes the gentlelady from New York, Mrs.
Maloney, for 5 minutes.

Mrs. MALONEY. Welcome, Director Cordray.

The creation of the CFPB was one of the most important vic-
tories for consumers in a generation. It is extremely important that
we have one regulator whose sole focus is protecting consumers so
the consumer is not an afterthought or a secondary thought, a
third thought, or not thought about at all as we saw they were
treated when we moved towards the financial crisis.

And in my opinion, the Bureau has done an excellent job so far
in working with both consumers and the financial industry to write
common-sense rules of the road.

I want to give one specific example, which was a rule that came
out in April at the request of Chairwoman Capito and myself as
it concerned the Credit Card Bill of Rights, the Card Act.

The interpretation from the Fed was that stay-at-home spouses
could not have access to credit, and that was not Chairwoman
Capito’s and my intent. When we wrote that law, we appealed to
every single regulator and you finally took action and had a rule
that allows credit card issuers to consider income that a stay-at-
home spouse applicant shares with a spouse.

That is just common sense. And I think that this rule is a con-
crete example of the agency working with consumers and the finan-
cial industry to allow responsible access to credit and liquidity to
American families. So I want to thank you for responding to the
chairwoman’s and my request. You took too long, but you got it
done. And so we are very grateful, and consumers across this coun-
try are, as well.

I would like to go back to the chairman’s issue of focusing on
data collection, and I would say that this is getting a tremendous
amount of attention before Congress now throughout government,
and under Dodd-Frank, we required the Bureau to collect data in
order to improve your rule making, your understanding and super-
visory functions.

And Dodd-Frank also included numerous safeguards to protect
consumers’ personal privacy and to prevent the misuse of confiden-
tial information. That was an important hearing, and after that
hearing, Chairwoman Capito and I feel that it is not only impor-
tant for you to give us this data, but that every financial regulator
gives us this data.

So, we have appealed to the GAO for a bipartisan report on what
all the financial regulators are collecting so that we can see if there
is any inefficiency. Is there any overlap? Is there sharing between
the agencies? And what are the specific safeguards for the personal
privacy of individuals?

I would like to use my remaining time to hear from you, first of
all, what data are you collecting? I know it is—it can’t be exact,
but you will get that to the chairman. But off the top of your head,
what are you collecting? And what are the safeguards that you
have put in place to protect consumers’ personal information? This
is very personal information and it is important to protect it.
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Mr. CORDRAY. If I could, just a brief word on the credit card rule
that you mentioned that both you and Congresswoman Capito
pushed so hard on and effectively. When you raised that to me, I
thought of my mother who passed away now 33 years ago and was
a working mom and she would have felt exactly as both of you did,
and that was important to me in thinking about addressing that
issue.

On data collection, we welcome the GAO examination of this
issue, and we have worked closely with the GAO on a number of
matters. They also do an annual audit of us, which is unusual
among the Federal agencies. They will deal with this, I think ap-
propriately, and help us. Potentially, they will have suggestions for
improvement, which we welcome.

Second, in terms of the data that we collect, it is information
that has nothing to do with individual consumer behavior patterns;
we are not interested in whether Richard Cordray went to this res-
taurant and spent X dollars on dinner last night. That is not what
we do. That is what private financial institutions do in the private
sector. They are all about that. Our issue is that we have to over-
see the financial institution. We have to be able to understand the
pattern of how they treat their customers in order to understand
that financial consumer laws are being followed or being violated.

So we collect data in, sort of, three main buckets. One is in our
consumer complaint function, where people come to us voluntarily
because they have a complaint they want us to resolve. They obvi-
ously need to give us information in order for that to happen, the
same as with constituents who come to your offices.

A second is the area of supervision, where our job is to supervise
these financial institutions. Some of the biggest, most powerful fi-
nancial institutions in the country and the world, and we have to
be able to go in and gather enough information—

Chairman HENSARLING. Mr. Cordray, if you could quickly sum-
mar(iize the rest of your answer. The time of the gentlelady has ex-
pired.

Mr. CorDRAY. Okay.

Chairman HENSARLING. Or did that summarize your answer?

1(\1/11". CORDRAY. There was a third bucket I could just do in 30 sec-
onds.

Chairman HENSARLING. If you could quickly, quickly.

Mr. CorDRAY. The third is our market monitoring function,
which I think is an appropriate subject of inquiry from this com-
mittee, where we are sampling data from different markets to as-
sess.

We have a CARD Act report due to this Congress by October 1st.
It wouldn’t be a very good report if we didn’t have information to
base it on. And so, that is a big part of our work as well, and I
am happy to address that more as other Members—

Chairman HENSARLING. The time of the gentlelady has expired.

The Chair now recognizes the gentleman from California, Mr.
Miller, for 5 minutes.

Mr. MILLER. Thank you, Mr. Chairman. Welcome, Mr. Cordray.
I enjoyed your opening statement. You talked about empowering
consumers, fair, transparent, and competitive marketplaces, and
dealing with bad actors, which we saw plenty of before 2007. And
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you expanded your supervisory program to include larger credit re-
porting companies.

The one thing that is kind of glaring to me is you took title insur-
ance and you tagged it as optional for the buyer. And that is a real
concern for me because [—

Mr. CORDRAY. I'm sorry. What—

Mr. MILLER. Title insurance policies.

Mr. CORDRAY. Yes.

Mr. MILLER. You have tagged those as optional. Now, any time
a buyer would look at something that says “optional” and it costs
money, generally they don’t do it, because most people really don’t
understand what “optional” means or they don’t know what title in-
surance really means, but your bank regulators and GSEs all re-
quire title insurance before they make a loan.

But the issues they look at in title insurance are completely dif-
ferent than what a buyer would look at on a title insurance policy.
Banks look at financial encumbrance. Does anyone know if they
have free and clear titles? So, they really don’t get into the back
pages on title policies.

But I have been in real estate and buildings since I was in my
early 20s, and often you find historic easements, right-of-way
issues that will come up in the back pages of title policies that
lenders really don’t—they are not concerned with, they don’t care
about.

And if we are concerned about empowering consumers, we really
should be concerned about their safety. Why would you take some-
thing that I believe is very, very important which could arise in the
future and put “optional” on it?

Mr. CORDRAY. I am not sure I am following exactly what you are
referring to in terms of—

Mr. MILLER. A buyer does not have to get a title insurance pol-
icy.

Mr. CorDRAY. No, I understand, but in what manner—

Mr. MILLER. Generally, they will now.

Mr. CORDRAY. Yes. In what manner have we addressed that
issue in a way—

Mr. MILLER. You put it as optional for a buyer.

Mr. CORDRAY. In what?

Mr. MILLER. To be able to be required—

Mr. CORDRAY. No, in some document or some rule or what—

Mr. MILLER. Yes, on your RESPA TILA proposal, you have in
there that title insurance is optional.

Mr. CORDRAY. Okay.

Mr. MILLER. And if you are going to really protect consumers,
that is something I would be very concerned about, because you
could have historic utility easements. You could have right-of-way
easements on property, and especially many seniors are downsizing
and they are not necessarily getting a loan.

They are taking and selling an expensive home and they are buy-
ing a smaller home because they just don’t need the big home any
longer. So, they are not even involved with a lender. They are
going in and buying a piece of property and it says “optional.” In
many cases, they won’t pull a title policy.
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Mr. CORDRAY. I'm sorry. I am now up-to-speed on what you are
asking. So you are talking about the TILA RESPA proposed rule
which has not yet been finalized but I hope will be finalized—

Mr. MILLER. Yes. That is what I am trying to get you to consider.

Mr. CORDRAY. —sometime this fall. First of all, I take your point.
Your point is obviously meritorious. Title is often in question with
properties in different parts of the county more so than others.
Title insurance obviously is meant to address the risks of that. I
will be happy to go back and take a look at the point you are rais-
ing about how we are characterizing it on that proposed—

Mr. MiLLER. I would encourage it because many times you will
have a utility easement, but if there is no utility used at that point
in time, but later the utility company comes in, and they can’t put
in a pool. They can’t do things on their property that they would
otherwise want to do.

I think that is an issue we really—if we are dealing with con-
sumer safety and empowering them, I think that is something we
need to encourage them to do, if anything.

But I know QM has been talked about. And I have some real
concerns. You exempted Freddie and Fannie, which I think prob-
ably increased the number of loans that you would say would qual-
ity under QM with their exemption from—if you took it, CoreLogic
showed 48 percent would not quality today that qualified in 2010.

And if you are looking at liquidity and stability in the market-
place, a tremendous amount of lenders I am talking to are very
concerned about this issue. And if you put Fannie and Freddie back
into the equation, which—they put themselves in the equation.
They said they will not be exempted. You are talking about almost
half of the loans that were made in 2010, which are good-per-
forming loans, that will not be made now.

Now, don’t get me wrong. There are a lot of lenders that made
predatory loans and they tagged them as subprime. They should be
put in jail and they never were. But we are going to have guide-
lines that are so stringent based on a worst-case situation that
would not be applicable today using good underwriting standards.
Is that not a concern for you?

Mr. CORDRAY. It is a concern for me. And I thank you for the
question because there has been some confusion around the
CoreLogic analysis. They at first indicated that the way we drew
the rule, only half of the loans in the market would now be covered.

They have since clarified that is not correct, that in fact, the vast
majority of loans will be covered now. What we tried to do, frankly,
was to leave room for Congress. We know you are looking at GSE
reform. That is a matter for Congress to determine.

We had to write a rule for the mortgage market that allowed
some flexibility depending on what would happen with GSE re-
form. We tried to make sure that we were covering the market
broadly as it is now, and I think everybody has recognized we are—

Mr. MILLER. I am out of time, but please would you look at that?
Because that is—I am not attacking you, but I am very concerned
about liquidity.

Mr. COrRDRAY. We will continue to monitor this as we go. And as
you all perhaps address GSE reform, we will respond and react to
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that to make sure we don’t freeze the mortgage market or con-
strain it.

Chairman HENSARLING. The time of the gentleman has expired.

The Chair now recognizes the gentlelady from New York, Ms.
Velazquez.

Ms. VELAZQUEZ. Thank you, Mr. Chairman. Director Cordray,
medical debt reporting continues to be a source of consternation for
many consumers. The Medical Debt Responsibility Act, which I co-
sponsor, will require paid or settled medical debt to be removed
from credit reports within 45 days. That bill directly addressed the
negative impact such information has on consumer’s credit score.

With the CFPB now regulating credit bureaus, do you plan to ad-
dress how medical debt is treated on credit reports?

Mr. CorDRAY. I think that question and issue is one of many
things I have run across at the Bureau that is fairly complicated
and not necessarily very helpful to consumers, frankly.

Many of us will go to the doctor’s office and will end up poten-
tially with a bill that is covered by insurance, maybe it is all cov-
ered. Maybe there is a copay. Maybe we have to pay something. We
may not know when we leave the office exactly how it is going to
gebhandled. And sometimes, that can end up being reported as a

ebt.

We may not even owe it. It may be just a battle among insurance
companies, or it may be that we owe $10 or $20 but it wasn’t billed
to us immediately. So, there are lots of things that end up showing
up on peoples’ credit reports that they are unaware of, that prob-
?bhy are not necessarily correct, and that may or may not be justi-
ied.

So, the issue of medical debt is a particularly difficult one. Many
of those amounts are very small, but they can loom large in terms
of qualifying for a mortgage or something. So, I do think it is a fair
point that you raise that it may be a subject for legislative atten-
tion and or action.

It is something we are looking at, at the Bureau. It is clear that
medical debt is kind of a separate category that is tripping up a
lot of Americans, and often in ways that they would not anticipate
or understand and don’t necessarily seem to be appropriate.

Ms. VELAZQUEZ. Thank you. Section 1071 of the Dodd-Frank Act
requires banks and lenders to collect and report credit application
data on small businesses, as well as minority- and women-owned
businesses. Can you elaborate on how collecting this information
will help enforce fair lending laws and enable lenders to identify
opportunities for improvements in underserved communities?

Mr. CORDRAY. Yes. There are a couple of different issues there.
First of all, I think the logic of what Congress did in Dodd-Frank
makes a great deal of sense. My understanding is that there were
some efforts to collect this data maybe by the Fed at one time.
They had a survey that was discontinued at some point. This Con-
gress obviously expressed its will that that data, which is impor-
tant, and can shed light on lending patterns, needs to be developed.

It was determined to create a provision in the Act which puts
some responsibility on us to take this up. We want to work with
the Small Business Administration, which obviously is much more
knowledgeable in that area than we are. There has also been some
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talk and efforts among some other departments in terms of how to
work on this. We are trying to first of all figure out what is the
best way to proceed.

The second thing I want to point out is we are going to be under-
taking, and we have indicated now, the HMDA data, which has
been very valuable but is in need of an update. Everybody pretty
much agrees.

Congress also addressed that, and we are going to be under-
taking new rules to govern HMDA data. And out of that, we expect
to learn a lot that relates to small business data collection, and
there may be some overlap there operationally as well. So, we are
under way. We are thinking about this. We understand the impor-
tance of it and why you are looking for it.

It is not necessarily in our immediate comfort zone because we
deal with consumers typically, and it is about the only area where
we are given any responsibility in business. So, we want to work
with others to make sure that can be done properly and appro-
priately.

Ms. VELAZQUEZ. When can we expect the CFPB to publish rules
implementing that section?

Mr. CORDRAY. I can’t give you a date in terms of when we will
publish rules. I can give you the assurance that as of this fall, we
are under way. We are thinking about how to staff that, how to
work with the other agencies, how it intersects with the HMDA up-
date, which is extremely important and that we are under way
with immediately. And there may be things there that can be joint-
ly collected, which would obviously be efficient. So—

Ms. VELAZQUEZ. Regarding the remittance transfer providers,
last year the Bureau published a rule and critics took exception
with a rule for potentially increasing the cost on small banks and
credit unions. What changes did the CFPB make to the final rule,
and when that is supposed to take effect next month?

Mr. CORDRAY. I'm sorry. Which rule are we talking about?

Ms. VELAZQUEZ. The one that will require remittance transfer
providers to provide senders with certain disclosures.

Chairman HENSARLING. I am afraid the time of the gentlelady
has expired.

Mr. COrRDRAY. I would be happy to follow up or—

Chairman HENSARLING. If the Director could add that to the list
of answers to submit in writing, please. The Chair now recognizes
the gentleman from Alabama, the chairman emeritus of the com-
mittee, Mr. Bachus, for 5 minutes.

Mr. BAcHUS. Thank you, Mr. Chairman. Director Cordray, I sent
you a letter on indirect lending, and you responded to that letter.
In fact, 35 of my fellow members on this committee joined that let-
ter. Your response, in my opinion, was very general.

So, I just wanted to alert you that I will be sending a follow-up
letter.

Mr. CORDRAY. Okay.

Mr. BacHUS. And I would like the agency, as soon as possible,
to give me a more detailed response.

Mr. CorDRAY. I will look forward to that—

Mr. BAcHUS. Thank you.
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Director, Section 1022 of Dodd-Frank says that, “The Bureau
may not use its authorities under this paragraph,” and that is to
obtain records from other agencies and other individuals, “for pur-
poses of gathering or analyzing personally identifiable financial in-
formation of consumers.” You are aware of that section, are you
not?

Mr. CORDRAY. I am, yes.

Mr. BAcHus. Is the agency collecting personally identifiable fi-
nancial information of individual consumers?

Mr. CORDRAY. Yes. I want to address this kind of carefully and
comprehensively. There are different provisions in our statute
about gathering information needed to do our work that Congress
expects us to do and carry out our responsibilities, so if we have
no information, we can’t carry out the responsibilities. That is pret-
ty clear. Section 1022 is referring to efforts we might undertake to
monitor markets in order to be able to understand patterns and—

Mr. BACHUS. And getting information from other agencies that
might have personal information in it.

Mr. CORDRAY. So if we undertake to gather that information to
monitor the market, we are required to proceed by either rule or
order. We had not, until very recently, proceeded under Section
1022 at all. We did just now send out an order to a number of com-
panies to provide us with template consumer credit agreements as
part of our efforts on the arbitration study, but there are other
areas where we are permitted to collect information, and it is obvi-
ously necessary. The consumer complaint function, again, is one
where we—

Mr. BacHus. All right, let me ask you this—

Mr. CORDRAY. Yes. Personally identifiable information.

Mr. BAcHUS. You are aware that back on May 11th of last year,
your agency approached the U.S. Trustees Program and asked
them to make a request before the Federal District Court in
Tampa, Florida, for 5 million bankruptcy files?

Mr. COrRDRAY. We don’t typically comment on the details of en-
forcement matters. I understand that other parties feel free to com-
ment, and apparently do feel free to comment on those. We are
working with a number of different agencies, including the Justice
Department, to carry out our responsibilities, and we will try to do
that in an appropriate—

Mr. BACHUS. You may not want to comment, but those 5 million
files have all sorts of personal information in them. Let me ask you
this: If you did that, hypothetically, and you were to receive per-
sonal financial or private information on U.S. citizens from the
U.S. Trustees Program, that came from the files of attorneys,
would that not violate the Act?

Mr. CORDRAY. First of all, no, and second, let me be—

Mr. BACHUS. No, it would not?

Mr. CORDRAY. Let me be straightforward about this, and let me
give you a related example. We had enforcement actions against a
number of credit card companies.

Mr. BACHUS. Now, let us just use that example.

Mr. CORDRAY. No, I am just saying we had to make restitution
to millions of consumers—

Mr. BACHUS. If you used that information—Ilet me say, Director—
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Mr. CORDRAY. In order to do that—

Mr. BAcHUS. If you requested that the U.S. Trustee’s Office file
an action, or request the files of every bankruptcy file in this coun-
try, would that not violate the Act?

Mr. CORDRAY. First of all, there is some garbling going on in the
facts. Not on your part, but on those who are trying to report the
facts. That was the subject of a—

Mr. BAacHUS. I am just asking, would it violate the charge of the
specific limitation, and you are aware that you have been walled
off from obtaining, from interfering with the practice of law, or in-
tervening in the judicial process. Let me just say this: That is a
data mining and data collecting process that you request the U.S.
Trustees Department to do, without the knowledge or consent of
citizens of the United States. Now, is that true, or not? You can
answer yes or no, or you can say you can’t talk about it.

Mr. CORDRAY. No, I think it is a general principle that when we
have an enforcement action, and we are trying to figure out—

Chairman HENSARLING. The gentleman can give a brief answer.

Mr. CORDRAY. —to consumers, we need to understand individual
consumer harm, and we will do that. We need to do that in order
to be effective.

Chairman HENSARLING. The time—

Mr. CORDRAY. The number of people around the country who are
purporting to be—

Chairman HENSARLING. —of the gentleman has expired.

The Chair now recognizes the gentleman from North Carolina,
Mr. Watt, for 5 minutes.

Mr. WarTt. Thank you, Mr. Chairman, and welcome, Director
Cordray. I just have two quick questions, and I will leave all the
rest of the time for you to answer, and if that is not enough time,
then maybe you can answer in writing.

There seems to be a proliferation of online payday lending, which
seems to be able to evade State laws governing payday lending,
and I am interested in knowing, now that the CFPB has the ability
to regulate payday lending, what options you are exploring in this
arena and what is your timetable for doing so?

Second, a couple of my constituents, bank constituents, have
raised questions about a recent rule that requires them to issue
separate statements for bank accounts and loan accounts on the
theory that it requires them to duplicate mailing costs and drives
up the cost of the regulation.

I am wondering whether you have the ability to go back and take
a look at that or provide information to me that justifies why that
requirement is necessary? Particularly, small and community
banks and credit unions are concerned that the extra cost of mail-
ing, in much the same way as the cost of mailing privacy policies,
is just an onerous cost.

So if you could address those, in the 3 minutes that I have re-
maining. And if you need additional time, you can submit it in
writing. Thank you.

Mr. CorDRAY. Thank you, Representative Watt. A number of
your friends in North Carolina said hello yesterday when I was
down there and wanted me to pass that on to you.
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On the second point, I don’t know that I am familiar with the
question you are raising. It is not a concern that I recall hearing,
that there is some sort of duplication in terms of bank accounts
and loan accounts and extra costs of mailing, but I would be very
interested to hear about it. We will follow up with you. If there
are—

Mr. WATT. They have indicated to me it is a recent rule, so
maybe that is the question you will want to get back to me on,
preferably after we do—

Mr. CORDRAY. Maybe it is a proposal or something. We will get
back to you. We certainly wouldn’t want that to be the result, and
I would agree with you on that.

On your first question, which is a very good question, and a very
active topic right now, the issue of online payday lending, online
payday lending is interesting because first of all, much brick-and-
mortar payday lending is migrating to the Internet now. It is esti-
mated that the majority of payday lending will have gone to the
Internet in the next several years.

And what often happens is that can create problems in States
where there is a usury cap, as you know, in North Carolina and,
and in I think 13 States. So if the loan is being made into that
State above the rate of interest that can be charged legally in that
State, that is problematic.

If the loan is being made into that State by someone from the
Internet who is not licensed to provide a loan in that State, that
also can be problematic.

These are issues that obviously require us to coordinate and co-
operate with different State authorities, both banking regulators
and also attorneys general. I met with Attorney General Roy Coo-
per yesterday in North Carolina, and he is very concerned about
this issue.

It also requires us to coordinate with financial regulators, and as
you have seen, there has been some activity now about trying to
understand some of these online lenders, and what their relation-
ship is with banking institutions.

Typically, they can only operate if there is both a transmission
mechanism and a collection mechanism with the financial entities,
and that can be problematic. It is a subject of some considerable
scrutiny right now, by us and by others.

So I wouldn’t say more than that right now, but we are mindful
of the fact. I would go back to my experience as attorney general
in Ohio. Internet practices can be very difficult for law enforcement
authorities at the State level because they are borderless; they go
beyond jurisdictions. They go beyond the national jurisdiction as
well. So—

Mr. WATT. Do you anticipate the CFPB having some rules issued
at some point in this area?

Mr. COrRDRAY. I think at the moment it is an issue that we see
as a potential issue for enforcement and supervision. Perhaps
rules, we are looking at the payday and small title lending indus-
try. I think that is known. We have indicated that in our unified
regulatory agenda.

These are things that we are looking at, because they are hard
problems. I have seen them at the State level. I know their frustra-
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tions. I work with the attorneys general constantly. We want to
make sure that we all can be effective together.

Chairman HENSARLING. The time of the gentleman has expired.
The Chair now recognizes the chairman of our Capital Markets
Subcommittee, the gentleman from New Jersey, Mr. Garrett.

Mr. GARRETT. Thank you, Mr. Chairman. Mr. Director, when a
senior government official comes before a hearing of Congress and
fails to answer questions in a timely manner, I believe, in the
minds of the American public, there is an appearance of impro-
priety by that individual and by his agency as well.

When that same agency is responsible for secretly looking into
the private papers of an American public as well, I think that
raises even to a higher level. Let me understand your testimony,
then.

Your testimony is that you were well aware of these questions
that were asked of your second in command at your agency back
on July 9th, and yet over a month went by, all the way to, accord-
ing to your testimony, August 12th, and you still had not answered
any of those questions, and the excuse that you give to Congress
today is that more questions came in after that fact.

Mr. CorDRAY. No. No, that is not my testimony. If you want me
to restate it.

Mr. GARRETT. Can you explain why you did not answer in the
first 5 weeks after July 9th?

Mr. CORDRAY. On July 9th, with the testimony, there were a few,
just a few questions submitted.

Mr. GARRETT. Correct.

Mr. CorRDRAY. And there were multiples of that then submitted
on August 12th, so it took the committee—

Mr. GARRETT. Can you explain why you did not answer in the
first 5 weeks?

Mr. CorDRAY. No. It took the committee a month to formulate
the vast majority of the questions. It is a huge amount of informa-
tion.

Mr. GARRETT. Can you explain why you did not answer those
basic questions in the first 5 weeks?

Mr. COrRDRAY. Okay. There were a few questions submitted to us.
We would have had an easy time answering those. At the same
time—

Mr. GARRETT. Can you explain why you did not do what you just
said is easy, then?

Mr. CorRDRAY. I would like to respond to your question, if you
would like to give me a chance to respond. Would you like to give
me a chance to respond?

Mr. GARRETT. So far, you have not answered why you did not an-
swer the first time—

Mr. CORDRAY. There were a few questions submitted that we
could have answered easily in a timeframe. As we were working on
those, a vast number of almost 200 questions were further sub-
mitted—

Mr. GARRETT. How many—

Mr. CorDRAY. —that intersected with the other questions and
they involved gathering contracts and other things. It took this
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committee more than a month to formulate the questions. We have
had less than a month now to respond to them, but we will—

Mr. GARRETT. Let me just—

Mr. CORDRAY. —have responses to you—

Mr. GARRETT. Let me just—

Mr. CORDRAY. —in a matter of days—

Mr. GARRETT. You still have not answered the basic question. We
gave you a number of questions. As you said, they were easy to an-
swer, and yet, in 5 weeks, you could not answer those questions.

Mr. CORDRAY. That is not—

Mr. GARRETT. Here is, for example—

Mr. CorRDRAY. That is not my testimony. But if you want—

Mr. GARRETT. Your testimony is—

Mr. CORDRAY. [Off mike.]

Mr. GARRETT. Your testimony, a moment ago, to quote you just
now, was that “some of those questions would have been easy to
answer’—

Mr. CorDRAY. Had they not been followed by a vast number of
questions that intersect with them and affect the answers—

Mr. GARRETT. Did you know—

Mr. CORDRAY. —and need to be responded to.

Mr. GARRETT. —in the week after July 9th, that there were sub-
sequent questions coming?

Mr. CORDRAY. I beg your pardon?

Mr. GARRETT. Did you know on July 10th, 11th, and 12th that
separate other questions were coming?

Mr. CORDRAY. Our staff has had regular contact with your staff.
We alire very responsive to questions for the record. We always re-
spond.

I would add that I am supposed to be back here, as the chairman
has indicated, to testify again next month. So, you will have plenty
of opportunity with me on these.

My understanding is that we have received over 200 questions
for the record. We have taken less time to respond than the com-
mittee took to formulate the questions, and we will have the an-
swers in days.

Mr. GARRETT. Here is a question: “Will you commit to sending us
all the contracts engaged with third party vendors?” “Yes, we are
happy to provide that contract and information.” It is 2 months
later. You haven’t provided that.

Mr. CORDRAY. They are being provided in response—

Mr. GARRETT. Another question: “Do you have agreements with
any foreign countries?” “I can verify that for you, Congressman.”
You haven’t provided that answer.

We can go through—these are what you just said were the easy
questions and you said you couldn’t answer them because you were
waiting for the other ones. If you would like—

Mr. CorDRAY. No, we don’t have any agreements with foreign
countries. Mr. Antonakes testified to that at the hearing, and that
is the answer. So, there is nothing—

Mr. GARRETT. I’'m sorry, no, he did not. You said you read the
transcript—

Mr. COrRDRAY. He did, in fact—

Mr. GARRETT. I will verify that for you.
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Mr. CORDRAY. That is fine, but that is the answer.

Mr. GARRETT. Okay.

Mr. CORDRAY. But look, we are going to have the answers to you
in days. It is an immense amount of information, you will see. Our
staff has been working incredibly hard and they have been commu-
nicating back and forth with your staff on it.

You will have a crack at me next month; I will be happy to an-
swers your questions, at that point.

Mr. GARRETT. So, I will—

Mr. CORDRAY. I have no intention here to be unresponsive. I take
the oversight responsibilities of this committee and of our Bureau
very seriously, and I think that has been our track record, and we
will continue to try to establish that track record.

I want to satisfy you on this point.

Mr. GARRETT. Obviously, you haven’t satisfied today—

Mr. CorDRAY. I know I haven’t, yet.

Mr. GARRETT. One of the other questions—I will submit my ques-
tions to you. Of course, I am not going to get into in 35—mine are
basic questions, and I have your commitment, I can have some an-
swers from you by the beginning of next week?

Mr. CorDRAY. We will take all the questions for the record that
are submitted. If there are a lot, it will take us a little while to
respond to them. If there are a few, it will take us—

Mr. GARRETT. How many U.S. consumer accounts is the CFPB
monitoring in its data collection? Basic question.

Mr. CorDRAY. Okay. There are several pieces to that answer.
And I am sorry it is a complicated answer, but it is. We have our
consumer response function, where there are over 200,000 con-
sumers who have submitted information to us, and that is one bas-
ket.

There is our supervision program, which deals with the 110 larg-
est financial institutions in the country, who have an extensive cus-
tomer base, across this country that we deal with all the time—

Mr. GARRETT. When will it—

Mr. COrRDRAY. Third, is our market monitoring—

Mr. GARRETT. When can we expect answers to these questions?

Mr. CorDRAY. The QFRs that you all submitted, approximately
200, and you will see that it is pages and pages of luminous an-
swers and documentation—

Chairman HENSARLING. The time—

Mr. COrRDRAY. —will be within days.

Chairman HENSARLING. —of the gentleman has expired.

The Chair now recognizes the gentleman from New York, Mr.
Meeks.

Mr. MEEKS. Thank you, Mr. Chairman.

Director Cordray, let me first thank you for your cooperation in
working with this committee, and getting us information and being
willing to extend your staff to come to anything that we ask and
we ask you to, as you, in response to Ranking Member Waters,
when she asked to have staff available to ask questions dealing
with the queue and anything else, you were more than willing to
say that whatever you need, not only on this side of the aisle, but
both sides of the aisle, and whether or not people are on the com-
mittee.
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So, I just want to thank you for your cooperation with this—and
being open and transparent about it. I think that is tremendously
important, and something that we need to get done.

And clearly, for the American people, I want to thank your agen-
cy again. Over 6 million consumers have received refunds since you
have been in office; over 200,000 consumer complaints have been
recorded, and there have been several rules and guidelines issued
that affect millions of Americans and consumer protection rights,
which we didn’t have.

So, it is been a real service, I think, to the American people, and
I want to thank you and your agency for what you are doing in
that regard.

In your answer, you talked and referred, in one of the questions,
to your own personal life, with your mother, when you answered
the question of the gentlelady from New York.

I often do the same thing when I think about credit. I look at
my family, who lived in public housing and didn’t have many re-
sources, and therefore, had to try to get banking—institutional
banking, sometimes they would deny it, and try to figure out other
ways in which they could make a living without going to a loan
shark—

And so, to that end, again, I applaud you for showing leadership
on the issue, which I think you had it released in June of final
rules to establish procedures to cover—to bring and recover non-
banks, who are lending money under your supervisory authority,
including those that may—payday loans, et cetera.

So, I was wondering, first, could you comment on the study that
the CFPB has been undertaking to bring clearer supervisions to
the industry, and have you looked at what some of the borrowing
or analyzed some of the borrowing activity by the consumers that
Mr. Watt was talking about, who are using online payday loans?

Because we are trying to figure out how they could have access
to credit also, but not be abused, and how the CFPB could be in-
volved there.

And lastly, and then I will just be quiet and let you answer the
questions, I also have been trying—I had a conversation with some
banks yesterday, asking them, why won’t they compete in this mar-
ket?

And they said that they would like to, and they were complimen-
tary of you, but they said that they thought that there was some
conflict at times, between your rulings and some of the jurisdiction
between either the FDIC or the OCC that seems to be conflicting,
and so, they are not clear, but they would like to be under, clearly,
the rulings that would—dealing with consumers, under the CFPB.
So, could you give me some responses in that regard?

Mr. CORDRAY. Okay. Actually, I am intrigued by your last point,
because I would be glad to hear more about that. I do think that
many financial institutions could make small dollar loans cheaply.

They would have very little cost in doing so. A lot of credit
unions have done this, and that would be helpful to provide more
of that kind of credit to people who need it, and potentially could
avoid some of the higher cost cycles of indebtedness that they get
into.
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I want to go back a couple of comments. First, the point you
made about thinking about your own family and so forth. That is
something that I try to preach at the Bureau all the time.

In preparing for this hearing, I was looking at the backgrounds
of the members of this committee; there are very sophisticated peo-
ple here. A lot of people with real estate background, a lot of legal
background, extensive legislative background, but none of us has to
look very far in our lives to think about mothers and fathers, sis-
ters and brothers, sons and daughters, who struggle with these
issues. And those are the people that we are working for. I think
it is important for us to keep that in mind.

And as we work for them, one of the issues is, how do we protect
them against some of the predatory practices that, frankly, do un-
fortunately exist, in a number of these markets?

You mentioned our White Paper on payday and deposit advance
lending earlier this year. There were a number of concerns we had
identified in that report, and it is a great example of how, if we
don’t have the data or information that we need to make those
judgments, we are going to be very ill-informed in our policy judg-
ments. We are going to be pretty wild in targeting what, exactly,
are the major concerns.

The better data and information we have about what is going on
in these markets, the more precisely we can pinpoint what is an
appropriate action and what is not, which is something you all, I
think, should want and do want, and that is as to the importance
of us gathering information on these issues.

Chairman HENSARLING. The time of the gentleman has expired.

The Chair now recognizes the chairman of our Housing and In-
surance Subcommittee, the gentleman from Texas, Mr. Neuge-
bauer.

Mr. NEUGEBAUER. Thank you, Mr. Chairman.

Director Cordray, I have here in my hands a copy of the CFPB’s
supervision and examination manual, which is referenced in your
Semi-Annual Report. And I assume that this is intended to give
your field people some direction on their examinations, is that cor-
rect?

Mr. CoORDRAY. It is that general problem—you are running an
agency, you have intentions, but you need to make sure everybody
in the field is doing what you intend and—

Mr. NEUGEBAUER. But it is a guidance document, is that correct?

Mr. CORDRAY. It is a guidance document, yes.

Mr. NEUGEBAUER. So, it has three sections. It talks about unfair,
deceptive, and abusive acts or practices.

And when you look at the—has a statutory definition of “unfair,”
and it has a number of examples to it—a fairly large number—and
then it has deceptive acts, and it also has a statutory definition of
what deceptive acts are, and then a number of examples so that,
I guess, a person in the field could know what to look for there.

And then, when we get over to abusive acts, it is a small para-
graph here, and it just has a statutory definition, but it doesn’t
have any examples. And so, I guess the first question I have is,
who is telling the examiners what abusive is, and are the exam-
iners just making that call as they are out in the field?
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In the first two examples there, you are very detailed about what
to look for, but when you get to abusive acts or practices, you just
give a definition. And so, are you telling them what an abusive act
is, and that is what they are looking for, or are they making that
decision on their own?

Mr. CORDRAY. I appreciate the question, Congressman. It has
been an issue, as you know, that we have gone around the block
on before a few times, both you and others. In fact, under our stat-
ute, “unfair” is a defined statutory term.

“Deceptive” is not a defined statutory term. Congress gave us no
specific guidance on that, but there is a fair amount of case law we
can work with in terms of what is deceiving someone, and that is
a fairly straightforward concept, I suppose. “Abusive” is another
term that Congress defined.

So, in terms of what our examiners are looking for, they are look-
ing for what meets the definition Congress itself laid down. We are
not making anything up. Congress imposed this term, Congress de-
fined the term.

In terms of examples, they have been a little harder to come by.
I will certainly agree with that, and we have talked about this be-
fore.

We have not been actively oppressing people with some concept
of what is abusive that is not unfair and deceptive, and one of the
questions in this area is there is presumably a circle of what is un-
fair, and there is a circle of what is deceptive, and they overlap to
some degree. And, there is a circle of what is abusive, and that also
overlaps to some degree.

The hard question for me is what is abusive that is not also un-
fair and deceptive. Many things would be both or all three at the
same time.

Mr. NEUGEBAUER. So here is the question, have you brought any
enforcement action or determined that practices or products were
abusive up until this point?

Mr. CorDRAY. We have brought several and they have involved
pretty egregious examples of outright defrauding of customers.

Mr. NEUGEBAUER. Could you furnish examples?

Mr. CORDRAY. Yes.

Mr. NEUGEBAUER. If those are examples, then why wouldn’t they
be in this document?

Mr. CORDRAY. Yes, so some of that we are working through as
we go, as we see new situations. Those instances were subsequent
to that examination guidance. We will be updating that from time
to time. I am happy to have our staff provide you with more infor-
mation.

Some of what we have done has been public, in terms of consent
decrees, and other resolutions of cases. I'm happy to give you more.

But I would say it is still a difficult issue for us and it is one
that we have tried to tread carefully on and not be wild and overly
aggressive in terms of making up things that can’t be easily de-
fended.

Mr. NEUGEBAUER. Yes, I think some more transparency here is
certainly warranted.

Mr. CORDRAY. Fair enough.
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Mr. NEUGEBAUER. I have two other quick issues. I want to go
back to the data collection issue. I think the American people are
very concerned about data collection and one of the things that I
hear from the people that your agency has been in to do examina-
tion is that you are requesting a huge amount of data, as a couple
of things. One, it is very sensitive information; and two, it is very
costly.

The examination process is generally meant to be a sampling,
going in and looking at a few records and confirming if there is a
pattern or practice here. As I understand it, in many cases you are
requesting almost the entirety of the records of those companies. I
don’t think that was the intent of Congress.

We have OFR, they are collecting data. We have the IRS col-
lecting data and I think that one of the things we need to hear
from you is who has access to that data and what you are doing
to secure that data.

Mr. CORDRAY. I—

Chairman HENSARLING. Brief answer, please.

Mr. CorDRAY. We typically do proceed by sampling and intend
to do so. Sometimes, it is situational, for example, if we are into
an enforcement situation, we may need to know all the consumers
affected to make sure they are getting restitution as appropriate.
I am happy to follow up with you further on that. I think I share
your instinct, we should be sampling, not oppressing institutions,
and that is what we are trying to do.

Chairman HENSARLING. The time of the gentleman has expired.

The Chair now recognizes the gentleman from Texas, Mr. Hino-
josa.

Mr. HINOJOSA. Thank you, Chairman Hensarling.

I also want to thank Director Cordray for his testimony and his
hard work on behalf of America’s consumers.

Director Cordray, I would like to congratulate you on your bipar-
tisan confirmation in the Senate. While I hear many of my friends
across the aisle in this committee bemoaning the work of Director
Cordray and his Bureau, let me remind everyone that 17 Senate
Republicans voted for cloture and 12 Senate Republicans voted to
confirm Mr. Cordray as the Director of the CFPB.

It is possible that those Senate Republicans had heard of the im-
pressive accomplishments of the young Bureau, including $432 mil-
lion refunded to 6 million consumers because of the new Bureau’s
enforcement actions.

They probably also heard of the Bureau’s work on behalf of col-
lege students, of older Americans, and our servicemen and service-
women and a full commission by the AARP, two-thirds of respond-
ents agreed that this Bureau is a needed institution and I could not
agree more.

My first question to Director Cordray is as follows, can you pro-
vide highlights of the forthcoming financial literacy efforts of the
Bureau including research results, pilot programs, and the recently
announced financial coaching initiative?

Mr. CorDRAY. Thank you, Congressman. That is actually a sub-
ject very near to my heart. I am putting a lot of emphasis at the
Bureau on financial education with an eye to, as the chairman
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noted at the outset, not trying to dictate the decisions that con-
sumers make.

They have to make their own decisions and make their own
choices. We would like to feel confident that they are in a position
to know more and to make more responsible choices, based on their
judgment, that they can live with over the course of their lives and
not regret.

So, in the financial education area, we are trying to focus on how
can we deliver more information to consumers in an effective man-
ner. It is not an easy issue. People have been working at this for
decades and we do a very poor job in this country at preparing
young people to go out into the world and deal with some of the
fairly complicated financial decisions they are going to be asked to
make in an increasingly complex financial marketplace.

We are trying to focus on schools, focus on workplaces, and focus
on faith communities. I was in North Carolina to speak to the Na-
tional Baptist Ministers Convention recently, and we are going to
be doing more outreach of that kind. We want groups of people
around this country to focus on the importance of having people be
in a position to fend for themselves, to stand up for themselves, to
stand up for their rights, and to see that they are making good de-
cisions. And that is quite a bit of work that we are going to be
doing on that score.

We are working with the Financial Literacy Education Commis-
sion and other Federal agencies. We are reaching out to folks at
the State level including governor’s offices to try to get more focus
on this. Nobody seems to ever say that this is not important. They
just don’t always manage to prioritize it. We need to prioritize it,
it has been getting second shift to everything else in this country
for way too long.

Mr. HiNoOJOSA. I want to say that I worked very closely as co-
chair with Judy Biggert on the other side of the aisle to start a bi-
partisan caucus here in Congress 10 years ago, and that number
is close to 100. I recommend that you see who those Congressmen
are on both sides of the aisle because they are half and half, 50
percent Republicans and 50 percent Democrats and—

Mr. CORDRAY. It is an excellent—

Mr. HINOJOSA. —engage them because together, we cover lots
and lots of people and there are over 100 partners in the
JumpStart umbrella that has many banks and the U.S. Treasury
and the U.S. Federal Reserve so that together we need to move it
up and do what you said that we are lacking communication out
there to the institutions you mentioned.

Mr. CorDRAY. Excellent suggestion. I have heard from Congress-
man Stivers on this point, and he is interested in working with us
to figure out how we can better deliver good financial education
that provides meaningful help to both young people and adults. It
is something that I am very focused on and I intend for us to make
headway over the next several years.

Mr. HINOJOSA. I understand that you are appointed to the Presi-
dent’s forthcoming advisory council on financial capability for
young Americans, and seeing that we have a debt of $1 trillion in
college student loans, I wish you would address that and help us.

Mr. CorDRAY. Okay, thank you.
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Chairman HENSARLING. The time of the gentleman has expired.

The Chair would like to announce that there are votes on the
Floor. They just began, so it is the Chair’s intention to clear two
more Members, the gentleman from North Carolina, Mr. McHenry,
and the gentleman from Missouri, Mr. Clay.

Other Members who wish to go to the Floor now, if they would
leave quietly after clearing two more Members for questions, we
will declare a recess and ask for the patience and indulgence of our
witness. I am told that there are two votes on the Floor, so it
shouldn’t take too terribly long, and then we will reconvene as soon
as votes have concluded on the Floor.

So at this time, I would like to recognize the Chair of the Over-
sight and Investigations Subcommittee, the gentleman from North
Carolina, Mr. McHenry.

Mr. McHENRY. Mr. Cordray, thank you for being here.

You authorized, did you not, the creation of the Academic Advi-
sory Commission or Council?

b Mr. CORDRAY. I think it is called the Academic Research Council,
ut yes.

Mr. MCHENRY. And you authorized it?

Mr. CORDRAY. It was before I became Director, but it is some-
thing that has existed at the Bureau for some time.

Mr. McHENRY. Okay, now does that Council report to the Assist-
ant Director of Research, who was until recently Sendhil
Mullainathan?

Mr. COorRDRAY. Yes, I wouldn’t say “report to,” it is an advisory
council that is meant to assist us in our work and give us broader
perspective on many of these issues.

Mr. McHENRY. But in the organizational chart, where would
they report to?

Mr. CORDRAY. They are not with the Bureau. They are folks from
outside who are willing to—

Mr. MCHENRY. Sure, okay.

Mr. CORDRAY. —spend some of their time helping us think about
these issues.

Mr. MCHENRY. Okay, but this is a group that you gather in and
you decided this was a good idea to have this board.

Mr. CORDRAY. Again, this existed since before I was the Director,
but yes, it is a good idea.

Mr. McHENRY. Okay.

So have you heard of the company called Ideas 42?

Mr. CORDRAY. I believe I have heard that name.

Mr. McHENRY. Okay.

What do you know about it?

Mr. CorDRAY. Not much.

Mr. McHENRY. Okay.

Are you aware that the CFPB awarded a research contract for
$5 million to Ideas 42?

Mr. CORDRAY. I believe I knew that, I am not familiar with all
the details of that.

Mr. McCHENRY. And was this a process that was a competitive
bid process or was this more of a single source contract?

Mr. CORDRAY. All of our procurements at the Bureau go through
the regular Federal laws and contracting guidelines and we have
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been audited on that. And I don’t know offhand whether that
was—

Mr. McHENRY. Single source contracting—

Mr. CORDRAY. —competitive or single source—

Mr. MCHENRY. Yes.

Mr. CORDRAY. —but it was done according to government proce-
dures.

Mr. McHENRY. No, I understand, but single source contracting
exists. Right? And that is permissible.

Mr. CORDRAY. I believe so, yes.

Mr. McHENRY. Okay.

So if you would let us know whether or not that was competitive
bids, how many bids there were, and from what companies?

Mr. CorDRAY. Okay.

Mr. McHENRY. And then furthermore, you know the full process
for this.

Mr. CORDRAY. Okay.

Mr. McHENRY. It is a $5 million contract and that is important.

Are you aware that Sendhil Mullainathan was a co-founder of
the company, Ideas 42?

Mr. CORDRAY. I don’t know if I was familiar with that or not. I
don’t believe so.

Mr. McHENRY. Okay.

But he was the former head of research, right? Or assistant di-
rector for research?

Mr. COorRDRAY. That is correct, he was. He is no longer employed
by the Bureau, but he is a well-regarded economist, a MacArthur
grant winner and well-known in the field.

Mr. McHENRY. Yes, and the question I asked is about your poli-
cies and procedures.

Mr. CORDRAY. Yes.

Mr. McHENRY. For a former staffer of yours to get a $5 million
contract without any apparent bids, he is the co-founder of this
company and—go ahead, please respond.

Mr. CORDRAY. Yes, I don’t know that the details of that are all
accurate. I don’t believe as far as I know that Sendhil is involved
in the management of that company but—

Mr. McHENRY. No, he is the co-founder of that company.

Mr. CORDRAY. At one time, yes.

Mr. MCHENRY. And are you aware that four of your six members
of the Academic Research Council have direct connections to Ideas
427

Mr. CORDRAY. Again, I don’t know what you mean by “direct con-
nections.”

Mr. McHENRY. One is a founder and board member of Ideas 42,
one is an adviser, and two are affiliates of that firm.

Mr. CorDRAY. I don’t know what you mean by adviser or affili-
ates. And when you say “founder,” are you talking about—

Mr. McHENRY. This is, yes.

Mr. CorDRAY. Okay. I am happy to have our staff follow up with
you. I am quite confident that everything done there, as has been
true of all of our procurements, was done properly and in accord-
ance with government procedures.
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Mr. MCHENRY. So do these connections raise any questions about
conflicts of interest? When you have an advisory board, and four
of the six members have a connection to a company that gets a di-
rect contract from the CFPB for $5 million? And furthermore, that
you have a founder, who was formerly with your employ, and we
are not sure of the circumstances of his leaving, but he has appar-
ently departed in the ensuing amount of time between, in the last
year, it appears.

Mr. CorDRAY. Right. That is correct.

Look, I am quite confident that everything was done properly,
and that we have carefully vetted these kinds of conflicts of inter-
est. I am happy to have my staff work with your staff to go through
it in detail.

Mr. MCHENRY. We would like to have some answers on this, be-
cause it appears to us—

Mr. CORDRAY. And if there is, it will be a concern to me. So—

Mr. MCHENRY. It appears to us an enormous conflict of interest.
And it raises greater concerns that we have with the policies and
procedures you have to avoid conflicts of interest with your staff
and former members of your staff who have enormous connections
both with policymaking, without much in the way of a cooling-off
period of any sort before they come back to either receive a no-bid
contract, or maybe even a competitive contract. We don’t know. So,
I would like to have answers to these questions.

Mr. COrRDRAY. That would be fine. Thank you.

Chairman HENSARLING. The time of the gentleman has expired.
ClThe Chair now recognizes the gentleman from Missouri, Mr.

ay.

Mr. CraY. Thank you, Mr. Chairman, for conducting the hearing.

And thank you, Mr. Cordray, for your leadership at the CFPB.

My questions are related to mortgages. As you are aware, part
of the issues concerning our economic meltdown going into 2007
was shaky mortgages, and the whole process of steering people who
normally would be qualified for conventional mortgages into
subprime mortgages.

I was wondering, what has been the CFPB’s record of preventing
those kind of abuses, especially now, since it is a little more dif-
ficult to obtain a mortgage. I was wondering, what has been your
experience there in the leadership of the CFPB and how have you
addressed it?

Mr. CORDRAY. Thank you for the question. That is one of the re-
sponsibilities Congress gave us, that they really highlighted as
being very important to this country and gave us the responsibility
to write the set of mortgage rules, and a very specific, firm dead-
line for doing that, both so that the mortgage market could be pro-
tected and safe, and also so that it could proceed forward and in-
dustry could have certainty. And we understood those various as-
pects of the problem.

What you mentioned goes directly to our ability-to-repay rules of
the so-called Qualified Mortgage rule, which is intended to root out
some of the practices that were inappropriate and improper. They
weren’t necessarily illegal in the somewhat lacking regime that we
had before the crisis. And many were being offered by lenders that
were not being supervised or overseen by anyone.
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The other issue was the steering, as you say, of people who actu-
ally would have qualified for a prime rate mortgage and didn’t
know it. They assumed the person across the table was being
straightforward with them, but people actually had financial incen-
tives to steer them into a higher-cost mortgage and then they get
a kickback on that.

That is totally inappropriate and that is very exploitive of con-
sumers. And it happened to millions of Americans. There is a loan
originator compensation rule that, first of all, the Federal Reserve
wrote, and then we have had a further round which is meant to
prevent the use of yield spread premiums, which was the mecha-
nism by which—that is a somewhat bureaucratic term—but that is
how it actually worked.

And the point is to make sure that can’t happen again. We have
been working hard to see that is actually happening. We are fo-
cused very much on the issue you raise.

Mr. CLAY. And have you taken any action if you have found play-
ers in the market who have steered people into these high-cost,
high-risk mortgages?

Mr. CorDRAY. We have. I typically am not in a position to talk
about—first of all, the regulation is important because going for-
ward, that is not going to be possible. We are supervising around
that issue every day. Second, we recently filed an action against a
lender that we found was still engaged in that process as a sort of
routine business model, which is inappropriate and violates the
law. And we will proceed whenever we see that.

Mr. CLAY. Thank you for that response.

Home mortgages and student loan debt are the two largest cat-
egories of outstanding consumer debt in America. We are still feel-
ing the effects of the subprime mortgage crisis and are only begin-
ning to understand the threat that excessive student debt possesses
to the economy.

What steps are being taken at the CFPB to promote trans-
parency of student loans and other financial products?

Mr. CorRDRAY. It has been a big issue for us. We have a great
ombudsman, a student ombudsman that was created by Congress
in the law. It was an excellent insight and it is an important posi-
tion for us.

We have worked on a “know before you owe” effort around stu-
dent loans, because for many people, it is new to them. They are
engaging in it for the first time as their son or daughter is thinking
of going off to college or getting any kind of further education,
whether training school or vocational school or community college.

We have also developed the financial aid shopping sheet so you
can actually compare and contrast institutions, and created more
uniformity in the disclosures there. And all of this has been folded
into a suite of tools on our Web site that we want people to use
and we are working to get out to guidance counselors, teachers,
and parents called “paying for college.”

It is an excellent, excellent Web site. I recommend to all Mem-
bers that you should be promoting it to your constituents who are
all going to potentially be in this position of having to deal with
paying for school. And there is great advice and expert information
that will benefit them.
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Mr. Cray. Thank you for your responses.

Chairman HENSARLING. The time of the gentleman has expired.

Pending the termination of votes on the Floor, the committee
stands in recess.

[recess]

Chairman HENSARLING. The hearing will come to order.

The Chair now recognizes the gentleman from California, the
Chair of our Monetary Policy and Trade Subcommittee, Mr. Camp-
bell, for 5 minutes.

Mr. CAMPBELL. Thank you, Mr. Chairman, and good morning,
and welcome back, Director Cordray.

For a number of the things that the CFPB is looking into, like
home mortgages and so forth, there are some pretty obvious rea-
sons as to why you are doing that. They contributed substantially
to the 2008 financial meltdown, or there is a significant number of
consumer complaints, or whatever.

Now, we may disagree on whether the solutions are helping or
hurting the problem, but the need to wade into some of those areas
and to look into some of those areas is pretty evident.

The question I have for you is about car loans. This is an area
of lending which clearly did not contribute to the financial crisis.
No one makes any assertions to that regard. There has been, even
through the 2008-2009 period, a relatively slow delinquency rate,
certainly relative to other forms of lending.

There are a lot of them, over 10 million a year, new and used
car loans. It is extremely competitive. Virtually every financial
service provider in the United States—bank, credit union, non-
bank—makes car loans, most of them aggressively, with an ex-
tremely low number of consumer complaints.

Like a point zero zero zero-type, very low number of consumer
complaints. So, as the old adage goes, “If it ain’t broke, don’t fix
it,” and it would seem to me that is an area that is not broke.

But yet, the CFPB has waded in, in a couple of areas, one of
which was recently—on a car loan application, there is no indica-
tion of race or ethnicity, so there is no way, even if a financial pro-
vider wants to discriminate that they can, because they don’t know
to whom they are lending. But yet, you, at one point, the agency
considered introducing race and ethnicity, I guess so you could dis-
criminate on that basis into it. And I just want to ask you broadly,
what are you doing in the area of car loans and why?

Mr. CorDRAY. Thank you, Representative Campbell, for asking
about this subject. And I would agree with much of what you said.

First, I am from Ohio and we make cars in Ohio, and I would
agree with you that for a number of years in the middle of the last
decade, we were not selling enough cars in the United States as
shown by the average life of the car on the road is now higher than
ever, I think 11 years. That is even older than my car, which is
already fairly old. Second—

Mr. CAMPBELL. I believe it is 12 years.

Mr. CorRDRAY. I am appreciative to see the recovery in the auto
market, and it has been pronounced and it has been significant,
and it is actually one of the things very much contributing to eco-
nomic recovery, and I think it will continue to do so. In terms of
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what we are doing, we did release a bulletin for what you are refer-
ring to back in the spring.

Congress was very specific about how they divided up jurisdiction
in this market. Auto dealers are not subject to the jurisdiction of
the CFPB, but auto lenders are subject to our jurisdiction. We both
have to be careful not to exceed our jurisdiction with respect to
auto dealers, and to exercise our jurisdiction appropriately with
auto lenders.

The purpose of the bulletin was to remind auto lenders that if
you have a lending program, it is important for you to recognize
that just because you are also working with third parties, whether
they are dealers or someone else, you still are responsible for your
program and how it is carried out.

That was essentially the gist of that bulletin. There has been no
indication in the wake of that—a number of months ago—that any
of that has affected the auto sales market, which continues to be
very robust. August was one of the best months we have had in
some time.

We are mindful of the need for access to credit. We are mindful
of the number of different players in the market. We are concerned.
There are a fair number of complaints that do occur about potential
discrimination in this area, as was also true in mortgage lending.
Nobody should have access to credit denied or put at a higher price
because of their ethnic background. I think we all appreciate that
and recognize that, and we are trying to do careful work to sort of
gauge whether there are issues or concerns of that kind in this
market.

But I will be happy to continue to be in touch with you and your
staff about—

Mr. CAMPBELL. Okay, just in my last 6 seconds, the only thing
I would say is if you don’t know—you can’t discriminate on the
basis of something you don’t know, and so if we keep it that way,
that is the best way to not discriminate. I believe my time has ex-
pired.

Chairman HENSARLING. The time of the gentleman has indeed
expired.

The Chair recognizes the gentleman from California, Mr. Sher-
man.

Mr. SHERMAN. I am happy to yield to a Democrat who would like
5 minutes of time.

Mr. CARNEY. I will be happy to go, Mr. Chairman.

Chairman HENSARLING. Okay, apparently the gentleman from
Delaware is recognized for 5 minutes.

Mr. CARNEY. I would like to thank my colleagues on this side for
allowing me to go, and I want to thank the gentleman from Dela-
ware. I used to be down there when you first came in. I am up here
now.

Mr. CORDRAY. I wasn’t sure who was going to end up asking the
question.

Mr. CARNEY. I want to thank you for coming in and for your
great work. I have a number of questions, some of which you and
I have spoken about before.

Mr. CORDRAY. Yes.
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Mr. CARNEY. But I would like to talk just about a couple, and
maybe follow up with your staff on the others. You and I have
talked before you were confirmed about non-bank lending, and the
focus there, particularly on payday lending, subprime lending, that
kind of thing. Could you just highlight a couple of things that you
think we need to continue to do that you are not satisfied with yet,
with respect to those lenders—those non-bank lenders?

Mr. COrRDRAY. When you say “we,” do you mean what I think
Congress needs to do?

Mr. CARNEY. No, I mean you.

Mr. CORDRAY. We need to continue—

Mr. CARNEY. You at the CFPB.

Mr. CORDRAY. Yes. So, I think there are, as there are throughout
the mortgage market, and all the lending markets, competing con-
siderations. One is, we need to make sure that some of the abuses
that did occur, no question about it, and they were part of what
helped to create problems, both for the mortgage market and the
economy, occurred in the subprime market, that those don’t recur
again.

Our ability-to-repay rule is designed to root out some of those
practices. The yield spread premium provision, and the mortgage
loan originator rule that we discussed a little bit ago, are also de-
signed to address those. It is important for us to monitor as we go,
and hear from the market and make sure that we are actually ad-
dressing this problem appropriately.

At the same time, there is an access to credit issue, and it is an
access to credit issue for low and moderate-income Americans,
much of which falls in the subprime market that we need to be
mindful of as well. So, it is something of a delicate balance.

We try to address that by being very accessible and hearing from
lots of different points of view, and also having access to the kind
of data we have talked about today, but it is critically important,
if we are going to do—

Mr. CARNEY. —and it would be more so as we try to reform our
housing finance system and to keep credit available for folks who
have difficulty getting it—

Mr. CORDRAY. I agree.

Mr. CARNEY. So I appreciate your attention to that. In a related
issue, mortgage foreclosure prevention, there was a piece on public
radio this morning that you may have heard, that talked about
people who get themselves underwater, if you will, not getting ac-
cess to the Federal programs to help them. Have you looked at that
problem? I know it is something that has been on your radar.

Mr. CORDRAY. Yes, definitely, the underwater mortgage issue,
which of course is more of an issue in some parts of the country
than others, and more pronounced in some parts of the country
than others has been a major problem with economic recovery.

First of all, the problem is easing a bit, month by month, as the
housing market has recovered. There are millions of Americans
who had been underwater, who have come out and gotten their
heads back above water, but there are still millions who are not
yet.

Mr. CARNEY. What about this access to some of the Federal pro-
grams? The idea was that the servicers or the banks were fore-
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closing before they had an opportunity to avail themselves maybe
of something that would help.

Mr. CORDRAY. Yes, yes. There have been ongoing changes being
made in both the HAMP program, and the HARP program, which
we don’t have direct jurisdiction over, we have jurisdiction over the
mortgage servicers, so there is an intersection there, changes being
made in FHA programs and others to try to address the under-
water mortgage problem.

It is a difficult problem. There is no easy fix, by any means. But
there is continuing attention to it. We are paying attention to it.
I don’t really have more to say, other than that we are all working
toward the day where we have addressed that problem sufficiently
and the market has recovered to the point where it is more man-
ageable, and it is not—

Mr. CARNEY. One of the issues that I have been trying to work
on, particularly over the last several months, is college afford-
ability. And I notice that you have done some reports on student
loans and private lenders in that regard. Is there something there
that jumps to mind?

One of your reports was more generic in terms of the effect that
it is having on the ability of those young adults to purchase in the
economy. What else in terms of the structure of the loans?

I have heard from a lot of students and families, frankly, that
they didn’t really know what they were getting into. I think part
of it was maybe they weren’t paying attention to the fine print or
what have you. What have you found there, if anything?

Mr. CORDRAY. There are a variety of problems there. First of all,
it is a more than $1 trillion issue in this country now. It is very
significant. It is something we need to—

Mr. CARNEY. It is killing our young people, just—

Mr. CORDRAY. And it is killing them. It is driven in part by los-
ing control over tuition costs, which is an issue that goes well be-
yond the CFPB.

Mr. CARNEY. And the bigger problem, in my view, that is the big-
ger problem. But I just—

Mr. CORDRAY. Yes. But in terms of us, we have been noting, and
increasing numbers of Federal policymakers are noting, the domino
effect of this, that the student loan albatross around young people’s
necks is keeping them out of the housing market, and it is keeping
them out of starting businesses or starting a family.

Mr. CARNEY. My time is up, but this is something that hopefully
I can follow up on with you and your staff.

Mr. CORDRAY. Absolutely.

Mr. CARNEY. I appreciate it. Thanks very much for your good
work.

Chairman HENSARLING. The time of the gentleman has expired.

The Chair now recognizes the gentleman from Missouri, Mr.
Luetkemeyer, for 5 minutes.

Mr. LUETKEMEYER. Thank you, Mr. Chairman.

And, Mr. Cordray, I appreciate your comments earlier, your testi-
mony with regards to the ATM bill, which I was a lead sponsor on
last year, that managed to get through. And now, we have the pri-
vacy bill that is sitting in the Senate.
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So if you are anxious to help in that regard, we sure wouldn’t
oppose a phone call or a letter or some sort of something to get the
Senate on the ball there, to help us along with that.

Mr. CORDRAY. Okay. And I will say, I do find the things we tend
to focus on most immediately are also things that Congress is fo-
cused on most immediately. And if Congress addresses an issue, we
are always happy to see that. If it needs to be us who addresses
it, we are happy to do that and work with you, either way.

Mr. LUETKEMEYER. Thank you very much.

I would like to follow up on a couple of things that have been
discussed a little bit with regards to online lenders. It is come to
my attention, with the number of banks that have called, as well
as a number of online lenders that have called our office, that the
FDIC is really coming down on the banks who have online lenders
who have accounts and clearing their third-party payments
through them.

In the Wall Street Journal the other day, there was a comment
made by a Department of Justice spokesman who said, “they in-
tend to choke online lenders off from the very air they need to sur-
vive.”

Are you aware of this activity going on by the Department of
Justice and the FDIC to choke online lenders off from the very air
they need to breathe, to survive?

Mr. CorDRAY. I don’t know about that characterization. I am
aware, and there is work going on to try to understand the rela-
tionship between online lending, which, as I indicated before, is a
very difficult law enforcement problem, because it tends to be bor-
derless, and how that relates to the involvement and responsibil-
ities of financial institutions.

Mr. LUETKEMEYER. Mr. Cordray, your agency, if I am not mis-
taken, is primary over all these nonbank lenders. From the regu-
latory side?

Mr. CorDRAY. I don’t know if we are primary. We have jurisdic-
tion over non-bank lenders, yes.

Mr. LUETKEMEYER. You are the primary regulator—

Mr. CORDRAY. —also has some involvement. The State attorneys
general have involvement. State banking regulators, and—

Mr. LUETKEMEYER. But you are the primary Federal regulator.

Mr. CORDRAY. Yes, with the FTC.

Mr. LUETKEMEYER. Are the FDIC and the DOJ coordinating with
you with regards to these efforts that they are undertaking to force
online lenders out of banks?

Mr. CORDRAY. We pretty much coordinate with the FDIC, the
OCC, and the Fed on—

Mr. LUETKEMEYER. So they are coordinating with you, then, on
these efforts?

Mr. CORDRAY. There is work going on, and we are trying to work
with a broad range of partners, some of—

Mr. LUETKEMEYER. So you are aware, and you are working with
them to get the online lenders out of the banks. Is that correct?

Mr. CORDRAY. Again, trying to characterize the objective is one
thing. We are working to try to understand how the online lenders
work—
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Mr. LUETKEMEYER. It is pretty simple. They just have a business
model, like every other business that is online, where they use the
banks as a clearinghouse for their transactions.

Mr. CorRDRAY. That is right, but if they are making loans that
are illegal, or if they are making loans where they are not licensed
to make loans, then that is a business model that we don’t want
to endorse.

Mr. LUETKEMEYER. From the banks I have talked to and the on-
line lenders I have talked to, that is not the problem. I am not here
to support the bad actors. What we have is a problem where there
is this blanket policy, as the DOJ spokesman has indicated, as the
FDIC, with the way they are carrying out their activities, they are
out there to just get rid of them, period.

And to me, I guess my question would be, what is your stance
on online lending? Are you here to get rid of all these online lend-
ers as well?

Mr. CORDRAY. My stance on online lending, as with all lending,
is that it should be done legally; it should be done by folks who are
licensed and qualified to do it. It should be done in compliance with
Federal and State law.

Mr. LUETKEMEYER. So your stance would be, then, if they are li-
censed and they are behaving according to the laws, then you
should have no problem with them being in business.

Mr. CORDRAY. Anybody who is behaving according to the law, is
behaving according to the law. And our job is to make sure that
is happening.

Look, I know you get this. You were both a bank official and also
a bank regulator. So, you have been on both sides of the table.

That is our job, to make sure they are complying with the law.
But we have to investigate and understand the—

Mr. LUETKEMEYER. Mr. Cordray, I appreciate the fact you did
your homework. The problem here is you also have a—also don’t
need to be punitive in the way that you take action against these
people if they are behaving in a business-like manner, according to
the law, we don’t need to be punitive about this and drive them out
of business. That is my concern.

One of the things that we are discussing with these online lend-
ers is a national charter that would give you the ability, and then
whoever, wherever we land with this charter, the ability then to
enforce it on a national basis.

Would you support something like that?

Mr. CORDRAY. You are talking about a national charter for—

Mr. LUETKEMEYER. For online lenders.

Mr. CorDRAY. For online lenders?

Mr. LUETKEMEYER. Yes. That way, you don’t have to, that would
alleviate the State-by-State-by-State situation, where you—

Mr. CORDRAY. Yes.

Mr. LUETKEMEYER. —making it, according to this law, that rule,
this rate or whatever.

Mr. CorDRAY. You know, I—

Mr. LUETKEMEYER. —support something like that?

Mr. CorDRAY. I don’t know what to say about that. The online
problem, unfortunately, is a bigger problem, because some of the
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online lending is coming now from outside the borders of the
United States.

Mr. LUETKEMEYER. The question, then—this is a way to solve the
problem. I just asked a simple question, do you support it or do you
not?

Mr. CorDRAY. I would have to look at that and think about it.
I don’t have a position for you today.

Mr. LUETKEMEYER. Okay.

Chairman HENSARLING. The time of the gentleman has expired.

The Chair now recognizes the gentleman from California, Mr.
Sherman.

Mr. SHERMAN. Thank you, Mr. Chairman.

I want to pick up on Mr. Luetkemeyer’s comments. And, again,
he and I have carried this bill to eliminate unnecessary privacy no-
tifications.

Mr. Cordray, is there any way that you could, in effect, imple-
ment, that bill without legislation, through regulation, or do we
have to rely upon the House of Lords—I mean, the United States
Senate—to move on that?

Mr. CorDRAY. We have been working on this issue and looking
at it. And it has risen to the top of our list of streamlining things
that we hear a lot about from community banks and others, and
we tend to agree, as is often the case in the consumer space, there
is often more disclosure than the consumer benefits from, but it is
burdensome.

So our sense is that there is quite a bit we could do by regula-
tion. It may or may not be everything that Congress wants. Con-
gress can always do whatever they want within the Constitution.

I would be happy to have more conversations with you. But I
think we think we could make considerable headway—

Mr. SHERMAN. I will ask you to do all you can to deal with this
through regulation, and do all you can to get the Senate to move
on the bill.

Mr. CORDRAY. Let me say two things—

Mr. SHERMAN. We in the House have passed it through this com-
mittee and through the Floor 3 times.

Mr. CORDRAY. Let me say two things. We would be happy to
work with you and have you understand our thinking about what
we can do by regulation, and see if that falls short of what you are
trying to do by legislation.

We are also happy to work with you if you are working on legis-
lation to think about how to craft that and whether there are par-
ticular technical issues or so forth with which we could help you.

Mr. SHERMAN. I know the gentleman from Missouri and I look
forward to working with you on this.

Mr. CORDRAY. Either way. Yes.

Mr. SHERMAN. The next issue is that some credit rating agencies
are tagging homeowners as if they went through a foreclosure sim-
ply because they did a short sale.

Now, a short sale is not an A-plus, smiley face, financial institu-
tion thing on your record. But it is not a foreclosure.

What can you do to make sure that the credit rating agencies say
a foreclosure is a foreclosure, and just because you began the fore-
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closure process and went into a short sale does not mean that you
have a foreclosure on your record?

Mr. CorDRAY. Thank you for the question. As you know, we
worked on this quite a bit this summer. It is a complicated issue.
It involves lots of different actors.

We could have walked away from it and said, “Well, we can’t
solve it ourselves,” but we thought it was important to address it.
It is wrong for people who are not foreclosed on—when we are ac-
tually encouraging short sales and public policy is encouraging
short sales—to then be tagged with a foreclosure in their credit
records.

We worked very closely on this issue. It has been a success story
for us with Fannie Mae, and with the credit reporting agencies, to
get processes changed and fixed so that this will no longer be a
problem. It was a very complicated undertaking, and I am happy
to report that we were able to push and pressure for progress,
working significantly with Senator Nelson and others.

And I am pleased with the work our staff did, which was great
work, hard work, and important work.

Mr. SHERMAN. You are pleased that the hard workers—is this
problem solved, or you are just moving in that direction?

Mr. CoRrRDRAY. No, the problem is being solved. It involves
changes in the computer processes of Fannie Mae and one of the
credit reporting agencies, and they are making those changes, and
they have committed to making those changes. And we are moni-
toring to make sure the changes are made correctly.

Mr. SHERMAN. My final issue is remittances, which are important
in my district. A number of banks and credit unions have looked
at the new regulations and decided to just get out of the remittance
business.

What can you do to keep a high level of competition and at the
same time protect consumers?

Mr. COrRDRAY. Several things. First of all, there is a high level
of competition in the remittance area. And it is an area where tech-
nology is changing it dramatically. Prepaid cards are now a method
of remitting money. Phones may be a method of remitting money
in some areas. Online and PayPal and other things are methods of
remitting. So there is a lot of competition in this space, and it is
hard to separate out all the cause and effect.

We did go back after—we had finalized that rule at a time when
we were reluctant to think of further changes. Industry came to us,
and they said they had three significant problems.

They had a problem of being responsible for errors when they
didn’t do anything wrong. They had a problem with trying to un-
derstand what fees were being imposed in some other country that
they didn’t control. And they had a problem with having to be able
to understand and report taxes that might be imposed at several
different levels in other countries and were not transparent to
them.

We went back and reopened the rule and made changes specifi-
cally to address all three of those concerns. And we have heard
very little further anxiety around anything that we can do oper-
ationally to make the rules work.



45

I know there will be some unease since this is now an area that
has consumer protections, and it didn’t before so, that imposes
some costs and there will be some change in the market but we are
open to hearing more from people if they have specific concerns.

Chairman HENSARLING. The time of the gentleman has expired.

The Chair now recognizes the gentleman from Michigan, Mr.
Huizenga.

Mr. HUIZENGA. I appreciate that, Mr. Chairman.

And Mr. Director, thank you for your time.

I have a couple of things; I think I am going to save them for
the end about college tuition and about the online loan situation
that my friend Mr. Luetkemeyer was talking about.

But I want to touch a little bit on QM rules. As you know, cur-
rent QM rules have included affiliated title insurance and that 3
percent points and fees trigger. Unaffiliated title insurance is not
included in that, however, and since title insurance rates are filed
by underwriters and approved at the State level, is there really any
reason to differentiate between affiliated versus unaffiliated title
insurance?

Mr. COrRDRAY. Thank you for the question. It has been raised to
me by a number of folks and raised to our staff by a number of
folks, including the folks at Quicken Loans who are affected by
this. They have told us—

Mr. HUIZENGA. If I can make the—I am from Michigan, by the
way—

Mr. CORDRAY. Yes.

Mr. HUIZENGA. —we can get into a little debate about Michigan
and Ohio, the auto building and cars, from your earlier answer, but
yes, Michigan is home to Quicken, it is home to Flagstar, it is also
home to my former real estate firm that I was affiliated with,
Woodland-Schmidt, which has its own title insurance, Fivestar and
Lighthouse Insurance, so it is big, but it is also small. And they
are all being pinched by this.

Mr. CORDRAY. Yes.

So the 3 percent points and fees was imposed by Congress in the
law. We had to try to figure out how to apply it, which we did.
There is a—

Mr. HUIZENGA. Would you support changing it?

Mr. CORDRAY. —pretty strong statement in the law. There are
two sides to this, right? There are affiliates where there was some
abuse of steering people and potential payments being made and
so forth and then there are other affiliates where it is very much
an efficiency and a synergy that creates.

So we did our best to sort of write the rule within an under-
standing of those polar opposite views of affiliates both of which
have some validity. We are happy to think further about these
things in response to that request. I have begun talking to our staff
about whether title insurance is different because it is regulated.

Mr. HUIZENGA. It certainly seems to me that it would be, and I
fail to see the true benefit to the consumer if title insurance is pur-
chased through an affiliated or unaffiliated, and my colleague from
New York, Mr. Meeks, and I are sort of leading that charge with
House Bill 1077 which was included within the Path Act as well.
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Mr. CorDRAY. We would be happy to work with you to provide
technical assistance if you are looking at—

Mr. HUIZENGA. I would like your support, frankly. If this is some-
thing on which we need a determination, and we need to figure out
why if something is regulated by the State and has a cost attached
to it, we are actually penalizing people who can deliver it more effi-
ciently, in my view. So, I appreciate your looking further at that.

Mr. CORDRAY. I understand the question, yes, and the issue.

Mr. HUIZENGA. Okay, I look forward to that.

The other element that I had, and I was glad to hear you say—
I think I wrote down this quote accurately—that in response to
some of the discussion about student loans, losing control of tuition
costs which is beyond the CFPB, so I am glad, Mr. Chairman, we
have found an area that is beyond the control of the CFPB.

Mr. CORDRAY. We are not as powerful as people seem to think.

Mr. HUIZENGA. You are still pretty darn powerful, because I am
concerned about that as well. We have to have parents and stu-
dents, and as a father of a couple of high schoolers and with more
following, I am keenly aware of that, and I just want to make sure
that we are not going in and shooting the messenger.

As parents are making decisions and the students are making
decisions, they need to have their eyes wide open, there should not
be anything hidden from them, but at the same time, the system
shouldn’t be penalized for providing opportunities for them to go
after college educations that they are looking for whether they real-
ly truly believe that they need to be going to the Ivy League versus
maybe the community college, that is another thing.

And then I do have lastly in my last little bit here, as Blaine
Luetkemeyer was talking about, I am a bit concerned about an un-
even playing field being created if 50 percent of all online lending
occurs offshore and we are going to start putting in regulations
that are really going to be hampering ours but I am curious specifi-
cally, do you count the Native American reservation-based compa-
nies that are doing this as well as “offshore?”

Mr. CORDRAY. What do you mean, “count?”

Mr. HUIZENGA. Would you categorize them as offshore or beyond
your control?

Mr. CorDRAY. No, they are not beyond our control. I think it is
well-established in Federal law that the Federal Government can
regulate tribal business activities affiliated with Tribes.

There is some question whether States can do so and so it has
been a somewhat difficult area. But that is different from outside
of the United States which is a particular jurisdictional problem,
which mirrors the one I described as Ohio attorney general when
people would lend from other States and would not necessarily be
licensed in our State, that is the problem.

Chairman HENSARLING. The time of the gentleman has expired.

Mr. HUIZENGA. Thank you, Mr. Chairman.

Chairman HENSARLING. The Chair recognizes the gentleman
from Texas, Mr. Green.

Mr. GREEN. Thank you, Mr. Chairman.

I thank the ranking member, as well.

And I thank you, Mr. Cordray, for appearing today.
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I want to compliment you on your fine job that you are doing,
and I look forward to working with you. I do have a couple of con-
cerns that I would like to call to your attention. As the ranking
member indicated, over our district work period—and I do empha-
size “work period,” not “break;” there seems to be a misunder-
standing about that we do. Over the district work—

Mﬁ" CORDRAY. I don’t misunderstand it. I know how hard you
work.

Mr. GREEN. Thank you.

Mr. CORDRAY. Yes.

Mr. GREEN. Over the district work period, as she indicated, many
of us decided that we would visit some of the community banks,
smaller banks. I visited at least three of them, and upon visiting
with them, I was amazed at some of the things that were presented
to me.

To be very honest with you, the term “paperwork” is a nebulous
term until you have an opportunity to see what “paperwork” actu-
ally looks like from the point of view of a smaller bank, an institu-
tion which has one person, possibly multitasking, doing more than
one thing within the bank, all proper of course.

But after having this opportunity to visit with the smaller banks,
many of whom keep loans on their portfolios, I am absolutely con-
vinced, Mr. Cordray, that they need some help. And I am going to
work with the ranking member to do all that I can to provide them
some assistance.

But I just want to add my voice to her voice in letting you know
that I believe that there sincerely, really is a problem that needs
our attention for the smaller community banks. So in the weeks
and months to come, perhaps we will talk to you more about it.

I did ask that they provide proposed solutions, so at some point
I will start to get these proposed solutions in. I will visit with the
ranking member before passing them on, but I hope that we will
be able to help you at least with some thoughts as to how we might
provide some degree of help for them.

Now moving to several things that have been called to my atten-
tion, the second appraisal for the smaller lenders, loans that are
maintained on portfolios under $250,000, how are you proposing to
address this concern that has been raised?

Mr. CorDRAY. First of all, Congressman, I very much hear your
point of view about the smaller institutions, community banks and
credit unions. I have said time and again, they really were not at
all causes of the financial crisis and we should not be oppressive
in our responses in how they may affect their operations.

So we did draw special provisions, that I mentioned earlier to the
chairman, for the Qualified Mortgage rule. Smaller creditors who
make loans and keep them in portfolio, the kind you just described,
are deemed to be Qualified Mortgages regardless of the other as-
pects of that rule and have a safe harbor from litigation which is
designed to help them feel confident in continuing to make the
kinds of loans they make that work very well and support our com-
munities. So, that is essentially how we are trying to address that.

I am always interested to hear more from the smaller institu-
tions, that is why we have a Credit Union Advisory Council, and
that is why we have a Community Bank Advisory Council, so that
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we can know how we are affecting them, which otherwise we don’t
know, because we don’t examine them directly. Anything you want
to pass on to us or any way we can hear from you about what you
are hearing, we are probably hearing it already, but just in case,
we would like to have you share it—

Mr. GREEN. Thank you.

Let me move forward to sophisticated borrowers and the home-
ownership counseling. Many of these persons have net worths that
are fairly substantial if you are a sophisticated borrower, has there
been any thought given to how you will address these persons and
their homeownership counseling requirements?

Mr. CORDRAY. Are you talking about unsophisticated borrowers
or—

Mr. GREEN. I actually I am talking about those who happen to
be high net worth.

Mr. CORDRAY. Oh, I see.

Mr. GREEN. Yes.

Mr. CorDRAY. High net worth borrowers?

Mr. GREEN. Yes, sir.

Mr. CorDRAY. That doesn’t generally seem to me to be an area
of great concern at the Bureau. What we saw recently is the jumbo
loans being made to higher net worth borrowers are actually being
offered now at an interest rate in the market surprisingly and his-
torically below that for other borrowers.

So high net worth borrowers generally take care of themselves
very well and institutions serve them. We have no problem with
any of that of which I am aware.

Mr. GREEN. Is there a requirement of counseling for a high net
worth borrower?

Mr. CORDRAY. I am not familiar with that, but I would be happy
to get back to you.

Mr. GREEN. Thank you.

Chairman HENSARLING. The time of the gentleman has expired.

The Chair now recognizes the gentleman from Wisconsin, Mr.
Dufty.

Mr. Durry. Thank you, Mr. Chairman.

And Director Cordray, welcome to the committee room and the
hearing.

I want to focus on data. We have touched on that a little bit
today. I want to go back to that conversation and give you an op-
portunity to tell the committee how many Americans you are col-
lecting their financial debt on—how many Americans do we have
that you collect on?

Mr. CORDRAY. So again, and I have tried to give this answer sev-
eral different times.

Mr. DUFFY. I am looking for a number, how many Americans?

Mr. CorDRAY. Okay.

It is not the way the question can be answered.

Mr. DUFFY. Let me—

Mr. CORDRAY. Do you want me to try to answer it?

Mr. DUFFY. Do you have a number?

Mr. CORDRAY. Okay.

Mr. DUFFY. Do you have a number?

Mr. CorRDRAY. Three different buckets of pieces—
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Mr. DUFFry. All right.

Mr. CORDRAY. —there is consumer complaint data, a couple hun-
dred thousand—

Mr. DUFFY. So some are bringing it directly to the supervisory
capacity. How many Americans do you collect from here?

Mr. CorDRAY. Okay, we don’t collect directly from any Americans
in a supervisory capacity—

Mr. DUFFY. So—

Mr. CorRDRAY. We go to institutions and we work with the insti-
tutions to understand how they are affecting their customers.

Mr. Durry. How many institutions collect from Americans—how
many Americans are collected for you through these third-parties?

Mr. CORDRAY. Okay.

So, we oversee approximately 110 large banks and a few credit
unions with assets of $10 billion or more. They have significant
customer base—

Mr. Durry. Mr. Cordray, how many Americans? That is my ques-
tion for you. Give me an answer.

Mr. CORDRAY. That is not the way the work is done, sir. It is like
asking me, what color is this song. That is just not quite the same
thing. So—

Mr. DUFFY. Let us go to credit cards. How many actual credit
cards are you collecting on Americans—credit card data, credit card
information?

Mr. CORDRAY. So, three different ways. One would be they may
come to us with a consumer complaint. That would—

Mr. Durry. Mr Cordray, listen, I think America wants to know
a number of how many you are collecting. And you are giving me
a lot of explanation, but I want an answer of how many credit
cards does the CFPB collect data on?

Mr. CorDRAY. Okay. We don’t collect any data from individuals
about their credit card accounts, other than those who come to our
consumer response functions. What we do is we go to credit card
issuers who we are required to oversee and make sure they are
complying with the law. And we need to look at their institutions
and their practices to see if they are complying with the law.

b AlI{ld by the way, some of them have not—and we have gotten
ack—

Mr. DUFFY. Do you monitor credit card accounts? Do you monitor
credit cards through your agency or through any of your third
party contractors any credit card accounts?

Mr. CORDRAY. And that is the third bucket, okay? So, consumer
complaint, supervision, and then market monitoring. On the mar-
ket monitoring, as we have indicated before, and—has indicated to
you, we are gathering sample data on the credit card market.

Mr. Durry. I am going to reclaim my time for a second. Mr.
Antonakes was asked these questions. You were asked these ques-
tions by the Senate Banking Committee. And you came today ill-
prepared to give us numbers on the number of Americans who
have their financial transactions and data collected by the CFPB.

Mr. CORDRAY. So, what I am fully prepared to do is to give you
explanations of how these programs work—

Mr. DUFFY. And what I think America deserves is the trans-
parency that you promised.
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Mr. COrRDRAY. Okay. So again—

Mr. DUFFY. And you are not giving us that transparency.

Mr. CORDRAY. Again, what we are delivering for consumers on
credit cards is enforcement actions—

Mr. DUFFY. I am asking the questions, so would you give me the
names of the banks, the financial institutions for which you—

Chairman HENSARLING. The time belongs to the gentleman from
Wisconsin.

Mr. DUFFY. You are not going to give me a direct number. I am
fine with that.

Mr. CorDRAY. Okay.

Mr. DUFFY. Stonewall me.

Let us talk about financial institutions. Will you give me the
names of the financial institutions for which you collect financial
data on Americans? Will you give me those names?

Mr. CORDRAY. Okay.

Mr. DUFFY. Yes or no?

Mr. CorDRAY. What we are collecting is—your question, I just
need to correct the premise of the question.

Mr. Durry. Will you give me the information on—

Mr. COorDRAY. We are collecting data on how those institutions
i:omply with the law. And they haven’t always complied with the
aw.

Mr. Durry. Would you give me the names of those banks?

Mr. CORDRAY. All right. There are 110 large institutions—

Mr. Durry. Reclaiming my time, do you want to answer my
question?

The claim for transparency, Mr. Director, isn’t being met. So let
me say this, I am going to ask you this. The American people don’t
know what the CFPB is doing. And if you look at another agency,
it is called the NSA. And they collect information about Americans’
phone records.

America has said, “My phone company has information about my
phone records. But, man, am I outraged when the Federal Govern-
ment takes that information from me.”

You are here to protect consumers, and you are taking this finan-
cial data that they have said it is okay for the financial institution
to have, and you are taking it and you are not giving them any
transparency about the information you are taking, how much you
are taking, or from whom you are taking it.

And that is incredibly frustrating. Why don’t you just level with
us? We have asked you these questions over and over again. And
you come in and you stonewall. You try to explain. But never do
we get answers. Never does America get answers.

Mr. CorDRAY. Look, I understand that you want to make a
speech and I appreciate that, but there is no comparison between
the NSA and the CFPB.

Mr. DUFFY. Oh, there is.

Mr. CORDRAY. It is a false comparison.

Mr. Durry. Oh, no—

Mr. CorRDRAY. We are doing work to protect the consumers—

Mr. DUFFY. Do you have numbers for me?

Mr. CORDRAY. Six million consumers have benefited—

Mr. DUFFY. Do you have numbers for me?
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Mr. CORDRAY. —and many more will benefit.

Mr. DUFFY. Do you have names of banks or numbers of con-
sumers who had their data collected—do you have those numbers
or those names?

Mr. CorRDRAY. There are 110 banks, okay? I can name a number
of them. We are looking at credit card matters at Morgan Chase.
We are looking at credit card matters at Bank of America. We are
looking at credit card matters at Capitol One. We are looking at
credit card matters at Discover, American Express, all of the big-
gest—

Mr. Durry. Now, America knows that those are the greatest—

Mr. COrRDRAY. And we are going to make sure that they are com-
plying with the law—

Chairman HENSARLING. The time of the gentleman has expired.

1'11‘he Chair now recognizes the gentleman from Minnesota, Mr.
Ellison.

Mr. ELLISON. Thank you, Director Cordray. And congratulations
on your confirmation.

Mr. COrRDRAY. Thank you.

Mr. ELLISON. And thank you also on behalf of so many Ameri-
cans who have benefited from the good work of your agency. I be-
lieve there is a total of $432 million being directly refunded to more
than 6 million consumers because of your work.

You have had to endure criticism regarding data and I think
questions that people want answered, but I think the 6 million peo-
ple whom you helped get refunds are pretty happy about the work
you are doing. So many proclamations made in the name of Ameri-
cans, but those 6 million are Americans, too.

For example, the members of the United States military who
were refunded about $6. 5 million due to deceptive car loans. They
are Americans and they are glad that they got their money back.

I happen to have a very close relative who is an 18-year-old en-
listed member of the Army. And every time he walks outside that
base, he sees those low terms. I don’t want him to get financially
caught up. And because of your work, he won’t be or is less likely
to be.

Also, Capital One paid about $210 million because they engaged
in deceptive credit card practices. What is in your wallet? The
CFPB has a little bit more left in Americans’ wallets than would
have been if you guys hadn’t had acted. And also, the CFPB has
fined 4 private mortgage insurance companies for more than $15
million for alleged kickbacks.

So, I don’t begrudge my colleagues at all for asking questions of
concern to themselves or their colleagues. That is fine. That is
what Congress is all about. But I just don’t want it to be lost that
literally millions of Americans and millions of dollars have been re-
funded because of your good work. In fact, I don’t claim that the
CFPB couldn’t work better. Maybe it could. But I do believe that
you guys are off to an awesome start and you are operating as we
contemplated.

And T could tell you this, there is no such thing as a Republican
or Democrat consumer fraud. They happen in everybody’s district,
all over this country, all the time. And no matter how you voted
in the last election and no matter how you plan to vote, if you are
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getting full measure for your dollar, then the CFPB is well-justi-
fied. And I thank you for the work that you are doing.

I just also want to note that there are issues that we want to in-
quire about. And before my time runs out, I do want to just get to
one of them. One of the things that I am concerned about is the
credit-invisible. These are folks who aren’t banked at all.

But what we have learned, and what has come to my attention
is that if cell phone records and utility bills were able to be count-
ed, then maybe some of these people could get a score and might
be credit-visible.

And therefore, that could improve their lives, reduce the cost of
purchases, and even employment, which might hinge upon a good
credit score. People might be able to acquire that. Could you talk
a little bit about how you see this issue? And if anything, what the
CFPB is doing about it or might do about it?

Mr. COorDRAY. Thank you, Congressman. It is an important area,
an interesting area. There are a lot of people who make a lot of
payments in their lives, and they don’t seem to get much credit for
it when it comes to positives showing up in their credit report or
boosting their credit score.

It is an issue we are very interested in. We have been studying
the impact of remittances, which is one of the kinds of payments
some people make very steadily and very persistently, how that
could affect credit scores. The same, as you say, with utility pay-
ments, rent payments, and the like.

There are some interesting pilots and models out there to try to
figure out how we can do this better. Because, frankly, up to now,
the credit reports tend to reflect only certain kinds of credit that
tend not to be as common among low- and moderate-income Ameri-
cans. And so, it is something of a skewed picture of the market.

So, it is a good line of inquiry and one that we are interested in
and happy to work with your staff on.

Mr. ELLISON. Yes, me and Democrats and Republicans, the bi-
partisan bill that we have, we would love to get your technical as-
sistance on it, because we would like to help people improve their
financial outlook.

Mr. CORDRAY. Yes.

Mr. ELLISON. And again, I do want to encourage you to go after
that student loan thing. This is a big, big deal. You mentioned the
overhang on individual students and families. What about the mac-
roeconomy? We are expecting those kids to go out and buy refrig-
erators one day.

Mr. CORDRAY. Yes.

Chairman HENSARLING. The time of the gentleman has expired.

The Chair now recognizes the gentleman from Ohio, Mr. Stivers.

Mr. STivERs. Thank you, Mr. Chairman.

Director Cordray, I want to congratulate you on your appoint-
ment. My questions are around three areas that are all around the
theme of transparency. You were congratulated for your trans-
parency, and I want to talk to you about three things on trans-
parency. One is the Inspector General, and then some information
on advisory panels, and then activities.
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First, with regard to your Inspector General—and if you can give
me brief answers to the first two questions. They are kind of yes-
or-no questions.

Mr. CORDRAY. Sure. Okay.

Mr. STIVERS. Is your Inspector General solely dedicated to the
CFPB? Yes or no?

Mr. COrRDRAY. We share an Inspector General with the Federal
Reserve.

Mr. STivERS. With the Federal Reserve.

Mr. CORDRAY. We are within that system.

Mr. STIVERS. And is your Inspector General Senate-confirmed?

Mr. CORDRAY. I actually don’t know, offhand, the answer.

Mr. STIVERS. The answer is no, and I didn’t mean to answer your
question for you. But—

Mr. CORDRAY. Okay. Fair enough—

Mr. STIVERS. I guess given what Representative McHenry, the
chairman of our Oversight Subcommittee, talked about earlier with
regard to Ideas42, some stuff that has been in the paper with—
data. I don’t want you to comment on either of those particular pos-
sible conflicts. But I believe an independent, Senate-confirmed In-
spector General is important because of the challenges of account-
ability of this agency with regard to having a budget that is not
part of the normal appropriations process, and then not having a
board. Boards normally preserve the rights of the minority view
and then give a voice for that.

And so, given those things, I think it is really important that you
have a separate Inspector General who is focused on you, who is
Senate-confirmed. And if you can give me brief comments on that.
I don’t want to get you sideways with your current Inspector Gen-
eral or anything.

Mr. COrRDRAY. I would just say two things on the Inspector Gen-
eral. We have an Inspector General. We share with the Fed, but
a very strong I.G., strong staff, and they have been working to im-
prove our operations and are doing so in a number of respects.

Whatever Congress provides is what we will carry out. And it is
true of all of our oversight provisions, the numerous audits we’re
subject to; the mandatory testimonies both here and in Senate
Banking and FSOC veto and other things.

Mr. STIVERS. Great.

Mr. CorDRAY. You know—

Mr. STIVERS. Thank you.

So, the other thing I want to focus on is advisory panels. And you
mentioned earlier that the CFPB doesn’t know a lot yet about pay-
day lending, doesn’t completely understand it. You have done some
White Papers on it.

But you got a letter signed by 30-some members of the committee
here. Then, I know you got a letter from at least one Democrat who
is very prominent, and holds a position outside the Congress, say-
ing you should consider having an advisory panel.

And I know Section 1014 of the Dodd-Frank Act actually requires
you to have this consumer advisory board or—and you have set up
one for credit unions. You have set up one for community banks.
That is great.
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But because you are, essentially, the sole Federal regulator or
the primary sole—Federal regulator for non-bank financial institu-
tions, and because you can potentially regulate them out of busi-
ness as was referred to earlier, it would be great if you would try
to set up some type of advisory panel. And even if you set up one
that had diverse interests—because I know you talk about—

Mr. CORDRAY. Yes.

Mr. STIVERS. When you and I talked, you talked about—you have
credit bureaus. You have student loans.

Mr. CORDRAY. Yes, that is right.

Mr. STIvERS. You have other financing agencies. But if you set
up one as a voice for non-bank financial institutions, even though
there would be disparate interests at the table, it would be great
for you to have that input and feedback.

So I guess that is more of an urging than anything. I would ask
you to consider that. If you want to make a brief statement, I have
one more thing I want to talk about really quickly.

Mr. CORDRAY. Yes, that is fine. Look, I have responded to the let-
ter. It is a—we have the Credit Union and Community Bank Advi-
sory Councils because they fill a hole. We don’t examine them. We
don’t see them day to day. We are constantly dealing with the non-
bank focus.

We do have examination authority. So we are working with them
day to day. That is what felt different to me. I am happy to talk
with you further and—

Mr. STIVERS. Maybe we can talk offline a little bit about it. The
last thing is more of an activities warning. It has come from mul-
tiple sources. Mr. Campbell talked about it. Mr. Luetkemeyer
talked about it.

Sometimes, the activities you do target financial activities that
you might not like, whether it is specific types of car loans or on-
line lending, they can actually—if they are products that con-
sumers demand, your activity can actually result in credit alloca-
tion that hurts borrowers. And I am really concerned about that.

And I want to focus on one piece of it. Do you think it is appro-
priate to have non-written guidance that, basically, tries to force
people, force businesses to not have a banking relationship without
any due process? Because I think that is what is happening with
online lending.

Mr. CORDRAY. I am not understanding. Forcing—

Mr. STIVERS. Okay, so—

Mr. STIVERS. It is not you. It is the FDIC—

Mr. CORDRAY. Yes.

Mr. STIVERS. —that is twisting some banks’ arms saying, “Don’t
bank these particular types of companies.” And if they are fol-
lowing State laws; should that happen? Shouldn’t we make sure
that—and you stated it earlier—

Chairman HENSARLING. Very brief answer, since the time of the
gentleman has expired.

Mr. CorDRAY. If people are following all the laws, then there is
not a problem. If they are not following all the laws, I understand
that is what people are looking into. And there may be, obviously,
a distinction between the financial institutions following the law,
whether the online lender is following the law, and what they know
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about each other. Those are the complexities we are all trying to
work through.

Chairman HENSARLING. The time of the gentleman has expired.

The Chair now recognizes the gentlelady from Ohio, Mrs. Beatty.

Mrs. BEATTY. Thank you, Mr. Chairman, and Ranking Member
Waters.

Again, thank you, Mr. Cordray, for being here. And let me join
others in congratulating you on your confirmation and also receiv-
ing the bipartisan accolades prior to your confirmation on your cre-
dentials and character.

I have three questions also. Certainly, as you are aware, the At-
torney General in Ohio has taken an extremely aggressive ap-
proach to scrutinizing the consumer credit reporting companies for
failing to investigate and correct. And, certainly, we all know how
important credit reports are.

He went so as much to go on record and drew attention not only
from national media, but “60 Minutes,” in saying he thought they
were breaking the law. And there is an article, Mr. Chairman, I
need to enter into the record.

Chairman HENSARLING. Without objection, it is so ordered.

Mrs. BEAaTTY. That happened in August, around the last week of
August. Let me just say how much I appreciated your immediate
response to that, coming out with your release in strong words of
holding them accountable. So I wanted to thank you for that.

I also, before I ask my two questions to allow you enough time
to answer, wanted to say I really appreciate your deliberate detail
in somewhat lessly, but historical answers. Because there are at
least a dozen of us who were not here July 21st of 2011 when your
agency went into effect from Dodd-Frank.

And as we move forward, especially since a lot of my colleagues
on the other side of the aisle have wanted us to move the needle,
it is very much appreciated that you help educate us on where we
were.

Secondly, had you had the opportunity to be here before when we
were going through some of those questions and issues, I think we
would have been served. Unfortunately, you were not invited and
not here. And I appreciate your bipartisan responses to some of the
questions.

Let me move forward. For many, financial literacy—as you know,
we made many changes in Ohio through your leadership. I would
like to go on record in bipartisan support to say that I would like
to join Mr. Stivers in working with you on financial literacy. Be-
cause I think as we look at our young folks, they are the economic
engines of the future for financial growth.

My question that I would like an answer to from you is on the
Office of Minority and Women Inclusion (OMWI). As you have
heard repeatedly on this side of the aisle, our ranking member,
Congresswoman Maxine Waters, defined break for us, i.e., work.
So, we have had the opportunity to work through that break.

Mr. CORDRAY. Yes.

Mrs. BEATTY. And even most recently, had the opportunity to
have a mini town hall meeting with those new Directors of OMWIL.
So having a big interest in what happens with small businesses as
a small business owner, can you help us when we talk about
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women and minorities and Federal contracts of how you propose to
help us increase those numbers and make a difference?

Mr. CorRDRAY. Yes, so thank you for that question. Thank you for
all your comments.

On the Office of Minority and Women Inclusion (OMWI), which
is what OMWI represents, first of all, I am very pleased and have
developed a deep respect for the OMWI at the CFPB, whom you
met the other day, maybe met before, former commissioner of the
EEOC and really very thoughtful about the work that we are doing
in this area.

There are three areas of work. The first is hiring practices at the
different Federal agencies. The second is contracting practices at
the different Federal agencies. We have been very mindful of that,
and we have made some changes in our own human capital and
procurement processes to reflect some of that input.

And the third is the issue of diversity in the financial services
industry itself, which is a broader issue. There are not any compul-
sory tools that have been given to the agencies to effect that. And
it feels to me that is going to be a cooperative effort back and forth
between the agencies and the industry on that front.

We are just working to—I think we are finalizing a memo-
randum of understanding with standards within the next month or
two, maybe one month. And we will move forward from there. But
we are very mindful of our obligations here. We take them seri-
ously, and I think it is going to be interesting and important work.

Mrs. BEATTY. Thank you.

And, Mr. Chairman, I actually yield back my time.

[laughter]

Chairman HENSARLING. The gentlelady from Ohio is setting a
fine standard for this committee.

[laughter]

The Chair now recognizes the gentleman from Pennsylvania, Mr.
Rothfus.

Mr. RotHFUS. Thank you, Mr. Chairman.

And congratulations, Director Cordray, on your confirmation.

A recent survey from the Independent Community Bankers of
America (ICBA) reveals that more than 10 percent of the commu-
nity banks are indicating that they are going to get out of the mort-
gage lending business due to the QM rule. How does the fact that
thege Qbanks will be exiting this market help increase access to
credit?

Mr. CORDRAY. First of all, I am not familiar with this survey, al-
though I will now look for it. You say it is an ICBA survey?

Mr. ROTHFUS. Yes.

Mr. CorDRAY. Okay. It would be unfortunate, in my mind, if
community bankers who had been making loans, typically, accord-
ing to a very responsible underwriting model that is safe and sound
and often performed extremely well, even during the worst eco-
nomic crisis of our lifetimes, were to stop making mortgages be-
cause they have some anxiety around the rules that I think is not
justified.

The smaller banks, as I said, we have a special provision to cover
them so that they make loans and keep them in portfolio. They are
Qualified Mortgages with a safe harbor from litigation. It would be
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a bad business decision if they were to leave that money on the
table and not make those loans.

Mr. RoTHFUS. Yes, I think it is important that you reach out to
the—

Mr. CorDRAY. I know. They need to know. Some of them don’t
seem to know that yet.

Mr. RoTHFUS. If I could just talk a little bit about some trans-
parency issues. We are coming up on a very sad anniversary in this
country in November—

Mr. CORDRAY. Yes.

Mr. ROTHFUS. —with the death of President Kennedy. And one
of the things I have always heard about his Administration was the
call to public service. Indeed, you look at some of his words, “Let
the public service be a proud and lively career. And let every man
and woman who works in any area of our national government in
any branch at any level be able to say with pride and with honor
in future years, ‘I served the U.S. Government in that hour of our
Nation’s need.”

And, of course, we all remember, “Ask not what your country can
do for you. Ask what you can do for your country.” President Ken-
nedy also told the American people to ask of those in public service
the same, to hold them to the same high standards of strength and
sacrifice that we ask of the American people.

There was an ad on the American Bankers Web site from the
CFPB, advertising employment. “Not satisfied with your day to
day? Why not give public service a try? Take your private sector
skills and put them to good use at the CFPB. Make a difference
without compromising premium salary and benefits. Now hiring:
all levels of our supervisory team.”

There are 741 staffers at the CFPB: 61 percent make a six-figure
salary; 111 staffers make more than $179,000; 56 employees make
more than $199,000; and 14 make more than $227,000, which is
how much the Vice President of the United States gets paid.

Does the CFPB pay bonuses in addition to these salaries?

Mr. CORDRAY. So, first of all—

Mr. RoTHFUS. Does the CFPB pay these people who are making
the six-figure and higher salaries bonuses? Yes or no?

Mr. CORDRAY. We have had limited supplemental pay adjust-
ments—

Mr. RoTHFUS. Okay, so would that be a bonus?

Mr. CORDRAY. I don’t consider it a bonus.

Mr. RoTHFUS. Okay, do you know what the top enforcement at-
torneys make at the Department of Justice?

Mr. CorDRAY. I know that they are on a different pay schedule
than the independent Federal agencies, but I don’t know what they
make.

Mr. ROTHFUS. And do you know that the people who have those
top enforcement jobs at the Department of Justice could be making
a lot more money on the outside?

Mr. CORDRAY. And I believe many of our people could be making
a lot more money on the outside as well.

Mr. ROTHFUS. But they are making more than the attorneys at
the Department of Justice, is that correct?
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Mr. CoORDRAY. Different people make different amounts at dif-
ferent levels that have—

Mr. RoTHFUS. Do you know what the top salaries are for the peo-
ple at the Consumer Product Safety Commission?

Mr. CORDRAY. Again, the Federal banking agencies are on a dif-
ferent pay scale than the GS scale. One of the things that I want
to note, it is very important here. Our statute requires us, it re-
quires us, this is the law of the land that we are bound to follow
that we are to have a pay scale comparable to that of the Federal
Reserve. Last I checked on our statistics, we were 1 percent lower
in average salary than the Federal Reserve, so we are complying
with the law—

Mr. ROTHFUS. But who sets your salary, Director?

Mr. CORDRAY. I beg your pardon?

Mr. RoTHFUS. Who sets your salary?

Mr. CorDRAY. Congress.

Mr. RoTHFUS. Congress sets the salary.

Mr. CORDRAY. And it is lower than many of the people at the
agency, but I am willing to do that to—

Mr. RoTHFUS. Would you support legislation that sets guidelines
for what salaries at the CFPB should be?

Mr. CorDRAY. Congress has set those guidelines so they specifi-
cally provided in our statute, that, like the other Federal banking
agencies, we would be on a pay scale, and that wouldn’t—

Mr. RoTHFUS. Would you oppose legislation that would make the
pay scale be comparable to the enforcement people at the Depart-
ment of Justice?

Mr. CorDRAY. Again, I don’t know what level you are talking
about, apples-to-apples comparison. I am happy to have our staff
talk to your staff about pay if that is an issue for you. But we are
just following the law. We are trying carefully to follow the law.

Mr. RoTHFUS. Thank you.

Chairman HENSARLING. The time of the gentleman has expired.

The Chair now recognizes the gentleman from Washington, Mr.
Heck.

Mr. HEck. Thank you, Mr. Chairman, and Ranking Member
Waters. Director Cordray, I want to pick up on the line of inquiries
made by Congressman Green and others, namely the relative layer
of regulatory burden on small institutions. I actually don’t think
this is rocket science. I think it is axiomatic. Small institutions run
on people. Big institutions run on processes. And fairly understand-
ably, the CFPB’s regulatory approach is geared to processes.

So given what you had said earlier about there being a lack of
culpability on the part of smaller banks and credit unions to con-
tribute to the economic crater we experienced, is there anything
else that you can do that would ease that regulatory burden to en-
able them to continue to be a part of the rich fabric, the financial
institutions that offer services to consumers?

Indeed, is there anything you can even say that would help, I
think virtually everyone on this committee, feel better that you
really get this? Indeed, Director Cordray, if you want to take today
to announce a new initiative in this regard and make news, please
feel free.
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Mr. CORDRAY. So thank you, Congressman, and I think there are
things that I can say that are important. First of all, I have never
worked at a big financial institution. That is not my background.
It is of some, and it is an important experience that some bring to
the Bureau and bring to this Congress.

I am from a small town in Ohio. I grew up there. I commute from
there now which gives me an appreciation for all of you who com-
mute from all over the country and you go 3 time zones as I under-
stand. That is above and beyond. And we did that because we want
to serve this country, and we take pride in having a role in helping
lead this country.

In terms of the smaller banks, they are the backbone of the econ-
omy in many parts of America. We have a unique small banking
system in this country that is not replicated in Europe. It is not
replicated in most countries around the world.

A banker told me recently that he had been in China and they
were very curious about, “How could they set up a bank, a system
of 7,000 or 10,000 small banks?” It is not easily done. It required
decades and decades of work.

It is important for us to preserve that system, because I know
in many small towns, if the local bank or local credit union is not
providing that credit, bigger banks aren’t going to come in and do
it. I was taken by your initial comment, which I think is exactly
right. Larger institutions tend to work on processes, and smaller
institutions on persons, who often exercise a lot of discretion and
judgment.

The way they have exercised that discretion and judgment his-
torically has been sound and responsible and deserves our respect
and our admiration. It is a model that performed well through the
worst financial crisis of our lifetimes, and continues to perform
well.

We are trying to figure out where we can make special exemp-
tions and special provisions to recognize that model and encourage
it and not oppress it with a slew of rules that they don’t necessarily
need to meet because they were not part of the problem.

We will continue to do that and I meet regularly with them, to
hear from them, both the State institutions, State-to-State associa-
tion level, individual institution-level, the ICBA, credit union
groups, and also our advisory council.

It is something that I mean for this agency to be able to point
to as a success and not as a failure, and I appreciate your input
to help us accomplish that.

Mr. HECK. Please hear us, it is universal.

Mr. CORDRAY. Yes.

Mr. HECK. Maybe quickly, on the QM, I have the sense that you
had gone back and done a retrospective analysis of how many loans
made in the last few years would have been enabled or allowed
under the QM.

But I am actually more curious, especially given the decision on
QRM as to whether or not you have gone back and done any anal-
ysis retrospectively on how many loans would not have been al-
lowed in the years of a run up to the crater, and whether or not
you think that it would have helped us, materially helped us avoid
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bursting that bubble by having fewer people placed in loans for
which they probably shouldn’t have been?

Mr. CORDRAY. Yes, two points. First, your question is, how can
we continue to monitor how the mortgage market may be affected
by our rules, and make sure that we are not having undue effects
of the kinds the chairman has referenced that we don’t want to
have.

We have to have data and information in order to do that. There
is no substitute for it. If you cut us off from having information
about the markets, we won’t do a very good job, and you will justly
criticize us for that. In terms of this issue in particular, the QRM
is a rule that we are not involved in writing.

There seems to be a growing proposal by the other agencies now
to conform that significantly to the Qualified Mortgage rule, which
I assume is a complement to that rule. We will continue to work
with the other agencies to help them get that right in their judg-
ment. It is not our rule, it is their rule, but we are happy to con-
tinue to work with them on it.

Chairman HENSARLING. The time of the gentleman has now ex-
pired. The Chair recognizes the gentleman from South Carolina,
Mr. Mulvaney.

Mr. MULVANEY. Thank you. Mr. Cordray, in looking over the re-
ports, something jumped out at me, which was the section regard-
ing the amount of money you had requested from the Federal Re-
serve for the first quarter of this year.

It said that as of December 31st, you had requested—Federal Re-
serve filling $136.2 million to fund your operations. But later on in
the same document, it says that you only spent $85.9 million. What
did you do with the extra $50-odd-million?

Mr. CorDRAY. We make quarterly requests to the Federal Re-
serve.

Mr. MULVANEY. I know what you do, and again, I am not trying
to cut you off. I really just want to have a conversation.

Mr. CORDRAY. I know.

Mr. MULVANEY. I am not going to give speeches. What did you
do with the extra $50 million?

Mr. CorDRAY. I know how it works. Yes, what I am saying is,
you need to look at it over time. Some quarters we are asking for
more because we spent more before. Some, we are asking for less
because we spent less before. It is an ongoing thing, and it is a rea-
sonable answer—

Mr. MULVANEY. —and that is why I went back to look at 2011
and 2012.

Mr. CORDRAY. Yes.

Mr. MULVANEY. In leading up to your question for 2013—in 2011,
you asked for $161 million and spent $123 million.

Mr. CORDRAY. Yes.

Mr. MULVANEY. In fiscal 2012, you asked for $343 million and
only spent $299 million before you asked for $136 million versus
only spending $85 million in the first quarter of 2013. So by my
calculations, going back to the beginning of your existence, you
have asked for roughly $135 million more than you have spent. I
want to know where the money is going?
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Mr. CORDRAY. Let me say a couple of things. First of all, I hope
you understand, there is a challenge to creating a new agency out
of nothing. We had no agency, no personnel, no structures, any-
thing in July of 2010. We are about 3 years old now.

We have had something of a pattern in the early phases of the
Bureau as we have been building up, of underspending. In part, be-
cause we had anticipated a hiring trajectory that has been slower
than we intended—

Mr. MULVANEY. How long do you expect it to be before your quar-
terly requests start to line up more closely with your quarterly ex-
penditures?

Mr. CORrDRAY. I think they are beginning to line up more closely
now. The other piece I want to mention is—

Mr. MULVANEY. I don’t have the second or third quarter numbers
in 2013, but how closely did they line up, say for your most recent
request?

Mr. CorDRAY. Okay. So the other piece that I wanted to get out
on the table is, we are leasing a building that is apparently in need
of substantial renovation—

Mr. MULVANEY. I understand all that.

Mr. COrRDRAY. And we have had timing issues where we have re-
quested funds for that, and then the renovation wasn’t able to pro-
ceed yet, so some of those numbers have looked larger than they
have turned out to be. That is the other piece.

Mr. MULVANEY. Your authority to ask the Federal Reserve for
money seems to come from Section 1017 which gives you the right
to, “an amount determined by the Director to be reasonably nec-
essary to carry out the authorities, et cetera.” Okay, that is the
statutory authority for your ability to go request money from the
Federal Reserve. If anybody thought that your request was unrea-
sonable, who could make that challenge?

Mr. CorDRAY. I think we are subject to oversight by the Con-
gress right here. You are the only—

Mr. MULVANEY. No, the only oversight we have on your spending
is the caps that are set every single year as a percentage of the ex-
penses of the Federal Reserve, so I am asking you, has your Inspec-
tor General ever asked you about the relationship between the size
of your requests and the size of your expenditures?

Mr. CorDRAY. We are subject to a GAO audit every year. We are
subject to an additional outside audit every year. This is all the law
of the land. We are subject to Inspector General—

Mr. MULVANEY. I don’t care about that. Has anybody ever asked
you that question?

Mr. CorbpRrAY. I think that question has been asked several
times, actually in these hearings, it has been asked before, because
people want to make sure, just as you are legitimately, and very
validly, as far as I am concerned, asking now. How is our spending
matching up with our budget—

Mr. MULVANEY. And the reason I ask, Mr. Cordray, is because
the money comes directly from the Fed, and because the Fed remits
its extra earnings back to the Treasury, this is money that comes
straight off of the bottom line. This is money that would go to re-
duce the deficit that you all are sitting on. Again, my calculations,
roughly $135 million plus interest.
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Mr. CORDRAY. Yes. Again, there has been some underspending
issues around the hiring trajectory and also the timing of building
renovations that will smooth over time. As for us, we are like every
other banking agency, but we have a hard cap on our budget which
the others do not have.

Mr. MULVANEY. Are you operating under a specific plan to run
up the amount in that account?

Mr. MULVANEY. How large do you expect that amount to be?

Mr. CorRDRAY. I expect that as soon as the building renovations
get under way, I am sorry to say, because I would rather spend $0
on it, much of that will be—

Mr. MULVANEY. Good, because that will happen some time.

I want to follow up very briefly now on something that Mr. Green
and Mr. Heck both asked about the smaller financial institutions.
My understanding is that you have some primary authority over
the larger, and then some secondary authority over some of the
smaller institutions of less than $10 billion.

Tell me, sir, how you handle your rule-making, your oversight
authority differently for the small institutions versus the large
ones, and the specific example I am interested in, there is the pro-
hibition on financing credit insurance premiums which I under-
stand rules now apply the same for the large institutions versus
the small. So tell me how you treat those two institutions dif-
ferently in that particular circumstance.

Mr. CoORDRAY. The institutions are treated differently in part
under the law because we don’t have any authority to examine any
institutions with assets of $10 billion or less. So we have no exam-
ination teams that go in, we are just not part of that. It is a very
significant difference and its one that I understand people lobbied
hard for in the Dodd-Frank Act.

In terms of how we write our rules, as I indicated in several re-
spects, we have tried to take account very carefully of the smaller
creditors and their particular needs and the fact that a few employ-
ees can’t bear the same compliance burden as a 200,000 employee
institution, as some of the larger ones are or even larger.

In terms of the things, it is something that we are trying to be
careful about all the time and that is why we have Credit Union
and Community Bank Advisory Councils to help with that.

Chairman HENSARLING. The time of the gentleman has expired.

The Chair now recognizes the gentleman from Colorado, Mr.
Perlmutter.

Mr. PERLMUTTER. Thanks, Mr. Chairman.

Mr. Cordray, equanimity and perseverance are the two words
that come to mind watching you today. I appreciate the fact that
you have been very mellow under certain cross-examination and
also for being here as long as you have been.

I have three points I want to make.

The first involves the title insurance question that you received
from er. Miller using the word “optional,” title insurance being op-
tional.

I just suggest that you remain—that the document be silent that
we 1in the Federal Government are not mandating title insurance
but in virtually every real estate transaction, if you have a lender
and a borrower, title insurance is going to be required, and if you
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are fortunate enough not to need a lender, you certainly don’t want
some hazardous waste pipeline going across your property that you
don’t know about. So, I would just suggest you get rid of the word
optional.

Mr. CORDRAY. Okay.

Mr. PERLMUTTER. Secondly, on Qualified Mortgages, I think that
the Bureau is in kind of a dilemma here with its 43 percent debt
to income ratio and the potential that those loans remain either
with the credit union or with the small bank or with the original
mortgage lender because they cannot now be sold in the secondary
market which will then really reduce their liquidity, and what I
fear is that lower-income borrowers are going to be, in effect, red-
lined out of borrowing.

And so, there is a potential for discrimination at the same time,
trying to have legitimate underwriting criteria in place, and I
would just ask that your Bureau really look at that closely because
I have had a number of complaints now from small banks, credit
unions, and other lenders that they feel like they are in an impos-
sible position.

Mr. CORDRAY. Yes.

Look, I would just say that I think it is going to be very impor-
tant to us, and we made a commitment to monitor the effects of
these mortgage rules as we go and as the market continues to
evolve. And if there is GSE reform or other significant changes in
the market, we are all going to have to think about how those af-
fect the application of some of these rules.

That is again, I just want to stress this again, that is why having
the information and data about what is actually going on in the
mortgage market is so critical to us being able to do that success-
fully and making sure that things aren’t going off the rails. We are
also going to be required to review these rules within 5 years, that
is in the law and consider updating or changing them as appro-
priate once we have more experience with them. Again, we won’t
be able to do that if we don’t have the information necessary to
have a—

Mr. PERLMUTTER. I, for one, want you to have the data, you need
the data to be able to do this right.

Mr. CORDRAY. Yes.

Mr. PERLMUTTER. But I think this one, you better watch it close-
ly from the get-go because—

Mr. CORDRAY. Fair enough.

Mr. PERLMUTTER. —I think it is going to be a problem.

Mr. CORDRAY. Fair enough.

Mr. PERLMUTTER. The third thing, and it is a subject that has
not come up yet today, is marijuana and banking. And the reason
I bring it up is that in your position at the CFPB, and then you
also sit on the FDIC Board or one of the other financial boards, we
now have two States that allow for adult use of marijuana, being
Washington and Colorado, and 20 States that have medical mari-
juana, so 22 States out of the 50 where there is some use of mari-
juana and under the banking regulations whether it is credit
unions, banks, the ability to provide financial services has been
questioned by some.
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And if that is a consequence, everything goes to cash. And when
it is cash, you have public safety problems. I think you were Attor-
ney General in your role, you could see that. People are going to
be more subject to robbery, obviously fraud, you can’t follow the
money. From a tax point of view or from any kind of audit trail
kind of a point of view.

So, this matter came up before the Senate Judiciary Committee
a couple of days ago, the Attorney General and their office has
said, look, we understand that there is a banking issue here. We
have sent, Denny Heck and I have sent you a letter on this subject
and we would like for you to really be on it because we think this
is a public safety issue. We now have 22 States, something that has
to be addressed.

And with that, I yield the balance of my time to the ranking
member.

Mr. CORDRAY. Do you want me to make a brief statement on
that, because when you first raised the issue of marijuana and
banking, I was a little surprised, and then I recalled the letter
which I did see, and that there are some legitimate law enforce-
ment and financial issues here that we will be glad to take a look
at. I am from Ohio, and we are not one of those States, so it is not
as front and center in my mind as maybe it is elsewhere.

Mr. PERLMUTTER. But the law enforcement piece would be.

Mr. CORDRAY. Yes.

Mr. PERLMUTTER. I now yield to the ranking member.

Ms. WATERS. Thank you.

I was hoping I would have a little bit more time because I think
you have been so rudely interrupted on any number of issues that
you really didn’t have time to respond. I don’t have any time to
really give you so we will get with you to make sure that we get
that information from you.

Mr. CorDRAY. Look, I just wanted to say, I understand this is
oversight. I take it very seriously. It is important to me. I under-
stand Members feel strongly about certain issues and sometimes it
is not easy for me to give a simple answer to a question about a
complicated matter.

I hope people can understand and respect that and I know that
can be frustrating. That is not my intention, not my purpose, and
I am happy to continue to work with you to see that you have the
oversight that you want and need.

Chairman HENSARLING. The time of the gentleman from Colo-
rado has expired.

The Chair now recognizes the gentleman from New Mexico, Mr.
Pearce.

Mr. PEARCE. Thank you. Mr. Cordray, congratulations and condo-
lences on your confirmation.

I represent New Mexico, and 50 percent of the loans in New
Mexico for housing are for trailer houses, so when your agency ex-
cluded balloon loans, it made it very difficult to loan money on
houses that are—if they are misused, they actually deteriorate, fall
down in 4 or 5 years, so the balloons were common practice and
you have made that very difficult. Any prospects of changing that?

Mr. CorDRAY. Thank you, Congressman, and this was an issue
that we worked hard on to try to give more latitude in the rural
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or underserved areas. I come from an area of Ohio that I consider
rural. There is a farm across the road but I have come to under-
stand that in western States, rural really means something quite
different from my experience.

Mr. PEARCE. That would bring up then the second point—

Mr. CorRDRAY. Yes and so—

Mr. PEARCE. —I will show you a map.

Mr. COrRDRAY. That is right.

Mr. PEARCE. Yes, so this is New Mexico.

Mr. CORDRAY. That is right.

Mr. PEARCE. We have 2 million people in the same size geo-
graphically as the northeast where 55 million people live in that
same size area. Now if you look over here in this corner here, that
is Luna County. It is about 2,500 square miles, which makes it
larger than Rhode Island and Delaware, and it has 25,000 people,
which means that we have 8 people per square mile. In New York,
for instance, you have 27,000 people per square mile, and they are
being treated the same here.

There is one road north and south, one road east and west, and
the one town sits right in the middle and they are being treated—
so this definition of rural and underserved somehow doesn’t play
out—Cibola County right here goes over to the Arizona border, it
is 6 people per square mile and they are not declared rural in your
definition.

Mr. CORDRAY. Yes, let me just—because I think I can lance the
boil on this.

I have seen a similar map for Ohio, and as soon as I saw the
map, I realized we didn’t get that right. What we did then was we
put in a 2-year moratorium on that. We have given everybody com-
fort and security for 2 years that this will not be a problem for any-
body in any of those counties for the next 2 years and it—

Mr. PEARCE. How many home loans fall in the 2-year—O0- to 2-
year category, sir?

Mr. CorDRAY. No, no, no for 2 years, this does not take effect.
That is what we have done. We have pulled that back—

Mr. PEARCE. So they could make 100,000 loans, and for 15 years
iQ;nd they wouldn’t have to reconsider those loans. Anything done

ere—

Mr. COrRDRAY. No, no, no, no. For 2 years, we have completely
solved this problem. No lender has to worry about this for anything
they are doing for the next—

Mr. PEARCE. I am asking about the loans that are made during
this 2-year period that extend beyond the 2-year period.

Mr. CORDRAY. Oh that; any loans they make in the next 2 years,
this is not a problem.

Mr. PEARCE. That is—

Mr. CORDRAY. We have pulled it back.

Mr. PEARCE. —my question.

Mr. CORDRAY. And during those 2 years, we are going to recon-
sider this and redo that definition in a way that is more aligned,
and we are happy to talk to you and your staff as we go. That is
back off the table and is going to be reconsidered. It is not a prob-
lem for people in part because of the input we got from people that
you are talking about.
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Mr. PEARCE. The general prevailing direction—we had Ms.
Kelley here in this committee room on May 21st, and then she
came in on July 10th to visit personally with us. We still haven’t
heard any answers. I know you haven’t had quite enough time to
answer some of the things that have come in August, but this is
now dating back to May and July and still no answers on these
things.

Mr. CORDRAY. But—

Mr. PEARCE. I understand that when you declare that banks are
going to be okay, they don’t have to follow QM if they hold things
in their portfolio, understand that the portfolio of the average bank
in New Mexico is 70 days.

That means we can lend money for trailer houses for 70 days,
then we have to wait until those pay off. So when you treat these
areas of the west the same way that you treat Wall Street, under-
stand that you have a war on the poor that is going on.

That is who suffers access to credit and access to being able to
borrow money just to get into some used trailer house. And so, the
one-size-fits-all has been disadvantageous to us there in the poor
rural areas.

Some of the counties in New Mexico got $14,000 per capita in-
come. So as you make your rules, and again, it would have been
nice to get answers from Ms. Cochran before now. We had a good
dialogue on this very thing.

You gave high praise to community banks, but understand it is
the community banks who are telling me that they are probably
just going to shut down and go out of business because of the
CFPB. That is what I am hearing across the State.

And so with your high praise for them, understand that your
rules are the ones that are probably going to choke off the banks,
and no one from Wall Street is ever going to come to New Mexico
and lend money for a trailer house.

Mr. CorDRAY. We will make it a point—I know we have spoken
before—to reach out to New Mexico community bankers associa-
tions and get the word to them. I don’t think that smaller lenders
should be making a decision to get out of this market.

I think it is a bad business decision. But I want to make sure
that they understand that some of these anxieties are not, in fact,
accurate and that we are working to continue to address—Ilike that
rule thing was not done correctly by us. We pulled it back. We are
going to rethink it.

And we are avoiding creating that problem. If there are other
things you bring to our attention, we will listen to those, as well.
I do realize, as you say, the West is different in—

Chairman HENSARLING. The time of the gentleman has expired.

The Chair now recognizes the gentleman from Illinois, Mr.
Hultgren.

Mr. HULTGREN. Thank you, Mr. Chairman.

And thank you, Director. I appreciate you being here.

I had a question about—and I know it is a challenge in govern-
ment to have good staff and to keep good staff. I read recently in—
I guess it was a little while ago, back in June—the American Bank-
er said though some turnover was expected, the sheer number of
senior officials leaving worries bankers. They wonder who will fill
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these vacancies and how the new management will treat the indus-
try.

I think there is a real concern about the number of people leav-
ing your organization, the CFPB, but also real concern over who is
taking these positions. The other thing that I am very concerned
about is the expertise and uncertainty of people who are serving in
these positions of not really knowing details of the industry and not
having a background in the industry.

I also know there was, back in 2012, a questionnaire that asked,
“How satisfied are you with the training you receive from your
present job?” At the CFPB, only 38.8 percent of CFPB employees
agreed that the training they received was sufficient.

I have talked to my bankers. I have talked to some small or me-
dium-sized banks around the country. And what I have heard is a
frustration. They have been in this industry for their entire life-
time. They want predictable, understandable regulation and regu-
lators who understand.

One of the quotes I heard from one of the bankers was, “It is
very frustrating when I have been in this business for decades, and
someone who was playing Hacky Sack on the quad 2 years ago is
now regulating my bank.”

I have some questions.

Mr. CORDRAY. Somebody who what?

Mr. HULTGREN. “Was playing Hacky Sack on the quad 2 years
ago now is a regulator over my bank.” That is a concern I have
heard over and over again. So I wondered if you could respond to
that, the exodus of senior management, and then also the apparent
lack of training and having qualified people to serve in these im-
portant roles.

Mr. CORDRAY. Sure. First of all, and there has just been some re-
porting on this that has been off-base. The notion that there is
some massive exodus of senior officials at the CFPB is just wrong.
We have turnover at the CFPB, as every organization does, but our
retention level has been quite high. The turnover level is quite low.

There are people who come and go from time to time. And when
they go, they are replaced. And we are finding that the people we
are replacing them with are of equal quality, as good or better. We
get hundreds of resumes for every opening. And we have actually
been able to recruit quite effectively.

Mr. HULTGREN. Let me just jump in there. What I am hearing
is that is not the case, at least that is not the perception of the peo-
ple who are being regulated. Let me switch gears here because I
have another question. I know you are working on one more major
mortgage rulemaking, the merging of RESPA and TILA mortgage
disclosures into one document.

And the proposed rule was over 1,000 pages and will affect ev-
eryone involved in a home purchase: home-buyers; lenders; and
REALTORS®.

As I understand it, given how much technical work must go into
getting every system updated and ready, I would like to think it
would be impossible to have this rule implemented before January
15th. Is that true? Why or why not?

Mr. CorDRAY. It was a special mortgage rule in the sense that
Congress required us to do it, but didn’t give us a deadline, which
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told us that Congress wanted it done, but not quite on the same
priority maybe as some of the other rules.

We will now finalize that rule later this year. We will give an
implementation period for that I think will be sufficient for indus-
try. And we are talking and listening closely to what they have to
say about that. We recognize that is going to require a fair amount
of systems and process changes. And that will lag behind the
changes that they are making for January—

Mr. HULTGREN. So there will be a delay in implementation re-
quirements—

Mr. CORDRAY. It is not even finalized yet, that one, unlike all the
others. And when it is finalized, there will be a period of time to
recognize they need to finish implementing this rule and then have
ample time to bring that into effect.

Mr. HULTGREN. Getting very specific on this, I know one of the
requirements the Bureau’s RESPA-TILA proposal is to require all
disclosure forms to be in machine-readable record format. I wonder
if you could tell me what that means, what is the purpose of ma-
chine-readable forms? While I understand and appreciate that this
will help the Bureau in examination, convergence to these systems,
as you can imagine, will be incredibly costly for small lenders, es-
crow agents, and title companies.

I wonder what efforts you are taking to help minimize the cost
burdens on this rule on small businesses?

Mr. CORDRAY. Yes, thank you for the question. Just as you are
hearing about that, we are also hearing about it. We are trying to
think about exactly what purpose that serves and to what extent
those benefits are worth the burdens.

Obviously, the point I know is to create some uniformity so that
there can be more comparison, more analysis, and more under-
standing of the market. Whether that is all appropriate or needs
to be done now is something that we are looking at.

Mr. HULTGREN. My time is just about done. I hope you will look
at cost-benefit analysis. That doesn’t happen enough in this. And
it absolutely is having an impact on small businesses.

Thank you, Mr. Chairman. I yield back.

Cl&airman HENSARLING. Okay, the time of the gentleman has ex-
pired.

The Chair now recognizes the gentleman from Florida, Mr. Ross.

Mr. Ross. Thank you, Mr. Chairman.

Director Cordray, I want to talk to you about payday loans or ad-
vanced products, deferred presentment providers. How do you feel
about those particular products?

Mr. CORDRAY. About payday loans?

Mr. Ross. Yes.

Mr. CORDRAY. So, as with all small-dollar loans—and there are
different ways of providing it: car title loans; pawn brokers; and
others—they are a mechanism for credit that some people find ab-
solutely necessary to meet particular situations. They are often a
very high-cost loan. We did a White Paper that we published in the
spring that analyzed this market pretty carefully. I think some—

Mr. Ross. Let me ask you about that White Paper, the April
24th White Paper of this year.

Mr. CORDRAY. Yes.
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Mr. Ross. The detail of the data that you utilized for that, have
you released any of that yet?

Mr. CorDRAY. We did publish the paper.

Mr. Ross. But the data upon which the paper relies, and the
data that you collected to write the paper, have you released any
of that?

Mr. CORDRAY. I am not certain that we can. There is a certain
amount of—

Mr. Ross. Why can’t you? There is not a privacy act out there
to prevent you. What privilege would you assert—

Mr. CorDRAY. What we are talking about is business informa-
tion. There may be proprietary and trade secret issues there. There
may be—it was provided to us in confidence on the understanding
it wouldn’t be published, could affect the competitive position of the
companies. There is just some concern—

Mr. Ross. But did it take into consideration just a one-time user
of a payday loan as opposed to a frequent or repetitive user of a
payday loan?

Mr. CorDRAY. We did, in fact.

Mr. Ross. But did it take into consideration all States and their
programs that they have here?

Mr. COrRDRAY. We did, in fact, yes.

Mr. Ross. The Web site that you have on payday loans has a
particular graphic that says, “Would you pay—would you take a
taxi across—cross-country trip?” And it discusses the median loan,
payday loan of $350. The medium number of transactions per year
is 10. The data—the conclusions here are based on the data from
your White Paper? Is that—

Mr. CORDRAY. I believe so, yes.

Mr. Ross. Don’t you think that the integrity of your report, the
White Paper itself is going to be somewhat tarnished as a result
of not disclosing the data?

Mr. COrRDRAY. Look, we can’t always disclose the data. What we
can do is analyze it and provide the conclusions.

Mr. Ross. So is it my understanding that you are going to refuse
to disclose the data?
hMr. CORDRAY. Actually, I will have my staff get back to you on
that.

Mr. Ross. Thank you.

Mr. CORDRAY. But—

Mr. Ross. I appreciate that.

Mr. CORDRAY. —there are proprietary trade secrets—

Mr. Ross. I understand that.

Mr. CORDRAY. —issues, competitive issues—

Mr. Ross. That is being—

Mr. CORDRAY. —be harmed by disclosing that data, you would
not want that, I would not want that.

Mr. Ross. I agree with you. But you would also agree though
that there is a market out there for payday loans that is not being
met by traditional bank or lending institutions.

Mr. CORDRAY. There is a market for payday loans—

Mr. Ross. And—

Mr. CORDRAY. —it is a multibillion dollar market—

Mr. Ross. Yes. And if we—
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Mr. CORDRAY. —there are other ways to meet that demand too.

Mr. Ross. —overregulate the good players to where they get out
of the market, where is the demand going to go? Most likely, it will
go offshore. Most likely, it will go on the Internet. You are not
going to eliminate the demand just because you eliminate the sup-
ply.

Mr. CORDRAY. There is actually data on that because there are
13 States that basically bar payday loans because they don’t allow
lending above a 36 percent rate of interest, which is a pretty
healthy rate of interest.

Mr. Ross. Good point, and I want to talk to you about rate
States—

Mr. CORDRAY. Okay.

Mr. Ross. —that deals with payday loans because when I was in
the legislature in Florida, we addressed this. We have by far the
best regulatory scheme. We address every issue and I would ask
you to please take a look at how we addressed Florida and if I
might just share with you—

Mr. CORDRAY. Actually, I could help you on that. Drew
Breakspear is your current superintendent of banking and he pro-
vided us with their steps after we did our White Paper, they took
the data and analyzed it for Florida in particular and provided us
with that so we could see how those provisions you are talking
about are unique in Florida.

Mr. Ross. And how did that turn out, do you recall?

Mr. CORDRAY. It was similar results to what we had in our re-
port, maybe slightly better numbers in some respects because of
some of the rollover and other types of constraints in Florida, but
it was an interesting analysis and it was a good example of how
they could use our approach, analyze their own data, provide it to
us and then we could have a comparison. It was very helpful.

Mr. Ross. For example, in your warning here that you say that
the median fees paid for more than $457, repeat borrowing often
results in a cycle of debt, typical APR on a $350 loan is over 300
percent based on your report.

Now if you look at Florida, Florida limits their borrowing to $500
per loan. They may have only one outstanding at a time, the max-
imum fee, the interest rate is 10 percent plus a $5 verification fee.
I wish that was as good on my credit cards.

They even have to wait 24 hours after they pay off the loan be-
fore they can go get another loan. The minimum loan is 7 days, the
maximum is 31 days. All I am suggesting to you is that there is
a system that works.

It works effectively, it meets the market demand, and I would
only ask that you please take a look at that and use that as your
model as you go into the payday loans.

Mr. CorDRAY. I thank you, and actually the Florida data was
very helpful in making a comparison and helping us make judg-
ments about what may work or not work around the country, and
I just want to emphasize this point again, that without the data,
we can’t have any idea what to do about this product. We have to
have that data and Florida provided it, we have our own, and it
is very, very helpful to getting this right.

Mr. Ross. Thank you.
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Mr. CORDRAY. Thank you.

Chairman HENSARLING. All Members have been heard.

I would like to thank Director Cordray for his testimony today.

The Chair notes that some Members may have additional ques-
tions for this witness, which they may wish to submit in writing.
Without objection, the hearing record will remain open for 5 legis-
lative days for Members to submit written questions to this witness
and to place his responses in the record. Also, without objection,
Members will have 5 legislative days to submit extraneous mate-
rials to the Chair for inclusion in the record.

Mr. CORDRAY. And before those 5 days pass, we will have those
QFRs everybody has been asking about from the last time—

Chairman HENSARLING. The committee will be most appreciative.

This hearing stands adjourned.

[Whereupon, at 12:49 p.m., the hearing was adjourned.]
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Written Testimony of Richard Cordray
Director, Consumer Financial Protection Bureau
Before the House Committee on Financial Services

September 12, 2013

Chairman Hensarling, Ranking Member Waters, and Members of the Committee: thank you for
inviting me to testify today about the third Semi-Annual Report of the Consumer Financial
Protection Bureau.

Born out of the worst financial crisis since the Great Depression, the Consumer Financial
Protection Bureau is the nation’s first federal agency whose sole focus is protecting consumers in
the financial marketplace. We are dedicated to improving the lives of everyday Americans and to
restoring trust in consumer financial markets. The Semi-Annual Report we are discussing today
embodies our work over the last six months of 2012.

The report illustrates the ways we are using the tools Congress has provided us to empower
consumers and promote a fair, transparent, and competitive marketplace for consumer finance.
We have taken steps to improve the workings of markets — particularly those in which consumers
cannot choose their financial service providers.

One such market is debt collection. Concerned about system-wide problems that pose risks to
consumers, we gained authority at the beginning of the year to supervise debt collectors. The
debt collectors covered by our supervisory authority account for over 60 percent of the industry’s
annual receipts in that market. Bad actors in this market are a detriment to consumers and to
every debt collector that operates lawfully.

We also expanded our supervision program to include the larger credit reporting companies.
Credit reports have a profound impact on people’s lives. Previously, these companies were not
subject to any federal supervision, and consumers often struggled to get errors resolved. In
addition to our new supervision program, we began handling consumer complaints about credit
reporting issues, all of which will open a clear window into the actual operations of these
companies. As a result, the Bureau can now evaluate whether federal consumer laws are being
followed throughout the process, from credit origination through debt collection. By identifying
problems and rooting them out early, we are working to minimize consumer harm.

Our report also encompasses the Bureau’s first enforcement actions, which were against credit
card companies that deceived and misled consumers. In some cases, the companies targeted
economically vulnerable consumers with low credit scores and low credit limits. We were able to
secure $425 million in relief for 6 million consumers, and we also imposed penalties on the
companies to deter such activity in the future. These actions will serve as a warning signal for
anyone who seeks to profit by deceiving or misleading consumers.

In the second half of 2012, we also tackled issues in the market for private student loan debt,
which totaled about $150 billion outstanding. Our studies detailed the struggles students and
recent graduates are experiencing in that market. Together with Education Secretary Ame
Duncan, we made recommendations to policymakers on common-sense reforms to ensure that
the risky underwriting practices of the past are not repeated.
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The work I have briefly discussed here today is merely a snapshot of our efforts on behalf of
consumers. We also are addressing consumer complaints - totaling more than 130,000 as of the
end of last year - on a growing number of financial products and services. We have adopted
comprehensive new mortgage regulations banning irresponsible lending practices that helped
bring about the recent financial crisis. Our Ability-to-Repay rule follows the simple principle that
lenders should offer consumers mortgages they can afford to pay back. We have actively
conducted outreach on various issues to older Americans, students, service members, and others,
and what we heard from them has guided the direction of our work.

Each day, we take another step in pursuit of our vision to create a consumer financial
marketplace where customers can see prices and risks up front and easily make product
comparisons; in which no one can build a business model around unlawful practices; and that
works well for individual consumers, responsible businesses, and the economy as a whole. We
will continue to persist in this work and we appreciate your oversight. As always, I will be glad
to answer your questions.

Thank you.
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ﬁ September 12, 2013

INDEPENDENT COMMUNITY J o -
BANKERS 0f AMERICA® New Mortgage Rules
B Jeopardize Access to Credit

On behalf of the 7,000 community banks represented by the Independent Community Bankers of
America (ICBA), as you convene a hearing on “The Semi-Annual Report of the Consumer
Financial Protection Bureau,” we appreciate the opportunity to submit this statement for the
record setting forth our views on the impact of recent CFPB rules related to morigage lending.

Reform of CFPB mortgage lending rules is a key plank of ICBAs Plan for Prosperity: A
Regulatory Relief Agenda to Empower Local Communities (the “PFP”). The PFP reforms,
which are designed to keep community banks in the business of mortgage lending, include:

¢ “Qualified mortgage™ safe harbor status for loans originated and held in portfolio for the
life of the loan by banks with less than $10 billion in assets, including balloon mortgages
in rural and non-rural areas, without regard to their pricing.

o The “risk retention/qualified residential mortgage (QRM)” should provide that any
“qualified mortgage™ under the CFPB’s “ability to repay” rule is also a QRM and thereby
exempt from the new risk retention requirement. In this regard, ICBA strongly supports
the CFPB’s re-proposed rule. No down payment should be required for QRM status.

e Exempting banks with assets below $10 billion from escrow requirements for loans held
in portfolio.

s Increasing the “small servicer” exemption threshold to 20,000 loans (up from 5,000).

*  Making critical changes to the CFPB’s draft rules under the Truth in Lending Act (TILA)
and Real Estate Settlement Procedures Act (RESPA).

While ICBA supports the CFPB’s May 29 amendments to the QM rule which make
accommodations for community banks, they do not go far enough to preserve access to credit for
community bank customers.

Balloon Mortgages Play Essential Role in Rural Communities

Comuunity banks are responsible morigage lenders that did not participate in the abuses that
contributed to the financial crisis. Community banks help borrowers in rural communities where
non-traditional loans such as balloon mortgages are prevalent due to the unique nature of rural
properties. These loans are not eligible to be sold into the secondary market and are kept in
portfolio, which gives community banks a vested interest in the quality of these loans and allows
them to work out a solution directly with the borrower if repayment problems arise.

OM Rule Does Not Adequately Protect Community Bank Balloon Morigages

While the CFPR’s QM rule allows balloon loans made by small creditors that operate
predominantly in rural or underserved areas to be qualified mortgages, the Bureau’s definition of

1615 L Street NW, Suite 900, Washington, [
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“rural” is far too narrow and designates entire counties as either rural or non-rural, which is
inherently inaccurate. As a result, too many communities are denied rural status and
unnecessarily cut off from access to credit. When a balloon loan does not receive QM safe
harbor protection, the lender is exposed to undue litigation risk. Many community banks are not
willing to assume that risk and will exit the mortgage lending business particularly in rural
markets. The CFPB’s recent amendment to the QM rule provides a two-year transition period
during which balloon loans made by “non-rural” lenders can obtain QM status as the CFPB
studies whether the definition of “rural” or “underserved” needs to be changed, as strongly
advocated by ICBA.

Attached to this statement is a state-by-state map of rural county designations. Members of this
committee may be surprised at the rural county designations within their own states and
concerned that many areas of the state are not covered. Also attached is ICBA’s recent
Community Bank Qualified Mortgage Survey, which underscores the significance of balloon
loans to community bank customers and the failure of the CFPB’s definition of “rural” to protect
these loans.

A Clean Fix is Needed

ICBA’s Plan for Prosperity solution to this new regulatory threat is simple, straightforward, and
will preserve the community bank lending model: Safe harbor QM status for community bank
loans held in portfolio, including balloon loans in rural and non-rural areas and without regard to
their pricing. When a community bank holds a loan in portfolio it holds 100 percent of the credit
risk and has every incentive to ensure it understands the borrower’s financial condition and to
work with the borrower to structure the loan properly and make sure it is affordable. Withholding
safe harbor status for loans held in portfolio, and exposing the lender to litigation risk, will not
make the loans safer, nor will it make underwriting more conservative. It will merely deter
community banks from making such loans in the many counties that do not meet the definition of
rural.

By the same token, community bank loans held in portfolio should be exempt from new escrow
requirements for higher priced mortgages. Again, portfolio lenders have every incentive to
protect their collateral by ensuring the borrower can make tax and insurance payments. For low
volume lenders in particular, an escrow requirement is expensive and impractical and, again, will
only deter lending to borrowers who have no other options.

To preserve the role of community banks in mortgage servicing, where consolidation has clearly
harmed borrowers, the Plan for Prosperity would raise the CFPB’s small servicer exemption
threshold from 5,000 loans to 20,000. Community banks above the 5,000 loan threshold have a
proven record of strong, personalized servicing and no record of abusive practices. To put the
20,000 threshold in perspective, consider that the five largest servicers service an average

1615 L Street NW, Suite 900, Washington, DC 20036 & 202« 216 =» www.it:im.nrg
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portfolio of 6.8 million loans and employ as many as 10,000 people each in servicing alone.
With regard to the CFPB’s RESPA-TILA rules, ICBA recommends the following changes:

¢ CFPB should drop the property address as a required item in the initial loan
estimate for purchase transactions. HUD intended the current Good Faith Estimate
{GFE) to be used as a tool for borrowers to shop and compare mortgage loan offers
between lenders. This works relatively well for refinance loans, however, it does not
work for purchase transactions. In order to issue a GFE, the lender must have the address
of the property to be {inanced. We recommend that “property address” become an
optional application item for the initial Loan Estimate for purchase transactions. This
would enable the borrower to shop for a mortgage loan, compare costs and make an
informed decision based on a Loan Estimate that is regulated.

e CFPB should maintain the current 10 percent tolerance for changes in required
third party settlement costs. The CFPB is considering eliminating the current 10
percent tolerance for certain required settlement services that the borrower cannot shop
for or where the bank selects the service provider. The elimination of the 10 percent
tolerance will cause prices for services to increase from the outset, in order to compensate
for unforeseen developments that may occur during the processing of the loan. The
current 10 percent tolerance works well, and unless the CFPB has documented evidence
of abuse, ICBA believes changing the tolerance is unnecessary and would result in higher
settlement costs overall.

Introduced Legislation

ICBA is very pleased that the relief discussed above (with the exception of RESPA-TILA) has
been included in four bills introduced by members of this committee:

o The Protecting American Taxpayers and Homeowners Act (H.R. 2767), introduced by
Chairman Jeb Hensarling and Representative Scott Garrett, would (i) delay implementation
of the CFPB’s ability-to-repay rules for one additional year and provide QM status to any
mortgage originated and held in portfolio; (i) exempt from any escrow requirements any
mortgage held in portfolio by the originator; (ili) exempt servicers that service 20,000 or
fewer mortgages from certain new servicing rules; and (iv) repeal the risk retention/QRM
requirement.

s The CLEAR Relief Act (H.R. 1750), introduced by Representative Blaine Luetkemeyer, a
former community banker, would (i) accord QM status to mortgages originated and held in
portfolio for at least three years by a lender with less than $10 billion in assets; (ii) exempt
from any escrow requirements any first lien mortgage held by a lender with less than $10
billion in assets; and {iii) exempt servicers that service 20,000 or fewer mortgages from
certain new servicing rules.

+  The Portfolic Lending and Mortgage Access Act of 2013 (H.R. 2673), sponsored by Rep.
Andy Barr (R-KY), would accord QM status to any residential mortgage loan held in the

1615 L Street NW, Suite 900, Washington, DC 20036 & 202-659-8111 ® Fax 202-65%-9216 = www.icha.org
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originator’s portfolio.

s The CFPB Rural Designation Petition and Correction Act (H.R. 2672), also sponsored by
Rep. Barr, would create a process in which individuals could petition the CFPB in order to
have the rural status of a county reassessed. This process would help to more accurately
identify rural counties and to ensure individuals in those communities have their mortgage
needs met.

We are grateful to the sponsors of the above bills.

Thank you again for the opportunity to submit this statement for the record. ICBA looks forward
to working with this comumittee to reform CFPB mortgage rules in order to preserve community
bank mortgage lending.

Attachments

e State-By-State Rural County Designation Maps (blue counties are rural; yellow are
non-rural)

1615 L Street NW, Suite 900, Washingirm, DC 20036 = 202-659-8111 8 Fax 202-659-9216 » www.;‘(‘baorg
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August 25, 2013 7:00 PM

40 Million Mistakes: Is your credit report
accurate?

The following script is from "40 Million Mistakes” which aived on Feb. 10, 2013 and was rebroadcast on Aug.
25, 2013. Steve Kroft is the correspondent. James Jacoby and Michael Karzis, producers.

‘Whether we like it or not, we live in an age where much of what goes on in our daily lives is monitored,
collected and sold to interested parties -~ our driving records, our medical history, our Internet traffic and, most
importantly, our credit information.

A mistake on your credit report can cost you money. It can increase the interest you pay on loans, prevent you
from getting a mortgage or buying a car, landing a job or getting a security clearance. Its not uncommon. And
as we first reported in February, a government study indicated that as many as 40 million Americans have a
mistake on their credit report. Twenty million have significant mistakes.

And our own investigation of the credit reporting industry shows that those mistakes can be nearly impossible
to get removed from your record.

Consumer credit reporting is a four billion dollar a year industry dominated by three large companies: Experian,
TransUnion and Equifax. They keep files on 200 million Americans and traffic in our financial reputations.
They make their money gathering information from people we do business with and selling it to banks,
merchants, insurance companies, and employers and they use it to make judgments on our creditworthiness and
reliability. But now the reliability of the industry is being questioned in an 8-year Federal Trade Commission.
Jon Leibowitz is the chairman.

Jon Leibowitz: Here's what we found. Some pretty troubling information. One out of five Americans has an
error on their credit report. And one out of 10 has an error on their credit report that might lower their credit
score.

Steve Kroft: I'm trying to think of another industry where a 20 percent error rate would be acceptable. That's a
pretty high error rate.

Jon Leibowitz: It's a pretty high error rate.

Mike DeWine: I think the more we look at this and the more the American people know about this, the madder
they're going to get.

Ohio Attorney General Mike DeWine has opened his own investigation into the credit reporting industry which
for years has blamed mistakes on banks and merchants that provide them with bad information. But DeWine
argues that the fault lies with the industry for what he says are clear violations of the Fair Credit Reporting Act.

Steve Kroft: Do these companies have a legal responsibility to make sure that the information is accurate?
Mike DeWine: The federal law says that if you believe that there is a mistake, you can go to them and they have

an obligation to do a reasonable investigation. They're not doing a reasonable investigation. They're not doing
an investigation at all.
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Every day, DeWine's office fields calls from desperate constituents who can't get the credit reporting agencies
to answer their questions or correct mistakes on their report like paid bills listed as delinquent, closed accounts
listed as open, and bad debts that belong to other people with similar names or social security numbers.

Mike DeWine: The problem is not that they make mistakes. It's they won't fix the mistakes. It literally is like
this-- you know, guy behind the curtain in "The Wizard of Oz." You really don't know what he's doing, It really
is a secret operation that is so hard to crack.

Eight million people a year file disputes about their credit report which usually requires a visit to the Experian,
TransUnion or Equifax websites. They are primarily designed to sell you premium products, not resolve a
dispute which was what I was trying to do. There's a toli-free number you can call which is likely to connect
you to someone on a faraway continent,

[Kevin at credit reporting agency: Thank you for calling. My name is Kevin. How may I help you?

Steve Krofi: Where are you located?

Kevin at credit reporting agency: India.

Steve Kroft: India?]

But regardless of where they are or who you talk to, they won't be much help.

Steve Kroft: So, really, you can't do anything for me. I've just been talking to you for 15 minutes. I mean, the
only thing you can do is to tell me to fill it out online.

[Employee at credit reporting agency: Yes, Mr. Kroft.

Steve Kroft: Okay, thank you.]

Besides the toll-free number, they also give you a post office box address where you can send a letter and
documents supporting your claim. In each case, it's extremely unlikely that anyone with the authority to resolve

your dispute will ever actually see it.

Ask Sandra Cortez, a California accountant, whose credit report confused her with an international drug
trafficker. It took her five years to get it fixed.

Or David Smith, a retired Army officer whose credit report listed a bankruptey that wasn't his and triggered a
foreclosure proceeding against his house in South Carolina. He is still dealing with the fallout.

Or Judy Thomas, a trauma nurse with a horror story worthy of Hitchcock or Kafka.

Judy Thomas: There's nobody to go to. There's nobody. You just keep making phone calls and you just keep
writing disputes and you keep sending them your Social Security number. And they don't care.

Thomas, who manages two medical centers near Cleveland, says it all began in 1999 when she went shopping
for a new dress and applied for a store credit card to get a 15 percent discount. She was denied.

Steve Kroft: Was that the first time you'd ever been denied credit?

Judy Thomas: Yes, very first time.
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Steve Kroft: Ever?

Judy Thomas: Ever, ever.

But certainly not the last. It became a regular occurrence. The personal credit reports she got from Experian,
TransUnion and Equifax were all clean, and without blemish. Yet she kept getting rejected and couldn't find out

why.

Judy Thomas: I would get a consumer report and it would look fine. T would go to the bank. And they would tell
me, "Oh no, you have all this debt.” But no one would tell me what was on there.

Steve Kroft: They wouldn't tell you what the debt was? And they wouldn't give you a copy of the report that
they had.

Judy Thomas: No. No.

It took Judy Thomas several years to discover what almost no one knows -- that the credit reports the agencies
send to you are different than the ones that they sell to banks, merchants and mortgage brokers. And she only
found that out when a loan officer left her file on his desk and walked out of the room.

Steve Kroft: And what did you see?

Judy Thomas: I saw debt from Utah Medical Center. I saw debt from a veterinarian clinic in Utah. I saw
collections for a Judith Kendall.

Steve Kroft: Judith Kendall, not Judy Thomas? .
Judy Thomas: Correct.
Steve Kroft: What's going through your mind?

Judy Thomas: What the hell's she doing on my credit report? What the hell is her debt doing on my credit
report?

Steve Kroft: You think this would be a fairly simple thing to get straightened out?
Judy Thomas: You would think. You would think.
Judy Thomas (in kitchen): This is my Judy Thomas versus Judith Kendali file.

Instead it became a six-year battle with credit agencies, requiring box loads of correspondence to try and prove
that she was Judy Thomas, not Judith Kendall, all to no avail.

Steve Kroft: You got a lot of time invested in this. How important are these documents?
Judy Thomas: It's my life.
There are logs of daily phone calls to dispute centers, hundreds of letters to Experian, Equifax and TransUnion,

even correspondence from Judith's Kendall's creditors in Utah, acknowledging that the debts on her credit report
aren't hers.
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Judy Thomas: I would get letters back from these companies, saying, "This, in fact, is not you."

Steve Kroft: You still couldn't get it off your credit report?

Judy Thomas: No, I sent copies to the credit bureaus. And they would come back as mine, verified, verified. I
also hired an-- a local attorney to try and straighten it out. We had everything certified that this is Judy Thomas.
This is where I live. I've never gone by the name of Kendall. I've never even been to Utah, let alone owing a
cable company in Utah.

Steve Kroft: And what happened?

Judy Thomas: Nothing.

Steve Kroft: Nothing?

Judy Thomas: Nothing.

Steve Kroft: What kind of problems did this cause for you?

Judy Thomas: I couldn't refinance. I couldn't take advantage of the interest rates, I couldn't get a new--1
couldn't get a car. I couldn't cosign for my children's student loans. And I'd worked hard for my credit. I was--
and these people were taking it away from me.

Finally Judy Thomas took the only recourse available to her. She sued Equifax and TransUnion in federal court.
And after a year-long battle, the credit reporting agencies settled for an undisclosed sum and promised to clean
up her file.

Steve Kroft: Did you think it was going to take a federal lawsuit?

Judy Thomas: Heck no. It just takes a human being going, "Wow, this isn't Judith Kendall. Let me fix this.”
That's all they had to do.

But as we discovered, that almost never happens.
1f you challenge a credit report and mail your information to a post office box in the United States, the dispute
will likely be investigated in India, or the Philippines or South America. We traveled 5,000 miles to the Chilean

capital of Santiago where we tracked down three former Experian employees.

Carolina Herrera, Rodolfo Carrasco and Enzo Valdivia were all dispute agents at Experian's national consumer
assistance center although they say they weren't able offer consumers much assistance.

Steve Kroft: So, if somebody had a problem with their credit report, they would send the complaint, and it
would end up with you?

Many voices: Yeah. Oh, yeah.
Steve Kroft: So how many of these did you have to do a day?
Rodolfo Carrasco: Ninety.

Steve Kroft: Ninety?



136

Carolina Herrera: Ninety, yeah.

Steve Kroft: Did you consider yourself investigators?
Many voices: No.

Steve Kroft: Did you have any way to investigate these claims?
Carolina Herrera: No, we didn't. You can't call the person.
Steve Kroft: You can't pick up the phone and call them?
Many voices: No.

Steve Kroft: Did you have phones?

Many voices: No. No.

Steve Kroft: Could you email them?

Many voices: No.

Steve Kroft: Did you have the authority to say, "Wait a minute," after looking at somebody's file, and say that,
you know, "This is a-- somebody made a mistake; this person doesn't owe this money™?

Rodolfo Carrasco: We didn't have that power.

All they did was read the disputes and reduce them to a two-digit code like "never late" or "not mine.” It was
then sent with a two or three-line summary and no documentation back to the bank or department store that
furnished the original information.

Steve Kroft: If there was a difference of opinion between the creditor and the person who was filing the
complaint, how was it usually resolved in the-- in favor of the creditor?

Enzo Valdivia: Yeah. The creditor was always right.

Rodolfo Carrasco: Mostly, we took for granted the word of the bank. If the bank said, "Hey, this guy owes
$100," so it is.

Sylvia Goldsmith: None of us have ever interviewed anybody in Chile from Experian. We've got a federal court
ordering them to bring these people forward. And we're still waiting.

Much of what's known about the inner workings of the consumer credit agencies comes out of lawsuits filed by
Len Bennett and Sylvia Goldsmith, who have subpoenaed company records and deposed employees and
executives. They say under the current system, there is no way for people like Judy Thomas to get their
problems solved.

Steve Kroft: So all these people who take the time to meticulously document a case that the bill isn't theirs or
the bill has been paid -- that is never seen by anybody?
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Len Bennett: It's not seen by anyone who considers it in determining whether or not information will be
removed from a credit report.
Steve Kroft: It's not forwarded onto the person who has the complaint with you?

Len Bennett: No. It is never forwarded on, never forwarded onto the creditor.

Sylvia Goldsmith: We can get a jury verdict for $1 million. That's chump change to some of these bureaus.
They would rather pay a verdict in $1 million than to actually go in and change the policies and procedures that
they have, because that's much more expensive to them.

Len Bennett: I can say this. Without qualification, the dispute procedures used by the credit reporting agencies
uniformly used completely fail to comply with the Fair Credit Reporting Act. Courts have found that. The
Federal Trade Commission has found that. It's not even a close cail.

Ohio Attorney General Mike DeWine agreed.

Mike DeWine: I think the industry's a mess. And I think the impact it has on real people is just unconscionable.
Steve Kroft: You think they're breaking the law?

Mike DeWine: I think they're breaking the law. There is no doubt in my mind that they are breaking the law.
We wanted to talk to Equifax, TransUnion and Experian. But like most consumers, we were unsuccessful. The
agencies referred us to the spokesman for their lobbying group in Washington. He too declined our request for
an on-camera interview, but did provide a written statement citing an industry sponsored survey that showed 95
percent of its customers were satisfied with the dispute process. The industry maintains it is in compliance with
federal law. And one final update, in February, Jon Leibowitz stepped down as chairman of the Federal Trade

Commission.

© 2013 CBS Interactive Inc. All Rights Reserved.
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QUESTIONS FOR THE RECORD
U.S. HOUSE OF REPRESENTATIVES COMMITTEE ON FINANCIAL SERVICES

Director Richard Cordray, Consumer Financial Protection Bureau:
March 2013 Semi-Annual Report

QUESTION FROM REP. BILL FOSTER (I1-11):
Director Cordray: as you know, Section 1024 of Dodd-Frank grants the CFPB the authority to

supervise nonbank covered persons of all sizes in the residential mortgage, private education
lending, and payday lending markets. In addition, the Bureau has the authority to supervise
nonbank “larger participant(s)” of markets for other consumer financial products or services, as
the Bureau defines by rule. Can you provide the committee with a sense of when the Bureau
intends to exercise this authority with respect to the supervision of the nonbank online lending
industry? It is my understanding that there are other agencies currently regulating this space, is it
your intention to exercise your regulatory authority over these financial products? If so, when do
[you] expect to do so?

Response:

The Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act) authorizes
the Consumer Financial Protection Bureau to, among other things, supervise all payday lenders,
regardless of whether they do business through storefronts, over the internet, or both. The
marketplace in which nonbank online lenders operate is increasingly diverse, and the Bureau is
committed to ensuring that consumers receive the full protection of Federal consumer financial
law whether they obtain a loan online or from a storefront. The Dodd-Frank Act authorizes the
Bureau to supervise payday lenders, to assess compliance with Federal consumer financial law,
to obtain information about them and their compliance systems or procedures, to detect and
assess risks to consumers and consumer financial markets, and promulgate rules as appropriate to
implement Federal consumer financial law. Thus, when the Bureau launched its nonbank
supervision program in January 2012, this included all payday lenders regardless of distribution
channel. The Bureau has studied small dollar lending, including online payday lending, and
continues to do so.

In January 2012, the Bureau held a field hearing in Birmingham, Alabama, to hear directly from
consumers and providers of these products. At that time, the Bureau began its study, which
resulted in a publication entitled, “Payday Loans and Deposit Advance Products: A White Paper
of Initial Data Findings” issued in April of this year.! The purpose of the Bureau’s outreach,

1 CFPB’s Payday Loans and Deposit Advance Products report can be accessed at
http://files.consumerfinance.gov/f/201304_cfpb_payday-dap-whitepaper.pdf.



139

research, and analysis is to determine the best way to protect consumers while ensuring that they
will have access to a small dollar loan market that is fair, transparent, and competitive.

The Bureau’s White Paper underscored that consumer protection issues exist in the small dollar
{oan market, and that further attention to these products is warranted. The Bureau is continuing
to study small dollar loan products to better understand why some consumers are able to use
these products in a light to moderate way, while others seem to get trapped in a prolonged
borrowing cycle, and the effectiveness of limitations that have been put into place by state laws,
trade associations, and institutions to curb the sustained use that can lead to adverse financial
consequences for consumers.

The Bureau seeks to protect consumers across the entire small dollar credit market. To the extent
that consumers may experience injury in the nonbank lending market resulting from violations of
laws within our authority, we will take appropriate action to ensure consistent implementation
and enforcement of the applicable laws across the small dollar credit marketplace.



140

QUESTIONS FROM REP. MURPHY (FL-1)

Question 1:

CFPB is charged with protecting American consumers from bad financial products and bad
actors. 1 want to understand more about your priorities. No one likes when consumers are taken
advantage of, but | have absolutely no patience when our veterans, the men and women willing
to give everything for our country, are targeted. The New York Times recently reported that
servicemembers were being charged excessive interest on their student loans. This is
unacceptable in the United States. What is CFPB doing to prioritize actions against those who
deliberately go after the patriotic men and women who served?

Response:

The Consumer Financial Protection Bureau’s Office of Servicemember Affairs (OSA) addresses
the specific challenges faced by servicemembers, veterans, and their families. Headed by Holly
Petracus, OSA conducted 116 outreach events from January 1, 2013 through August 31, 2013,
delivering consumer financial information to more than 7,400 military and veteran consumers
and more than 475,000 consumers using electronic communications and digital and social media
to help them make better informed financial decisions.

In October 2012, the Bureau released “The Next Front? Student Loan Servicing and the Cost to
Our Men and Women in Uniform,” which detailed the problems servicemembers reported
experiencing when attempting to obtain and/or retain their Servicemember Civil Relief Act
(SCRA) rights with regard to their student loans. OSA also created an accompanying “Action
Guide” for use by military advisors to provide information on repayment option for military
borrowers.

Additionally, in March 2013, OSA teamed up with the Office for Students and the Office of
Consumer Engagement to deliver the Bureau’s first military-focused virtual financial education
forum by means of live webcast. The forum reached nearly 300 military financial educators,
legal assistance attorneys, and on-base college education counselors. Participants learned about
student loan servicing issues for servicemembers and Bureau resources available to assist them.

Furthermore, the Bureau's recent enforcement action against US Bank and Dealers’ Financial
Services returned $6.5 million to servicemembers who participated in the Military Installment
Loan and Educational Services (MILES) auto loan program.

Question 2:

I am honored to represent a district that’s home to over 160,000 seniors, including a proud few
from the Greatest Generation. As you know, our seniors aren’t cynics — they trust this great
nation they built. What is the bureau doing to protect Florida seniors from people who are taking
advantage of that trust and their all too limited income stream?
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Response:

A primary mission of the Consumer Financial Protection Bureau’s Office for Older Americans
(OA) is to facilitate the financial literacy of individuals aged 62 and over on protection from
unfair, deceptive, and abusive practices, and on current and future financial choices, including
through the dissemination of materials to seniors on such topics. OA conducts outreach efforts
nationwide with its core constituency, key public officials, financial institutions, industry,
advocates, and other stakeholders. OA participated in 97 events from January 1, 2013 through
August 31, 2013, reaching more than 5,740 participants.

Specific examples of outreach efforts include helping to coordinate Older American Protection
Networks in several states, representing the Bureau on the Elder Justice Coordinating Council,
which consists of 12 federal agencies that play a role in addressing elder abuse, and collecting
and reviewing comments submitted in response to the Bureau’s Request for Information
regarding Senior Financial Exploitation.

In April 2013, the Bureau’s Office for Older Americans released a report entitled “Senior
Designations for Financial Advisers: Reducing Consumer Confusion and Risks” to both
Congress and the Securities and Exchange Commission pursuant to Section 1013(2)(3)(C) of the
Dodd-Frank Wall Street Reform and Consumer Financial Protection Act.” The Report
illuminates the challenges that older consumers face in trying to navigate the complex world of
financial advice for seniors. The Report also highlights the need for consistent high-level
standards of training and conduct for those advisers who want to acquire a bona fide senior
designation. On November 8, 2013, OA released a consumer guide entitled “Know Your
Financial Adviser” to help consumers understand senior adviser designations and how to check
an adviser’s background.

In addition, in June 2013, the Office for Older Americans released “Money Smart for Older
Adults,” in partnership with the Federal Deposit Insurance Corporation. Money Smart is a
training curriculum to provide older consumers and their caregivers with information on
preventing and responding to elder financial exploitation, including common frauds and scams
targeted at older consumers.

On September 24, 2013, the Bureau, in conjunction with seven other federal agencies, issued
guidance® to clarify that the privacy provisions of the Gramm-Leach-Bliley Act generally permit
financial institutions to report suspected elder financial abuse to appropriate authorities.

2 http://files.consumerfinance.gov/f/201304_CFPB_OlderAmericans_Report.pdf.
3 See Interagency Guidance on Privacy Laws and Reporting Financial Abuse of Older Adults, September 24, 2013
available at hitp://files.consumerfinance.gov/f/201309_cfpb_elder-abuse-guidance.pdf.
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On October 29, 2013, OA released a set of four guides, called “Managing Someone Else’s
Money,” to help financial caregivers carry out their duties and responsibilities in managing
money for a family member or friend. Millions of Americans are managing money for someone
who is unable to pay bills or make financial decisions. For these fiduciaries — such as agents
under powers of attorney, guardians, Veterans Affairs fiduciaries, and trustees — the task can be
overwhelming. But it’s also critically important to the people who can’t handle their own
finances. These plain-language guides walk people through their duties, put them on the look-
out for scams and theft, and refer them to additional sources of help.*

Question 3:

That young family in my district looking to buy their first home will benefit from CFPB
responsiveness to industry concerns in the qualified mortgage sphere. While I still believe more
can be done to preserve access to affordable mortgages for middle class families, I continue to
hear that uncertainty remains one of the biggest burdens, particularly for community banks. As
we all know, every time that QM gets better, it’s another large stack of guidance that mom and
pop community bankers have to sort through. In terms of pending improvements to QM, what
certainty can you give the smaller banks in my district, many of whom are ready to quit
mortgages altogether?

Response:

The Consumer Financial Protection Bureau has tailored the Ability-to-Repay rule and the
standards for qualified mortgages (QMs) to allow small creditors to continue providing certain
credit products, while carefully balancing consumer protections. The Bureau also notes, and
frequently emphasizes to community banks, that the same safe and sound underwriting standards
that they have been successfully applying for years, with historically small default rates,
generally will meet the baseline Ability-to-Repay requirements with little further effort on their
part.

To address concerns such as those you raised about the possibility that small lenders would not
make portfolio loans that are not QMs, the Bureau created a QM provision specifically for small
creditor portfolio loans. Under that provision, portfolio loans made by small creditors generally
qualify as QMs — even if the 43 percent debt-to-income ratio is exceeded — as long as the
creditor considered debt-to-income or residual income before making the loan, and as long as the
loan meets the other requirements for qualified mortgages (including the prohibitions on risky
product features).

* See hitp://www.consumerfinance.gov/blog/managing-someone-elses-
money/7utm_source=newsletter&utm_medium=email&utm_campaign=201310290A.
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In addition, the Bureau has provided a two-year transition period, during which balloon loans
made by small creditors and held in portfolio will be treated as QMs regardless of where the
creditor predominantly operates. This decision will allow time for the Bureau to review whether
its definitions of “rural” and “underserved” should be adjusted. The Bureau is committed to
conducting such a review to ensure that the Bureau’s definitions accurately reflect significant
differences among geographic areas, to calibrate access to credit concerns, and to facilitate
implementation.

Finally, the Bureau has included in its “Regulatory Implementation™ initiative a number of
elements specifically intended to facilitate small entities’ efforts to understand and to implement
the rules. These elements include “Small Entity Compliance Guides,” videos, and webinars on
the rules. They also include two “job aids” specially designed to highlight the small portfolio
creditor QM provision discussed above: a one-page summary of the varieties of QM available,
and a flow chart that walks a creditor through the steps to determine whether it can qualify for
that provision’s coverage. The Bureau has been taking every opportunity to circulate these job
aids as widely as possible, including through small banks’ and credit unions’ trade associations
and their primary federal regulators.
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QUESTIONS FROM REP. KYRSTEN SINEMA (AZ-9)

Question 1:
The state of Arizona is one of several states that prohibit payday lending. In the semi-annual

report it is noted that in states where payday loans are prohibited (and others) residents may be
obtaining internet payday loans. Are internet payday lenders subject to the same oversight and
regulation as storefront payday lenders?

Response:

The Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act) authorizes
the Consumer Financial Protection Bureau to supervise all payday lenders, regardless of whether
they do business through storefronts, over the internet, or both. Consistent with the authority
provided by the Dodd-Frank Act, the Bureau carries out its supervisory responsibilities by
assessing compliance with Federal consumer financial law, obtaining information about
supervised entities’ compliance systems, and other activities and detecting and assessing risks to
consumers and consumer financial markets.

All lenders should be mindful of state and federal law and must comply with all of the laws
applicable to them. Full compliance with the law is essential to the operation of a fair,
transparent, and competitive market. The marketplace in which payday lenders operate is
increasingly diverse, and the Bureau is committed to ensuring that consumers receive the full
protection of Federal consumer financial law, whether they obtain a loan online or from a
storefront.

Question 2:
In the absence of payday lending Arizona has robust auto title lending. Has the CFPB assessed

the risks posed to consumers by these products? Has the CFPB considered whether and how to
supervise auto title lenders?

Response:

The Consumer Financial Protection Bureau is actively engaged in assessing risks to consumers
across the small dollar lending market so that we can protect consumers across the entire
spectrum of products. We recognize that auto title loans — and, in Arizona, auto registration
loans — are a possible substitute for other forms of high-cost credit, including the payday and
deposit advance loans that were the topic of the Bureau’s April 2013 publication entitled
“Payday Loans and Deposit Advance Products: A White Paper of Initial Data Findings.” To the
extent that consumers may experience injury in the auto title lending market resulting from
violations of laws within the Bureau’s authority, we will take appropriate action to ensure
consistent implementation and enforcement of the applicable laws across the small dollar credit
marketplace.
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As noted above, the Dodd-Frank Wall Street Reform and Consumer Financial Protection Act
provides the Bureau with authority to supervise payday lenders. When examining a payday
lender, the Bureau may examine the firm’s auto-title lending operations, if any, to ensure they
are in compliance with all Federal consumer financial law, assess compliance systems and
procedures, and assess and detect risks to consumers or to consumer financial markets.

Question 3:
There are some obvious alternatives to payday loans, such as borrowing from a bank or credit

union, taking a loan from a consumer finance company, using a credit card, or getting assistance
from a friend or relative. However, I am concerned that low-to moderate-income households
have difficulty accessing the small dollar loans they need to meet basic expenses. What other
alternatives do Arizonans have?

Response:

There are many ways small dollar credit products are offered, and the Consumer Financial
Protection Bureau’s job is to ensure that regardless of how a consumer gets a small dollar loan or
from whom, at a minimum, they are given the full protection of Federal consumer financial laws.

Our Offices of Financial Empowerment and Financial Education seek to identify and develop the
tools that consumers, particularly the most vulnerable, need to make the best financial decisions
for themselves and their families. That includes helping consumers understand the full costs and
risks of any financial product and encouraging consumers to have emergency savings so that
they can avoid having to seek out short-term loans in the first place.

The Bureau also hears regularly from financial services providers of all sorts who are developing
products designed to meet the demands of low- and moderate-income consumers. The Bureau
seeks to use the authorities that we have to implement and enforce Federal consumer financial
law in a way that enables the functioning of a transparent and competitive marketplace.

Question 4:
This past March, the CFPB issued guidance on indirect auto lending and compliance with the

Equal Credit Opportunity Act (ECOA). Auto lenders in Arizona have concerns with this
guidance in part because the CFPB has not provided sufficient information on how the industry
is to comply. Does the CFPB plan to issue additional guidance or clarification around this issue?

Response:

As you know, the Consumer Financial Protection Bureau published CFPB Bulletin 2013-02,
Indirect Auto Lending and Compliance with the Equal Credit Opportunity Act of 1974 (ECOA),
to offer guidance to all indirect auto lenders within the jurisdiction of the Bureau, including both
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depository institutions and nonbank institutions.” The Bulletin explains that the standard
practices of indirect auto lenders likely make them “creditors” under ECOA and that a lender’s
discretionary markup and compensation policies may alone be sufficient to trigger lability
under ECOA if the lender regularly participates in a credit decision and its policies result in
discrimination. By describing the existing relevant laws and regulations that apply to indirect
auto lending, the Bulletin’s intent is to help indirect lenders recognize and mitigate the risk of
discrimination resulting from discretionary dealer markup and compensation policies and
incentives that may encourage it. The Bulletin also described steps indirect auto lenders might
take to ensure that they were operating in compliance with fair lending laws. Importantly, the
Bulletin makes clear that there are many possible paths forward for lenders.

For the purpose of conducting our supervisory work, we have chosen to use proxy methods
that rely solely on public data so that lenders can replicate our methods without the need to
recreate or purchase proprietary databases as part of their own fair lending compliance
management systems.

Proxy methods vary based on the characteristic being proxied (race, national origin, or
gender), and there are several reasonable methods of proxying for each of these
characteristics. Some methods, for example, use solely surname or geocoding. The Federal
Reserve Board, which publicly released some of its proxy methods in July, uses a surname
Census database to determine if a borrower is Hispanic and geocoding to determine majority
minority census tracts.® Other methods, like the Bureau's, integrate the same sources of data
into a single proxy for race and national origin. We have chosen the integrated method
because we consider it appropriate and helpful in evaluating the large and complex portfolios
of the auto lenders supervised by the Bureau. Similarly, we expect lenders to choose a proxy
method that will support a compliance management system commensurate with their size,
organizational complexity, and risk profile.

Recently, the Bureau and Department of Justice (DOJ) ordered Ally Financial Inc. and Ally
Bank to pay $80 million in damages to harmed African-American, Hispanic, and Asian and
Pacific Islander borrowers and $18 million in penalties. The Bureau and DOJ determined that
more than 235,000 minority borrowers paid higher interest rates for their auto loans between
April 2011 and December 2013 because of Ally’s discriminatory pricing system. This case
demonstrates that the risks of discretionary pricing in dealer markups in the indirect auto finance
market are real and significant and provides for appropriate ways of addressing those risks. A

* Indirect Auto Lending and Compliance with ECOA, CFPB Bulletin 2013-02, Mar. 21, 2013 available at
hitp://files.consumerfinance. gov/f/201303_cfpb_march_-Auto-Finance-Bulletin pdf
¢ httpy/www.philadelphiafed.org/bank-resources/publications/consurner-compliance-outlook/outlook-

live/2013/080613.pdf.
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strong Compliance Management System (CMS) will be implemented by Ally. We know from
our supervisory work that a strong CMS can work to significantly reduce fair lending risk. A
strong CMS was one of the suggested options for mitigating fair lending risk that we identified in
the Bulletin. In addition, Ally may move to a non-discretionary compensation structure to
mitigate the fair lending risk associated with discretionary dealer markups.

10
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QUESTIONS FROM REP. ROSS (F1.-15)

Question 1:
The CFPB white paper on payday loans and deposit advance products states that “High-intensity

borrowers are more likely to be sampled based on usage in a given month than low-intensity
borrowers.” Approximately what percentage of borrowers who took out 12 or more loans per
year were sampled? What percentage of borrowers who took out one loan per year were
sampled?

Response:

The Consumer Financial Protection Bureau’s publication titled “Payday Loans and Deposit
Advance Products: A White Paper of Initial Data Findings” was developed from information
obtained from a number of storefront payday lenders over a 12-month period. For each account
with activity in the first month of the study period, the Bureau studied all activity over 12
months, Overall, the study sample consists of a total of approximately 15 million loans
generated by storefronts in 33 states. The Bureau’s deposit advance findings were developed
from information obtained from depository institutions offering this product. For this group, we
examined for a 12-month period a random sample of accounts that were eligible to receive a
deposit advance during the first month of our study or during the quarter prior to the start of our
study.

In the White Paper, the Bureau used a sample based on borrowers who took out a loan in the first
month of the lenders sample, and we analyzed borrowing for the 12 months. If a borrower did
not borrow in the first month of a lender’s sample period, the borrower was not included in our
sample. Additionally, our sample did not exclude a borrower who borrowed a payday loan
before the sample period, meaning that borrowers who are in the middle of an extended
borrowing episode are included in the sample. Of the approaches available to us, the
methodology we chose reasonably addresses the question of how prevalent certain consumer
harms are in the payday lending industry.

Question 2:

The Bureau’s Information quality guidelines (as found on
http://www.consumerfinance.gov/informationquality) state that “... After review of the
information disseminated by Bureau, the Bureau does not believe that it currently produces or
sponsors the distribution of influential scientific, financial, or statistical information within the
definitions promulgated by OMB.” According to OMB, ““Influential” when used in the phrase
‘influential scientific or statistical information” means the agency expects that information in the
form of analytical results will likely have an important effect on the development of domestic or
international government or private sector policies or will likely have important consequences
for specific technologies, substances, products or firms.”

11
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Response:
Please see response to question 3, below.

Question 3:
Taken together, this indicates that the CFPB does not believe that any of the information it

disseminates, including the payday loan white paper, should have an important effect on the
development of policy nor consequences for specific products. Yet you cited the report in your
testimony, and the Bureau cites the report in a number of places on its website and elsewhere that
have important consequences for short-term lending products. Please explain this inconsistency.

Response:

Under the Office of Management and Budget’s guidance on the Information Quality Act, an
agency that produces “influential scientific or statistical information” should provide a high
degree of transparency about data and methods. OMB’s guidance also makes clear that such
goals do not override confidentiality concerns; the Bureau’s Information Quality Guidelines are
in accord.”

Question 4:
You testified in response to one of my questions that the CFPB has data on the 13 states that

effectively prohibit payday loans. Will the Bureau make that data publicly available? What does
that data show with respect to the usage of unregulated online loans in those states?

» Has the Bureau examined the Kansas City Fed’s study on payday loan restrictions?

» Has the Bureau examined the New York Fed’s study on Georgia and North Carolina
which found higher rates of bounced checks, complaints about debt collectors and
Chapter 7 bankruptcies after those states banned payday loans?

e Has the Bureau examined the rates of consumer complaints to state regulators about
unlicensed lenders after payday lending was banned or severely restricted in Washington
State, Oregon, Montana and New York?

Response:

The Consumer Financial Protection Bureau’s leadership recognizes the serious responsibility
associated with its collection of information on consumer financial markets under the authorities
granted by the Dodd-Frank Wall Street Reform and Consumer Financial Protection Act and

7 See Bureau Information Quality Guidelines (“The Bureau will make both original and supporting data and the
source of the data available to the public when appropriate.”™); (“The guidelines do not override other compelling
interests such as privacy, trade secrets, intellectual property, and other confidentiality protections™); see also Office
of Management and Budget, Guidelines for Ensuring and Maximizing the Quality, Objectivity, Utility, and Integrity
of Information Disseminated by Federal Agencies, 66 FED. REG. 49718 (Sept. 28, 2001) (“[T]hese guidelines do not
alter the otherwise applicable standards and procedures for determining when and how information is disclosed.
Thus, the objectivity standard does not override other compelling interests, such as privacy, trade secret, and other
confidentiality protections.”).

12
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cannot freely disclose the microdata that it uses. The Bureau’s published regulations “Disclosure
of Information and Records Rules,” 12 CFR Part 1070.40 et seq., outlines the restrictions on the
disclosure of confidential information.

Currently 14 states and the District of Columbia either prohibit payday lending or subjectitto a
strict usury limit. The 14 states are: Arkansas, Arizona, Connecticut, Georgia, Maryland,
Massachusetts, Montana, New Hampshire, New Jersey, New York, North Carolina,
Pennsylvania, Vermont, and West Virginia.

The Bureau publication entitled, “Payday Loans and Deposit Advance Products: A White Paper
of Initial Data Findings” underscored that consumer protection issues exist in the small dollar
loan market, and that further attention to these products is warranted. The Bureau continues to
study small dollar loan products to better understand the effectiveness of limitations that have
been put into place by state laws, trade associations, and institutions, and is aware of the Kansas
City and New York studies on payday loans.

The Bureau has reviewed the studies referenced and has examined complaints to the extent
available.

Question 5:
In your mission of enforcing the federal laws governing regulating short term credit, money

service business activity or payday lending, it is important that you make it clear to those
businesses who follow Florida’s and other state laws that regulators will only be pursuing those
businesses that operate illegally, and outside of the regulatory system. How do you plan to both
pursue illegal, unlicensed operators and conduct rule making related to licensed payday lending
while at the same time ensuring that your efforts will not cause harm to those following the law
or preempt the stable and effective regulatory environment we have in Florida?

Response:

The Consumer Financial Protection Bureau recognizes the importance of both state and federal
laws and their respective relevance to the consumer financial marketplace. For example, state
regulatory agencies license payday lenders, whereas the Bureau has authority over Federal
consumer financial law, including various laws that confer substantive consumer protections
relevant to payday lending. The Bureau meets its responsibilities under these laws in part by
supervising payday lenders for compliance with them and by enforcing them directly. Payday
lenders, in turn, must comply with state law and federal law, as applicable. Those who ignore
applicable state or federal laws are at legal risk for doing so.

Compliance with state law does not exempt a lender from having to comply with federal law,
and vice versa. We continue to expand our understanding of how the payday market operates
and affects consumers in order to better inform our policy work in this area.

13
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QUESTIONS FROM REP. STIVERS (OH-15)

Director Cordray, having now been up and running for 2 years, the CFPB has only issued final
rules where mandated by Congress. This includes remittances, Qualified Mortgages and a
number of other mortgage rules. During this same time, we have seen several enforcement
actions and the issuance of bulletins or Guidance. As we all know, Bulletins, guidance and
enforcement actions make policy but do not include the thorough process of gathering input from
all stakeholders as is required by the Administrative Procedures Act (APA).

Congress put the APA in place to ensure agencies collect information from all parties and is
thorough during that process and can provide clarity having listened to everyone across the
spectrum. It appears the CFPB, to-date, has taken every effort to get around using the APA
except on those issues specifically laid out in Dodd-Frank. Further, I often hear enforcement
actions, Bulletins and Guidance are not as clear and transparent as the rule writing process.

Doesn’t the rule writing process provide clear & transparent rules for the banking industry which
are not as clear with bulletins or other actions?

Response:

The Administrative Procedure Act (APA) sets out the basic principles by which federal agencies
engage in regulatory activity and in applicable cases instructs an agency to seek public comment
regarding a proposed rule. The APA does not mandate notice and comment for general
statements of policy, non-binding informational guidelines, or interpretive rules.

In addition to the rulemaking specifically mandated by the Dodd-Frank Wall Street Reform and
Consumer Protection Act, the Consumer Financial Protection Bureau has engaged in notice and
comment rulemaking to promulgate new rules, or amendments to pre-existing rules.

The Bureau issued an Advanced Notice of Proposed Rulemaking8 (ANPR) for debt collection
(November, 2013), prepaid cards (May, 2012), and issued several proposed rules and requests
for comment relating to its supervision of nonbanks.

The Bureau has also repeatedly issued Requests for Information (RFT) to inform policy making.
These RFI’s include, but are not limited to: payday lending (March, 2012); overdraft products
(February 2012 and April 2012); servicemembers (September 2011); reverse mortgages (July
2012); senior financial exploitation (June 2012); arbitration (April 2012); streamlining inherited
regulations (March 2012); and affordability of private student loans.

8 See http://www.consumerfinance.gov/notice-and-comment/

14
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QUESTION FROM REP. PITTENGER (NC-9)
Where in the process is the rule for Section 1071 of the Dodd-Frank Act?

Response:

The Consumer Financial Protection Bureau has begun to explore the issues we need to address
pursuant to Section 1071 of the Dodd-Frank Wall Street Reform and Consumer Financial
Protection Act. In particular, we are looking at how we might work with other agencies to gain
insight into existing small business data collection efforts and possible ways to cooperate in
future efforts. The small business lending market is vast and complex, with many different types
of financial institutions and products, so we need to ensure we consider the requirements
associated with data collection. We also will learn from the changes that we will be making to
Home Mortgage Disclosure Act regulations to enrich the information collected there, as required
by the Dodd-Frank Act.

15
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QUESTIONS FROM REP. LUETKEMEYER (MO-3)

Question 1:
In your testimony before the Committee, you stated that a lender or other entity in full

compliance with state and/or federal law should be allowed to operate as long as that entity
remains in accordance with the law. Our understanding is that licensed and regulated lenders
have had banking relationships threatened. Under the Dodd-Frank Act, the CFPB was given
explicit authority to supervise entities that offer or provide non-bank small dollar loans to
consumers. As the regulator of many of the products being threatened, what specific actions
have you taken or will you take to ensure that these products remain viable and that these entities
remain able to offer them?

Response:

The Dodd-Frank Wall Street Reform and Consumer Protection Act authorizes the Consumer
Financial Protection Bureau to, among other things, supervise payday lenders; to assess
compliance with Federal consumer financial law; to obtain information about them and their
compliance systems or procedures; to detect and assess risks to consumers and consumer
financial markets; and promulgate rules as appropriate to implement Federal consumer financial
law. The Bureau has studied small dollar, short-term lending, including online payday lending,
and continues to do so. In January 2012, the Bureau beld a field hearing in Birmingham,
Alabama, to hear directly from consumers and providers of these products. At that time, the
Bureau began its study, which resulted in a publication entitled, “Payday Loans and Deposit
Advance Products: A White Paper of Initial Data Findings” issued in April of this year.” The
purpose of our outreach, research, and analysis is to determine the best way to protect consumers
while ensuring that they will have access to a small dollar loan market that is fair, transparent,
and competitive.

The Bureau’s White Paper underscored that consumer protection issues exist in the small dollar
loan market, and that further attention to these products is warranted. The Bureau intends to
continue its study of small dolar loan products to better understand why some consumers are
able to use these products in a light to moderate way, while others seem to get trapped in a
prolonged borrowing cycle. The Bureau would also like to better understand the effectiveness of
limitations that have been put into place by state laws, trade associations, and institutions to curb
the sustained use that can lead to adverse financial consequences for consumers.

The Bureau seeks to protect consumers across the entire small dollar credit market. To the extent
that consumers may expetience injury in the nonbank lending market resulting from violations of
laws within our authority, we will take appropriate action to ensure consistent implementation

° CFPB’s Payday Loans and Deposit Advance Products report can be accessed at
http://files.consumerfinance.gov/f/201304_cfpb_payday-dap-whitepaper.pdf.
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and enforcement of the applicable laws across the small dollar credit marketplace. As the
Bureau looks to next steps, we will consider how best to exercise our authorities to protect
consumers while protecting access to affordable credit.

Question 2:
What steps are you taking to ensure that the FDIC and other banking regulators issue proper

guidance on this matter without infringing on CFPB authority? Will the CFPB issue guidance on
this matter?

Response:

The Federal Deposit Insurance Corporation has issued guidance that relates to this topic. See
“FDIC Supervisory Approach to Payment Processing Relationships with Merchant Customers
That Engage in Higher-Risk Activities,” available at
http://www.fdic.gov/news/news/financial/2013/£i113043 html.

In addition, see responses to Question 1 above and Question 3 below.

Question 3:
As the regulator for the payday loan industry your agency has spent considerable time and

investment assembling data and reviewing the practices of the cash advance industry. Has the
Bureau asked the FDIC, the OCC or the Department of Justice to deny basic banking services to
companies in the industry? Does the bureau support the efforts by the agencies to encourage
financial institutions not to bank legally licensed lenders in the space?

Response:

The Consumer Financial Protection Bureau’s job is, among other things, to ensure that payday
lenders comply with Federal consumer financial law. To this end, the Bureau works
collaboratively with other federal and state partners in the markets where more than one
governmental entity may have authority to take action. However, the Bureau is not the sole
regulator of financial products and services providers and, in particular, does not engage in the
same kind of safety and soundness regulation as the federal prudential regulators, who operate
under a statutory mandate distinct from that conferred upon the Bureau. We recognize the
judgment of the prudential regulators in the matters committed to their responsibility.

Question 4:
Do you believe that tribal governments have the right to use the Internet to make loans?

Response:

As noted above, all lenders should be mindful of state and federal law and must comply with all
of the laws applicable to them. Full compliance with the law is essential to the operation of a
fair, transparent, and competitive market.

17
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Question 5:
Does the CFPB believe that the comprehensive array of federal consumer financial laws and

regulations are generally adequate to protect consumers from improper lending practices? If
not, please detail what additional provisions or changes are needed and why.

Response:

As you know, Congress passed the Dodd-Frank Wall Street Reform and Consumer Protection
Act of 2010 in response to the worst financial crisis this country experienced since the Great
Depression. Over the past three years, the Bureau and other financial regulatory agencies have
been working diligently to implement the Dodd-Frank Act. Work on many of the rulemakings
required by the Dodd-Frank Act is ongoing at various agencies. Once the rules required by the
Dodd-Frank are implemented and in effect for some period of time, we will be in a better
position to address whether to recommend changes that might make the statutory framework
more effective.

Question 6:

It is widely recognized that many states have quite restrictive lending laws that limit the type of
small dollar, short-term credit products that nonbank lenders may offer. It would be very helpful
to have a better understanding of this patchwork of state lending laws. Please provide the
Committee with a detailed comparative breakdown of what each state’s law allows concerning
offering specific types of small dollar products including such things as any minimum or
maximum limitations on the length of the loan, the total interest allowed (noting what fees and
charges are counted) as well as any exceptions from such limitations for certain fees or loan
types, and any prohibited loan terms or conditions that apply with respect to any such loan
product. Also, please include a state-by-state breakdown of state licensing requirements that
apply to each such product.

Response:

Information regarding state payday lending statutes is available on the National Conference of
State Legislatures website at http://www.nesl.org/issues-research/banking/payday-lending-state-
statutes.aspx.

Question 7:
Millions of underserved consumers are moving rapidly to meet credit needs via the Internet.

What is the CFPB doing to promote even greater credit access for underserved consumers
through online sources while also ensuring that online lenders comply with applicable federal
laws and regulations?

Response:
All lenders should be mindful of state and federal law and must comply with all of the laws
applicable to them. Full compliance with the law is essential to the operation of a fair,
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transparent, and competitive market. The Dodd-Frank Wall Street Reform and Consumer
Protection Act authorizes the Consumer Financial Protection Bureau to supervise payday
lenders, to assess compliance with Federal consumer financial law, to obtain information about
them and their compliance systems or procedures, to detect and assess risks to consumers, and
consumer financial markets, and to promulgate rules as appropriate to implement Federal
consumer financial law.

The marketplace in which payday lenders operate is increasingly diverse, and the Bureau is
committed to ensuring that consumers receive the full protection of Federal consumer financial
law whether they obtain a loan online, or from a storefront. There is a demand for small dollar
credit products, but debt traps should not be part of consumers’ financial futures. In January
2012, the Bureau added payday lenders to its supervision program on top of its existing efforts to
supervise the depository institutions that offer deposit advance products. We also held a field
hearing in January 2012 in Birmingham, Alabama, to hear directly from consumers and
providers of these products. At that time, the Bureau began its study, which resulted in a
publication entitled, “Payday Loans and Deposit Advance Products: A White Paper of Initial
Data Findings” issued in April of this year.' The purpose of our outreach, research, and analysis
is to help better understand the best approach to protect consumers while ensuring they will have
access to a small dollar loan market that is fair, transparent, and competitive.

The Bureau’s White Paper underscored that consumer protection issues exist in the small dollar
loan market, and that further attention to these products is warranted. The Bureau intends to
continue its study of small dollar loan products to better understand why some consumers are
able to use these products in a light to moderate way, while others seem to get trapped in a
prolonged borrowing cycle. The Bureau would also like to better understand the effectiveness of
limitations that have been put into place by state laws, trade associations, and institutions to curb
the sustained use that can lead to adverse financial consequences for consumers.

As the Bureau looks to next steps, we will consider how best to exercise our authorities to protect
consumers while protecting access to affordable credit.

Question 8:
The CFPB’s Semi-Annual Report notes that consumers may have difficulty comparing small

dollar loan products on an “apples-to-apples™ basis and points out, for example, that APRs are
not provided in all cases and may not include all fees. Has the CFPB collected any data through
focus-groups, surveys and other methods, to determine whether consumers truly understand what
an APR means when used to disclose the cost of various small dollar credit products with a term
of less than one year? Has any research been conducted to determine whether consumers

e Bureau’s Payday Loans and Deposit Advance Products report can be accessed at
http://files.consumerfinance.gov/f/201304_cfpb_payday-dap-whitepaper.pdf.
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understand the costs of such short-term credit options better when all costs (interest, fees and
other charges) are expressed as a dollar figure and as a percentage of the total loan amount
instead of an APR? If not, will you collect such data and provide this Committee with your
analysis of it?

Response:

The Consumer Financial Protection Bureau's “March 2013 Semi-Annual Report” stated with
respect to the complexity and diversity of small dollar, short term loan products available in the
marketplace: “It may be challenging to determine whether taking out a two-week payday loan,
pawning a household good for a month, or gradually paying down a six-month instaliment loan
makes better financial sense. One standard approach to comparing loan costs is the Annual
Percentage Rate (APR); however, APRs may not be provided in every case, or include all fees.
For example, APRs are not disclosed when a consumer incurs an overdraft fee, and other
products might have application or other fees that are not included in this calculation. At least
one survey suggests that many consumers may not understand how to use APR to measure the
relative costs of different small dollar credit options.”"!

The Bureau continues to research consumer behavior in the small dollar credit market, including
the impact of disclosures on consumers’ choices and their understanding of loan costs.

Y1 See CFPB March 2013 Semi-dnnual Report, available at:
http://files.consumerfinance.gov/f/201303_CFPB_SemiAnnualReport March2013.pdf at 39.
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QUESTIONS FROM REP. FINCHER (TN-8)

Question 1: ‘
Nearly 8.7 million American families depend on manufactured homes for reliable, safe, and

sustainable housing. However, smaller-sized manufactured home loans are at risk of being
adversely impacted by HOEPA/high cost mortgage provisions and loan originator guidelines in
Dodd-Frank. Without regulatory relief tailored to this form of housing, the manufactured
housing market will be facing loss of financing available to low- and moderate-income families,
particularly in rural and underserved areas.

As you may know, the manufactured housing industry has been working with consumer
advocates to develop a consensus approach to resolve the regulatory challenges facing this
market. | understand that much progress has been made between the groups, and they have
begun the process of communicating their joint concerns to members of your staff.

To the extent that you are able to comment on the Bureau’s rulemaking processes, do you
anticipate that there might be some accommodation made for the areas highlighted by these
groups? What additional feedback do you think would be necessary from the Committee to
underscore that there is concern for preserving access to credit in this market?

Response:

The Dodd-Frank Wall Street Reform and Consumer Protection Act has a very broad definition
for loan originators, with some exclusions. One of these is a limited exclusion for employees of
manufactured housing retailers that permits them to conduct certain activities without being
treated as loan originators. The loan originator rule published in February addressed this
exclusion, and in June the Consumer Financial Protection Bureau issued a proposal to clarify it
further. The Bureau has considered public comment received on the June proposal, and on
September 13 we issued a final rule.

The compensation paid to a loan originator is generally included for purposes of calculating
points and fees under the Ability-to-Repay and Home Ownership and Equity Protection Act
rules. Our final rule includes a provision that excludes from points and fees compensation paid
by a retailer of manufactured homes to its employees. The points and fees calculation still
includes loan originator compensation paid by other persons, including a creditor to loan
originator employees of manufactured home retailers. Where the creditor has knowledge that the
sales price includes loan originator compensation, then such compensation is included in points
and fees. However the rule imposes no duty on the creditor to investigate. Thus, creditors with
arrangements with retailers to build loan origination compensation into the homes’ sale prices
must count such compensation.
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The final rule also provides guidance on what activities an employee of a manufactured home
retailer may conduct without becoming a loan originator, stating that a retailer employee may:
generally describe the credit application process to a consumer without discussing particular
credit terms; prepare residential mortgage loan packages and provide general application
instructions to consumers so consumers can complete an application, without interacting or
communicating with the consumer regarding specific transaction terms; collect information on
behalf of the consumer with regard to a residential mortgage loan; in certain circumstances,
provide or make available general information about creditors and loan originators that may offer
financing for manufactured homes in the consumer’s general area.

Further, the rule on points and fees does provide more relaxed treatment for “smaller-sized
manufactured home loans™ that are secured by first liens on personal property. The Bureau
provided the same accommodation that Congress prescribed in this respect. In so doing, as well
as in its approach to all of its rulemakings under title XIV of the Dodd-Frank Act, the Bureau has
remained mindful of the need to ensure that regulations do not unduly restrict access to credit in
any market, including manufactured housing.

The Bureau has met with representatives from the manufactured housing industry and has
requested additional data from a set of manufactured housing lenders to gain a more complete
understanding of this market and the potential effects of this and other rules on the market for
manufactured home loans. Available data on manufactured housing lending, however, may not
be representative of all loans secured by manufactured housing and of all lenders who extend
these loans. For this reason and because it must not prejudge any future decisions, the Bureau
has not committed, and cannot commit, to making further modifications to the rules it has
adopted.
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QUESTIONS FROM REP. SCOTT GARRETT (NJ-5)

Question 1:
Dodd-Frank contains provisions limiting the CFPB’s authority to collect “personally identifiable

financial information,” yet the law does not define this term. How does the CFPB define
“personally identifiable financial information” and does it include such information as a name,
Social Security number, and address?

Response:
Pursuant to the Gramm-Leach-Bliley Act, the Consumer Financial Protection Bureau defines
“personally identifiable financial information” by regulation as follows:

{q)(1) Personally identifiable financial information means any information:

(i) A consumer provides to you to obtain a financial product or service
from you;

(ii) About a consumer resulting from any transaction involving a financial
product or service between you and a consumer; or

(iii) You otherwise obtain about a consumer in connection with providing
a financial product or service to that consumer.

* * *

(2) Information not included. Personally identifiable financial

(B) Information that does not identify a consumer, such as aggregate
information or blind data that does not contain personal identifiers such as
account numbers, names, or addresses.

The remainder of the definition provides examples. The complete definition can be found at 12
C.F.R. §1016.3(q), along with interrelated terms.

Question 2:
How many U.S. consumer accounts is the CFPB monitoring as part of its data collection

activities?

Response:
The Consumer Financial Protection Bureau does not track the financial habits or activities of any
individual consumer.

Instead, in the normal course of carrying out its statutory mandates, the Bureau collects
information from consumers who seek the Bureau’s help through the consumer response

function and from the institution involved in the complaint; from covered persons who are the
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subject of supervisory examinations or enforcement activity, as well as from whistleblowers and
third parties who may have information relevant to an enforcement action; and in the
performance of market monitoring activities.

Question 3:
It has been reported that the CFPB has requested account-level details regarding consumer credit

card data from nine banks. Can you tell the committee which banks the CFPB is collecting this
information from? Are there currently any plans to increase the amount of banks that the CFPB
will obtain this information from?

Response:
The Consumer Financial Protection Bureau does not track the financial habits or activities of any

individual consumer.

In the exercise of its supervisory authority the Bureau uses data stripped of direct or personal
identifiers with respect to all credit card accounts maintained by a number of large card issuers.
This data is collected and housed on behalf of the Bureau by Argus Information and Advisory
Services, a company that is in the business of obtaining account-level data for credit cards and
other financial services from financial services companies. The data being provided to the
Bureau are the same type of data that credit card issuers regularly provide to Argus, such as the
monthly balance, fees charges, interest charged, and payments received on accounts. The data
the Bureau receives does not include purchase transactions.

The issuers from which the data is being collected include the largest credit card issuers and thus
have particularly significant potential to create risks to consumers. At present, the Bureau has no
plans to increase the number of banks from which we will obtain this information.

Question 4:
In the strategic plan that the CFPB issued in April of this year, the CFPB said that it seeks to

“acquire and maintain a credit card database...covering approximately 80% of the credit card
marketplace” by the end of FY 2013. According to the U.S. Census Bureau, Americans hold
approximately 1.2 billion credit cards. That would mean that the CFPB is planning to monitor
about 960 million credit cards. Why is it necessary to monitor such a high number of credit card
accounts?

Response:
The Consumer Financial Protection Bureau does not track the financial habits or activities of any

individual consumer.

The Bureau does collect certain information in the normal course of carrying out its statutory
mandate to protect consumers, ensure regulatory compliance, and monitor the financial services
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and products markets for risks to consumers. For example the Bureau collects account-level
information as needed from consumers who submit consumer complaints as well as from the
company the complaint is about. The Bureau also collects information from covered persons
who are the subject of supervisory examinations or enforcement activity, as well as from
whistleblowers and third parties who may have information relevant to an enforcement action.

In addition, the Bureau performs market monitoring activities, which involve the analysis of
market trends and risks to consumers based upon aggregating and analyzing account information
stripped of direct or personal identifiers.

The Bureau manages risks to privacy associated with collecting information by complying with
the Privacy Act of 1974, Right to Financial Privacy Act, and E-Government Act of 2002;
voluntarily adopting Office of Management and Budget privacy-related guidance as best
practice; and applying National Institute of Standards and Technology risk management
processes. The Bureau has many privacy protections in place to protect the consumer from
misuse of information that directly identifies them, reveals their consumer behaviors, or
describes personal characteristics such as race or gender, or credit characteristics. When the
Bureau does obtain information that includes personal identifiers, it protects the information
using technical, physical, and administrative controls that may include but are not limited to:
acquisition provisions, privacy incident management, access controls, audit logs, physical
security, records schedules, and minimizing the maintenance of personal information by deleting
direct identifiers or coding information into generic categories to facilitate analysis.

Question 5:
How many people have access to CFPB databases containing personal consumer financial data?
And who are the people that have access?

Response

In general, access to the Consumer Financial Protection Bureau’s data is controlled, and access
logs to Bureau systems are kept and maintained in accordance with Bureau policy based on
National Institute of Standards and Technology Special Publication 800-53 Recommended
Security Controls for Federal Information Systems and Organizations (NIST SP 800-53)
guidelines.

Question 6:
Section 1022 (¢)(4)X(C) of Dodd-Frank is a limiting provision on the CFPB’s general power. The

provision reads “The Bureau may not use its authorities under this paragraph to obtain records
from covered persons and service providers...for purposes of gathering or analyzing the
personally identifiable information of consumers.” As the head of the CFPB and an attorney, do
you believe that the CFPB has the authority to collect personally identifiable information as part
of its examination process from supervised entities and then use that information for market
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monitoring? And if not, upon what authority does the CFPB rely for collecting personally
identifiable information in an examination and using it to monitor markets?

Response:

A number of provisions in the Dodd-Frank Wall Street Reform and Consumer Protection Act,
among them 12 U.S.C. § 5512(c), 12 U.S.C. § 5514(b), 12 U.S.C. § 5515(b), 12 U.S.C. § 5534,
and 12 U.S.C. § 5562, authorize the Consumer Financial Protection Bureau to request
information. The Bureau’s information-gathering is consistent with these authorities and with
limitations regarding personally identifiable financial information. The Bureau manages the
privacy associated with its exercise of consumer protection authorities by complying with the
Privacy Act of 1974, Right to Financial Privacy Act, and E-Government Act of 2002; voluntarily
adopting Office of Management and Budget privacy-related guidance as best practice; and
applying National Institute of Standards and Technology risk management processes.

Question 7:
The Statement of Record Notice for the CFPB’s “Market and Consumer Research Records”

database indicates that personally identifiable information is being collected and able to be
retrieved by reference to such information. But the CFPB has not yet issued a privacy impact
assessment (P1A), which is mandated by the E-Government Act in order to ensure that agencies
are in compliance with laws and regulations governing privacy of any personal information the
agency stores, collects, uses, and shares. Why hasn’t the CFPB issued a PIA for this database
and will you commit to issuing this PIA?

Response:

The requirement to publish System of Records Notices (SORN) is derived from the Privacy Act,
and the requirement to conduct Privacy Impact Assessments is derived from the E-Government
Act. While both laws help protect privacy, the requirements triggering each are different. For -
example, an activity that triggers a SORN may or may not require a PIA; and a PIA may be
conducted when a SORN is not required.

In accordance with the Privacy Act, the Consumer Financial Protection Bureau published
CFPB.022- Market and Consumer Research Records to permit the Bureau’s collection and use of
the information for market and consumer research purposes. The Bureau has developed a Privacy
Impact Assessment that documents privacy risks associated with conducting research on
consumer financial markets."?

2 See www.consumerfinance.gov.
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Question 8:
As you know, the CFPB is largely shielded from congressional oversight and appropriations.

Does the CFPB believe that it has a blank check to collect information on consumer activities?

Response:

No, the Consumer Financial Protection Bureau operates under statutes which define the scope of
its authority. Similar to other independent agencies, the Bureau is subject to robust
congressional oversight, with some facets unique to the Bureau. For example, the Director must
appear before Congress biannually and report on, among other things, the Bureau’s budget and
significant rules and orders it has adopted. In the three years of Bureau existence, officials have
appeared before Congress on 44 occasions. The Bureau is also subject to the Administrative
Procedure Act, the Regulatory Flexibility Act, the Paperwork Reduction Act, the Congressional
Review Act, the Privacy Act, and the Right to Financial Privacy Act, among other statutes
applicable to federal agencies. In addition, the Bureau is the only independent financial services
regulator with a statutory budget cap. The Bureau is also subject to three annual audits, The
Bureau’s financial statements are audited annually by the Government Accountability Office, the
investigative arm of Congress. GAO also audits the Bureau’s regulations. And, the Bureau’s
operations and budget are subject to an independent audit. The Bureau’s activities are monitored
closely by its Inspector General.
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QUESTIONS FROM REP. ROYCE (CA-39)

In setting up the CFPB and the Supervision, Enforcement & Fair Lending Division, it is clear
from reports that negotiations between supervision and enforcement on how best to conduct
examinations initially resulted in one or two enforcement attorneys being assigned to
examination teams in the field. These enforcement “ride alongs” have been met with much
criticism — including from the CFPB’s own Ombudsman who has cited “the potential for the
policy to be a batrier to a free exchange during the examination.” The Ombudsman also
recommended “CFPB review implementation of the policy to have enforcement attorneys
present at supervisory examinations.” 1 am wondering if you can comment on the status of this
practice. Has the CFPB decided to no longer have enforcement staff accompany examiners
during examinations?

Response:

The Consumer Financial Protection Bureau intentionally grouped our supervision, enforcement,
and fair lending offices together because we wanted them to be integrated and familiar with the
work that each office was doing. The integrated model was intended to ensure supervision and
enforcement work very closely together. We found over time that the most efficient way of
accomplishing that goal did not require the enforcement attorneys to accompany the examiners
on site.
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QUESTIONS FROM REP. STEVAN PEARCE (NM-2)

Question 1:
Has the agency begun studying ways to improve their definition of “rural”?

What steps will the agency take to develop a new definition? What timelines can be expected?

Response:

As you may know, the Consumer Financial Protection Bureau’s Qualified Mortgage rule
provided a general definition of “rural” using the Department of Agriculture’s Urban Influence
Codes. Those codes, in turn, are based on definitions developed by the Office of Management
and Budget, in particular “metropolitan statistical area” and “micropolitan statistical area.”

Access to credit in rural communities as well as the impacts of our rules on small creditors who
serve those communities is a matter the Bureau takes very seriously. In response to concerns that
have been raised, the Bureau amended the Ability-to-Repay Rule to provide a two-year transition
period, during which balloon loans made by small creditors and held in portfolio will be treated
as Qualified Mortgages regardless of the location of the particular creditor. This decision will
allow time for the Bureau to review whether its definition of rural should be adjusted.

As a first step in examining other possible definitions, the Bureau has begun to examine the
various data sources available. Notably, data collected under the Home Mortgage Disclosure Act
has sparse coverage in rural areas.

The Bureau is committed to such a review to ensure that the Bureau’s definition accurately
reflects significant differences among geographic areas, to calibrate access to credit concerns,
and to facilitate implementation.

Question 2:
Does the agency’s data collection effort include Personally Identifiable Information such as:

name, address, social security, zip, property and credit score of an individual?

Response:
The Consumer Financial Protection Bureau does not track the financial habits or activities of any

individual consumer.

The Bureau receives personally identifiable information (PII) as defined by the Office of
Management and Budget in OMB Memorandum M-07-16, “Safeguarding Against and
Responding to the Breach of Personally Identifiable Information,” May 22, 2007. M-07-16
defines “personally identifiable information” to mean “information which can be used to
distinguish or trace an individual's identity, such as their name, social security number, biometric
records, etc. alone, or when combined with other personal or identifying information which is
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linked or linkable to a specific individual, such as date and place of birth, mother’s maiden name,

*

etc.

The Bureau protects the P11 it receives by implementing technical, physical, and administrative
controls. These controls may include but are not limited to: acquisition provisions, privacy
incident management, access controls, audit logs, physical security, records schedules, and
minimizing the maintenance of personal information by deleting direct identifiers or coding
information into generic categories to facilitate analysis.

Question 3:
Has the CFPB carried out case studies or analyzed cases of agencies, consumer groups or credit

card companies, where information has been distributed, leaked, shared or hacked?

Response:

While the Bureau has not carried out specific case studies of other agencies or firms with data
breaches, the agency is aware of the necessity of data protection. The Bureau’s practice is to
categorize its systems using Federal Information Processing Standard Publication 199, Standards
for Security Categorization of Federal Information and Information Systems (FIPS 199). Based
on this categorization, the Bureau implements security controls from National Institute of
Standards and Technology Special Publication 800-53, Recommended Security Controls for
Federal Information Systems and Organizations, to secure its data. Any additional Bureau
policies, processes, and procedures, including those related to access, are based on these standard
federally-practiced controls, industry best practices, as well as other guidelines and mandates
issued for government agencies.

Question 4:
Has the Director or Deputy Director of the CFPB discussed, at length, the implication of a

security breach with staff?

Response:

The Consumer Financial Protection Bureau leadership recognizes the serious responsibility
associated with its collection of information on consumer financial markets under the authorities
granted by the Dodd-Frank Wall Street Reform and Consumer Financial Protection Act. The
Bureau’s published regulations “Disclosure of Information and Records Rules” 12 CFR Part
1070.40 et seq., outline the restrictions on the disclosure of confidential information. The Bureau
has a dedicated Chief Information Security Officer and a dedicated Chief Privacy Officer, both
of whom report directly to the Chief Technology and Information Officer, who centrally
manages Bureau response to potential privacy or security incidents. Bureau employees receive
instruction on how to identify and report potential privacy or security incidents, in addition to
new hire and annual mandatory trainings that meet the training requirements under the Privacy
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Act, the Federal Information Security Management Act, and guidance issued by the Office of
Management and Budget.

Question 5:
What actions are being taken to ensure that sensitive information, from millions of consumers, is

not being leaked or used inappropriately? Please provide a detailed update.

Response:

The Consumer Financial Protection Bureau continues to rely, in part, on elements of the
Department of Treasury’s network and related IT infrastructure, including Treasury’s directives
that relate to security and privacy incidents. In anticipation of the Bureau’s move to its own
network infrastructure, the Bureau has developed new directives related to security and privacy
incidents, which it will issue upon network independence. In the interim, the Bureau has
developed supplemental incident-reporting materials for managing the breach, loss, or
compromise of personally identifiable information (PIT). These materials, in conjunction with
processes outlined in Treasury’s privacy and security incident directives, help the Bureau meet
the requirements around the suspected or confirmed breach, loss, or compromise of PlI outlined
in the Office of Management and Budget -issued guidance (i.e. OMB M-07-16, Safeguarding
Against and Responding to the Breach of Personally Identifiable Information, May 22, 2007).
As part of its supplemental interim procedures, the Bureau would assess the risk significance (or
analyze the risk of harm) posed by a breach, loss, or compromise of PII to determine if
notification, outreach, or additional mitigation is warranted or necessary. This would include
alerting impacted individual consumers if their PII is confirmed to have been breached. When
deemed necessary (i.e. risk of harm is deemed high), additional mitigation steps might include,
for example, offering impacted individuals credit monitoring subscriptions/services.

Question 6.
Who made the decision to hire ASR Analytics?
Please describe the decision process for hiring contractors.

Response:

ASR provided independent audit support to the Bureau pursuant to two separate vehicles, both of
which were competed. The first was a task order issued against an existing Department of
Treasury contract which had been previously awarded by Treasury through a competitive
process. Subsequently, the Bureau awarded a contract to ASR based upon a competition among
existing General Services Administration small business vendors. The Request for Quote (RFQ)
was sent via GSA’s e-Buy system to a range of small businesses that were on the relevant GSA
Schedule. One proposal was received and carefully evaluated against the criteria as stated in the
advertised solicitation. The overall evaluation rating was “Good” and the price was determined
fair and reasonable. Therefore, the contract was awarded to ASR.
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QUESTIONS FROM REP. BACHUS (AL-6)

Question 1:
Director Cordray, the current Qualified Mortgage rule includes fees paid to affiliated title

insurance companies. However, fees paid to an unaffiliated title insurance company are not
included. Will you please explain why you differentiate between fees paid to affiliated and
unaffiliated title insurance companies? If the title insurance fees are equal, is there a benefit to
the consumer if title insurance is purchased by an unaffiliated title agent?

Response: :

Congress specifically identified third-party charges retained by the mortgage creditor, originator,
or an affiliate of the creditor or originator as not excluded from the definition of points and
fees.'* Accordingly, the Consumer Financial Protection Bureau understood Congress to have
weighed the relevant competing policy concerns related to fees (including title insurance fees)
that are retained by affiliates and to have made a deliberate decision not to exclude such fees
from the points and fees test. Particularly given Congress’s clear determination in the Dodd-
Frank Wall Street Reform and Consumer Protection Act, the Bureau did not believe there was
sufficient justification to use its exception authority to exclude affiliate fees from the calculation
of points and fees.

Question 2:
There have been news articles and reports that federal agencies, such as the FDIC and DOJ, have

been pressuring banks and third-paﬁy payment providers to stop doing business with online
lenders. This leads to several questions.

a. Has the Bureau asked the FDIC, OCC and DOJ to deny basic banking services to
companies in the industry?

Response:

No, the Bureau has not asked the Federal Deposit Insurance Corporation, the Office of the
Comptroller of the Currency or the Department of Justice to deny basic banking services to
companies in the online lending industry.

b. Does the bureau support the efforts of these agencies to encourage financial institutions
not to bank legally licensed lenders in the space?

13 Section 1412, Dodd-Frank Act
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Response:
The Consumer Financial Protection Bureau is unaware of efforts by any agency to encourage
financial institutions not to provide banking services for lawfully operating businesses.

¢. As the primary regulator, is the CFPB planning on issuing a rule on short-term lending
for storefront and internet lending business?

Response:

The Consumer Financial Protection Bureau held a field hearing in January 2012 in
Birmingham, Alabama, to hear directly from consumers and providers of these products. At
that time, the Bureau began its study, which resulted in our white paper issued in April of this
year titled “Payday Loans and Deposit Advance Products: A White Paper of Initial Data
Findings.” The purpose of our outreach, research, and analysis is to help better understand
the best approach to protect consumers while ensuring that they will have access to a small
dollar loan market that is fair, transparent, and competitive.

The Bureau’s White Paper underscored that consumer protection issues exist in the small
dollar loan market, and that further attention to these products is warranted. The Bureau
intends to continue its study of small dollar loan products to better understand why some
consumers are able to use these products in a light to moderate way, while others seem to get
trapped in a prolonged borrowing cycle. The Bureau would also like to better understand the
effectiveness of limitations that have been put into place by state laws, trade associations, and
institutions to curb the sustained use that can lead to adverse financial consequences for
consumers. As the Bureau looks to next steps, we will consider how best to exercise our
authorities to protect consumers while protecting access to affordable credit.

d. Do you think it is appropriate for any federal agency to seek to deny access to banking
and payments systems to lawfully operating businesses?

Response:
The Consumer Financial Protection Bureau is not aware of any federal agency seeking to
deny such access to lawfully operating businesses.

e. Does the CFPB need or want the FDIC to assume its responsibilities to ensure online
nonbank lenders are complying with applicable law?

Response:

The marketplace in which payday lenders operate is increasingly diverse, and the Consumer
Financial Protection Bureau is committed to ensuring that consumers receive the full
protection of Federal consumer financial law whether they obtain a loan online or from a
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storefront. The Bureau is not, however, the sole regulator of banking relationships and, in
particular, does not engage in the same kind of safety and soundness regulation as the federal
prudential regulators, who operate under a statutory mandate distinct from that which
Congress conferred upon the Bureau. The Dodd-Frank Wall Street Reform and Consumer
Protection Act authorizes the Bureau to supervise payday lenders, to assess compliance with
Federal consumer financial law, to obtain information about them and their compliance
systems or procedures, to detect and assess risks to consumers and consumer financial
markets, and to promulgate rules as appropriate to implement Federal consumer financial
law. The Bureau is working diligently to implement the Act appropriately.

f. Has the CFPB, or FDIC, through any formal or informal action lead banks to believe that
they should not provide banking and payment services to the online lending industry?

Response:

As noted above, the Consumer Financial Protection Bureau is unaware of efforts by any
agency to encourage financial institutions not to provide banking services for lawfully
operating businesses.
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QUESTIONS FROM REP. MULVANEY (SC-5)

Question 1:
Has the Inspector General responsible for CFPB oversight inquired specifically about the

discrepancy between the CFPB’s funding requests and its outlays?
» If so, what was the nature of the inquiry?
e Please provide any relevant documentation relating to such an inquiry.

Response:

The Office of Inspector General (OIG) of the Board of Governors of the Federal Reserve System
and the Consumer Financial Protection Bureau recently completed an evaluation of the
Consumer Financial Protection Bureau’s budget process for the Bureau’s fiscal year 2013 budget
justification published in February 2012. As part of this evaluation, the OIG reviewed the
Bureau’s processes and documentation related to fiscal year 2012 transfer requests from the
Federal Reserve System. The OIG report, including the Bureau’s management response can be
found at hitp://www.federalreserve.gov/oig/.

Question 2:
Has any other entity inquired specifically about the discrepancy between the CFPB’s funding

requests and its outlays?
e If so, what was the nature of the inquiry?
Please provide any relevant documentation relating to such an inquiry.

Response:

In addition to the regular oversight of the Consumer Financial Protection Bureau conducted by
Congress, Section 1573(a) of the Department of Defense and Full-Year Continuing
Appropriations Act of 2011, Pub. L. No. 112-10, requires the Bureau to order an annual
independent audit of its operations and budget, and Section 1017(a)(5), Pub. L. No. 111-203
requires the Government Accountability Office (GAQ) to annually audit the Bureau’s financial
statements in accordance with generally accepted government auditing standards.

The results of the independent audit for fiscal years 2011, 2012, and 2013 are available on the
Bureau’s website at http://www.consumerfinance.gov/reports/independent-performance-audit-of-
cfpb-operations-and-budget/, http://www.consumerfinance.gov/reports/independent-
performance-audit-of-cfpb-operations-and-budget-2/, and
http://www.consumerfinance.gov/reports/cfpb-independent-audit-of-selected-operations-and-
budget-fiscal-year-2013/, respectively. Similarly the results of the GAO audit for fiscal years
2011, 2012, and 2013 are embedded in the Financial Report of the Consumer Financial
Protection Bureau and available on the Bureau’s website at
http://www.consumerfinance.gov/budget/. The reports describe the scope and the results of each
of the engagements.
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Question 3:
What is the current balance of the Bureau of Consumer Financial Protection Fund (“Bureau

Fund”)?

Response:

As required by the Dodd-Frank Wall Street Reform and Consumer Protection Act, the Consumer
Financial Protection Bureau publishes an annual Financial Report of the Consumer Financial
Protection Bureau that includes audited financial statements of the Bureau. The Bureau reported
in its financial statements for fiscal year 2013 a balance in the Bureau Fund of approximately
$371 million, consisting of $325 thousand held as cash at the Federal Reserve Bank of New
York, $27 million as a fund balance with Treasury, and $344 million in investments in U.S.
Treasury securities. The funds held in the Bureau Fund are drawn down as needed to pay for
obligations (e.g., to cover outlays) of the Bureau. These obligations include employee salaries
and benefits, travel, rent, utilities, IT equipment, and other services received through intra-
governmental agreements and contracts with vendors. A list of Bureau contracts with vendors is
available at usaspending.gov.

The annual Financial Report for fiscal years 2011 through 2013 are available on the Bureau’s
website at http://www.consumerfinance.gov/budget/.

Question 4:
What has the Bureau Fund earned, either from interest or from the sale of

investments/obligations, since its inception?

Response:

Funds held in the Bureau Fund are available to cover outlays related to existing and upcoming
obligations of the Consumer Financial Protection Bureau. The funds are invested in U.S.
Treasury securities until such time as an outlay is required of the Bureay — for example, when it
is time to pay employees’ salaries or to pay invoices from vendors or other government agencies.

The Bureau has earned approximately $30,000 in fiscal year 2011, $66,000 in fiscal year 2012,
and $221,000 in fiscal year 2013 from interest and/or the sale of investments in Treasury
securities.

Question 5:
Do you plan to draw down, increase, or maintain the amount held in the Bureau Fund?

Please describe how you intend to achieve that goal and include a proposed timeline.
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Response:

As required by the Dodd-Frank Wall Street Reform and Consumer Protection Act, the Consumer
Financial Protection Bureau ensures that the amount of funds requested each quarter from the
Federal Reserve Board of Governors is reasonably necessary to carry out its mission.'* Funds
held in the Bureau Fund are available to cover outlays related to existing and upcoming
obligations of the Bureau. These obligations include employee salaries and benefits, travel, rent,
utilities, IT equipment, and other services received through intra-governmental agreements and
contracts with vendors.

Funds held in the Bureau Fund at the end of fiscal year 2013 are drawn down to pay for
obligations (e.g., to cover outlays) of the Bureau. Balances in the Bureau Fund, however, will
fluctuate over time primarily due to the timing of both transfer requests and scheduled outlays.
The length and timeline for drawing down funds from the Bureau Fund to pay obligations

varies. For example, funds requested to cover employees’ salaries are required every two
weeks. However, funds related to intra-governmental agreements and contracts with vendors are
drawn down as those entities perform the agreed-upon services and submit invoices for
payment. The timeline for these outlays depends on the length of the agreement, which for most
contracts generally takes between 3 to 12 months from the date the contract was executed, or
longer for multiyear contracts.

Question 6:
In your recent testimony before the Committee, you discussed the CFPB’s authority to regulate

debt collectors.
a. Do you believe that it is the CFPB’s responsibility to promote additional state regulation?

Response:

Many state and local governments license debt collectors and regulate their activities. Recently,
a number of states and local governments have changed or are considering changing their
statutes, regulations, and rules applicable to debt collection litigation. Most of these changes
focus on rules of court procedure and evidence. These are areas that states have traditionally
regulated.

b. Please describe all contacts by CFPB officials with state regulators and state legislative
officials on issues related to the debt buyer and debt collection industry.

Response:

14 Section 1017(a)(1), Dodd-Frank Act.
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The Bureau regularly and routinely informs state regulators and officials about the Bureau’s
work, and consults and coordinates with them, as is expressly authorized and, in many cases,
required by Congress, most notably throughout the provisions of the Dodd-Frank Act, subject to
applicable limitations and safeguards.’®

Indeed, in its recent ANPR on debt collection, the Bureau recognized this state role in explaining
that it was interested in receiving comments concerning “how proposed rules could protect
consumers in debt collection litigation without adversely affecting the traditional rule of the
States in overseeing the administration and operation of their court systems and without
imposing undue or unnecessary costs on the debt collection process.”'® The Bureau also
developed a set of draft court rules on debt collection litigation, drawn directly from provisions
already adopted by various states, and provided technical assistance on them to state regulators
and officials who requested it.

¢. Please include specific state legislative initiatives and proposed legislation that the CFPB
supports.

Response:

On June 6, the Bureau and the Federal Trade Commission jointly hosted a roundtable entitled
“Life of a Debt: Data Integrity in Debt Collection.”!” The roundtable included representatives
from industry, consumer advocacy groups, and state and federal officials. In addition, the
Bureau’s Office of Supervision, Enforcement, and Fair Lending interact regularly with their state
counterparts on confidential supervisory or enforcement matters related to the debt collection
industry. When requested, the Bureau has provided technical assistance, including copies of

' See, e. g, Dodd-Frank Act sections 1013(b)(3)(D) (“...the Bureau shall share consumer complaint information
with prudential regulators, the Federal Trade Commission, other Federal agencies, and State agencies...”;
1013(c)(2)(B) (“......coordinating fair lending efforts of the Bureau with other Federal agencies and State
regulators...”);...”; 1013(e)(1)(C) (*...coordinate efforts among Federal and State agencies, as appropriate,
regarding co protection es relating to consumer financial products and services offered to, or used by,
service members and their families...”);...”"; 1813(g)(3XE) (“...“.. .coordinate consumer protection efforts of seniors
with other Federal agencies and State regulators...”);...”; 1015 (““The Bureau shall coordinate with the
Commission, the Commodity Futures Trading Commission, the Federal Trade Commission, and other Federal
agencies and State regulators...”);...”; 1022(c)X6)(C) (providing access to Bureau examination reports for “...a
prudential regulator, a State regulator, or any other Federal agency having jurisdiction...”)”; 1022(c}(7XC)
“(...*...the Bureau shall consult with State agencies...”);...”; 1024(b)(3) and 1025(b)(2) (“..."...the Bureau shall
coordinate its supervisory activities with the supervisory activities conducted by prudential regulators and the State
bank regulatory authorities...”);...”; 1025(e}(2) (““The Bureau shall pursue arr ts and agr ts with State
bank supervisors...”);...”; 1042(b)(1) (“...a State attorney general or State regulator shall timely provide a copy of
the complete complaint to be filed and written notice describing such action or proceeding to the Bureau...”);...™;
and 1042(c) (““The Bureau shall...provide guidance in order to further coordinate actions with the State attorneys
general and other regulators...”)...”,

16 Bureau of Consumer Financial Protection, “Debt Collection (Regulation F); Advance Notice of Proposed
Rulemaking, 78 Fed. Reg. 67848, 67877 (Nov. 12, 2013).

17 http:/fwww.consumerfinance gov/newsroom/steve-antonakes-remarks-at-life-of-a-debt-data-integrity-in-debt-
collection/
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draft court rules derived from current state laws and court rules, to state regulators and officials
that have jurisdiction over debt collectors’ activities and have or are considering changing their
statutes, regulations, and rules applicable to debt collection litigation.

O
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