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The Budget of the Consumer Financial Protection Bureau

Chairman Neugebauer, Ranking Member Capuano, and members of the Subcommittee,
thank you for this opportunity to testify on the Consumer Financial Protection Bureau’s budget.

Before | became Director, | promised Members of Congress in both chambers and on
both sides of the aisle that | would be accountable to you for how the Consumer Bureau carries
out the laws you enact. | said that I would always welcome your thoughts about our work, and |
stand by that commitment. This is the 14" time that we have testified before either the House or
the Senate, and my colleagues and | look forward to continuing to work with you to provide the
kind of oversight that allows you to understand the work we are doing and that helps us improve
our performance.

We are committed to fulfilling our statutory responsibilities and delivering value to
American consumers. This means being accountable and using our resources wisely and
carefully. As you know, the Consumer Bureau is funded through transfers from the Federal
Reserve. Under the Dodd-Frank Wall Street Reform and Consumer Protection Act, the cap on
those transfers for fiscal year 2011 was 10 percent of the Federal Reserve’s 2009 operating
expenses, or $498 million. As this was our start-up year, we did not use all of our available
funds — in fact we used only $123 million -- but we got underway and continue to build toward a
steady state that will allow us to accomplish the objectives set forth in the laws enacted by you,
the Congress.

The Government Accountability Office rendered an unqualified “clean” audit of our
financial statements, and an additional independent, third-party audit found that the Consumer
Bureau addressed all relevant budgeting requirements under Dodd-Frank. Because we are
committed to transparency, we have posted our budget justification, our financial statements, the
GAO audit, and the independent audit on our website at consumerfinance.gov. We invite you to
look at these documents and will be glad to answer any questions you may have about them.

Now that we completed our statutory transition period and have become a full-fledged
independent agency with the legal responsibility to protect American consumers in the financial
marketplace, our expenditures have naturally increased. As you can see in our budget
justification, however, our budget estimates remain considerably below our budget cap at $356
million for 2012 and $448 million for 2013. At this time, we have no plans to ask Congress for
any further appropriations, as we are authorized to do by law.

While our budget is small relative to the other banking agencies, our mission is critical.
Our budget is a means to an important end — to make life better for American consumers. Much
is at stake. Consumer finance is a big part of the American economy, and it bears heavily on all
of our lives. Mortgages allow people to buy homes and spread the payments over many years.
Student loans give people with talent and ambition access to higher education. Credit cards are a
convenient means of accessing money to make purchases. Products like these can help people
achieve their dreams. But as we have seen in recent years, they also can create dangers and
pitfalls if they are misused or misunderstood.

In state and local government | was deeply engaged in consumer finance issues. | saw
good people struggling with debt they could not afford. Sometimes people made bad decisions.
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Sometimes an unexpected event — like a loved one getting sick or a family member losing a job —
overwhelmed even the most careful planning. Still other times, unscrupulous businesses
obscured loan terms or engaged in outright fraud, harming unsuspecting consumers and even
ruining lives and devastating communities.

I am sure each of you hears every day from friends, neighbors, and constituents who have
these kinds of stories to tell. They are not looking for special favors. They just want a fair
shake, and a chance to get back on track toward achieving the American Dream. They deserve a
consumer financial system that actually works for consumers. Accomplishing our mission will
take time. But we are already taking important steps to improve the lives of consumers.

One of our main objectives is to make sure the costs and risks of financial products are
clear. People make their own decisions, and nobody can or should try to do that for them. But it
is the American way for responsible businesses to be straightforward and upfront with their
customers, giving them all the information they need to make informed decisions. That is good
for honest businesses and good for the overall economy. | saw a quote which embodies this
view: “Free men engaged in free enterprise build better nations with more and better goods and
services, higher wages and higher standards of living for more people. But free enterprise is not
a hunting license.” That was Governor Ronald Reagan in 1970. | agree with what he said, and it
is a view shared by those | work with at the Consumer Bureau.

So another key objective is making sure banks and nonbanks get the evenhanded
oversight needed to promote a fair marketplace. Our supervisors are going on-site to examine
their books, ask tough questions, and fix problems we uncover. Under the laws Congress
enacted, and with a director in place, we can now do this across all markets for consumer
financial products and services.

The Consumer Bureau will also make clear that violating the law has consequences.
Through our field examiners, direct contact with consumers and businesses, and highly skilled
researchers, we have many ways to learn facts about what is happening in the marketplace. We
will use all the tools available in our effort to ensure everyone follows the rules of the road.
Where we can cooperate with financial institutions to do that, we will; but when necessary, we
will not hesitate to use enforcement actions to uphold the law and right a wrong.

We are listening closely to consumers and the businesses that serve them. We do this
through our website, consumerfinance.gov, where people tell us their personal stories. We also
get out of Washington regularly to hear from people first-hand. We have held town hall
meetings in Philadelphia, Minneapolis, and Cleveland, and we held our first field hearing in
Birmingham. We hope you will join us at these events when we come to your communities.

Thank you. I look forward to your questions.



Consumer Financial Protection Bureau

Program Summary by Budget Activity

(Dollars in thousands)

Supenvision, Enforcement, and Fair Lending & Equal Opportunity
Consumer Education and Engagement/Consumer Response
Research, Markets and Regulations

Total Expenses/Obligations

2011 2012 2013 %
Actual Estimates Estimates Change
FTE Amount FTE Amount FTE  Amount
101 59,632 635 214,053 873 261,119 22%
41 43,339 196 84,585 345 126,025 49%
36 20,359 111 57,736 141 60,544 5%
178  $123,330 942 $356,374 1,359 $447,688 26%

Note: Estimates are based on the best available information at the time the Budget was prepared and are subject to revision.
Consistent with the presentation of the CFPB’s audited financial statements, the resource estimates in this volume, including
staffing allocations, are displayed across three budget activities, with funding for the Bureau’s operations and executive

management functions allocated among the three activities.

Background

The Consumer Financial Protection Bureau
(“CFPB” or the “Bureau’) was established
under Title X of the Dodd-Frank Wall Street
Reform and Consumer Protection Act (the
“Act”).} To create a single point of
accountability in the federal government for
consumer financial protection, the Act
consolidated many of the authorities
previously shared by seven federal agencies
under the Federal consumer financial laws?
into the CFPB and provided the CFPB with
additional authorities. Among the Bureau’s
tools are authorities to:

e Conduct rulemaking, supervision and
enforcement with respect to the Federal
consumer financial laws;

Handle consumer complaints and inquiries;
Promote financial education;

Research consumer behavior; and
Monitor financial markets for risks to
consumers.

The CFPB receives a mandatory transfer of
funding from the Federal Reserve System in
an amount determined by the Director of the

1p.L. 111-203, 124 Stat. 1955 (July 21, 2010)

2 As used throughout this document, the term “Federal
consumer financial laws” has the meaning set forth in
Section 1002(14) of the Act.

CFPB to be necessary to fund Bureau
operations, subject to limits established in the
Act. The CFPB is also authorized to request
up to $200 million in discretionary
appropriations in Fiscal Years (FY) 2010-
2014 if the amount transferred by the Federal
Reserve is not sufficient. Any request to
secure funding through discretionary
appropriations under this provision would be
subject to the Congressional appropriations
process. The CFPB is not requesting a
discretionary appropriation in FYs 2012 or
2013.

Priorities

In support of the CFPB’s strategic goals, the
Bureau’s key priorities for FYs 2012 and 2013
include:

e Recruit the most qualified employees;

e Build-out core supervision and
enforcement capabilities;

e Coordinate supervision and other activities
with federal and state agencies;

e Make critical investments in technology,
data infrastructure and facilities;

e Expand the Bureau’s capacity to receive
and respond in a timely manner to
consumer complaints for the full range of
consumer financial products and services;

¢ Build efficient and effective management
processes;



Monitor and enforce compliance with the
Federal consumer financial laws through
supervision in order to protect consumers
from illegal acts or practices;

Protect honest businesses from competitors
who use unscrupulous practices to gain an
unfair advantage by addressing potential
violations of Federal consumer financial
laws in a range of markets;

Promote fair lending compliance and
education by working with federal
agencies, State regulators, private industry,
and fair lending, civil rights, and consumer
and community advocates;

Engage consumers in a timely way through
innovative initiatives to educate them
about financial issues and use consumer
input, including consumer complaint and
inquiry data, to identify needed policy
changes with particular impact on students,
older Americans and servicemembers, as
required by the Act;

Address challenges in the mortgage market
and evaluate potential policy problems in a
range of consumer finance markets;
Simplify or update regulations that have
become unnecessary, outmoded, overly
burdensome, or are otherwise unduly
difficult to understand and comply with;
Produce original research to improve
understanding of consumer behavior and
market operations and practices to support
the CFPB’s policymaking and the general
functioning of the market;

Monitor various consumer financial
markets for emerging risks, technological
advances and other important
developments; and

Issue regulations that promote a fair,
transparent, and competitive marketplace
for consumer financial products and
services after proper consideration of
benefits and costs.

CFPB FY 2013 Budget Highlights

(Dollars in thousands)

Budget Adjustment Table FTE Amount
FY 2011 Actual 178 123,330
FY 2012 Estimate 942 356,374
Net FY 2013 Program Changes:
Supervision, Enforcement, and Fair 238 47,066
Lending & Equal Opportunity
Consumer Education and 149 41,440
Engagement/Consumer Response
Research, Markets and Regulations 30 2,808
Subtotal FY 2013 Net Program 417 91,314
Changes
Total FY 2013 Estimate 1,359  $447,688

FY 2013 Budget Adjustments

Net Program Increases +$91,314,000/ +417
FTE

Supervision, Enforcement, and Fair Lending
& Equal Opportunity +$47,066,000/ +238
FTE

The CFPB will make critical investments in
core supervisory and enforcement capabilities
to ensure that the Bureau is positioned to
monitor compliance with and enforce the
Federal consumer financial laws. Resources
will support continued hiring, professional
development and travel of field examination,
Enforcement and Fair Lending & Equal
Opportunity staff; the build-out of core
infrastructure necessary to manage the
examination process (i.e. risk monitoring,
examination scoping, report generation); and
the initiation of investigations and
enforcement actions. Funding will also allow
the CFPB to continue the use of technology
that supports a more targeted, risk-based
review of loans and entities, which promotes
compliance and the efficient use of limited
resources.

Consumer Education and Engagement/
Consumer Response +$41,440,000/ +149 FTE
The Act established several offices within the
CFPB to support targeted outreach, including
Financial Education, Older Americans,
Servicemember Affairs, and Students. The
Budget provides funding to support additional
staff and outreach activities within these and




other consumer engagement offices, which
will allow the Bureau to comply with several
statutory mandates. These mandates include
the development and implementation of work
consistent with the National Strategy for
Financial Literacy; initiatives for
servicemembers and their families; activities
to facilitate the financial literacy of older
Americans; and initiatives to assist student
loan borrowers in resolving complaints related
to private student loans and to collect and
analyze information on the private student loan
marketplace. The Budget also includes
funding to continue building the organization’s
capacity to handle consumer complaints
related to credit cards, mortgages and other
financial products regulated by the Bureau in a
timely manner, as required by the Act.

Research, Markets and Regulations
+$2,808,000/ +30 FTE

The Budget provides resources to expand
expertise in research, markets and regulation
offices, and support the use of data assets that
allow the Bureau to comply with research,
rulemaking, supervision and education
mandates, including statutory requirements to
analyze and report on the following: (1)
developments in markets for consumer
financial products or services; (2) access to
fair and affordable credit; (3) consumer
awareness, understanding and use of
disclosures and communications regarding
consumer financial products and services; (4)
consumer awareness and understanding of
costs, risks, and benefits of consumer financial
products and services; (5) consumer behavior
with respect to consumer financial products
and services; and (6) experiences of
traditionally underserved consumers.
Resources will also support the Bureau’s
consideration of the potential benefits and
costs to consumers and covered persons,
including the potential reduction of access by
consumers to consumer financial products or
services in its rulemakings. The CFPB is

coordinating with other federal agencies,
including through the Financial Stability
Oversight Council, to ensure the most efficient
use of data and avoid duplication.

Explanation of Budget Activities

Supervision, Enforcement, and Fair Lending
& Equal Opportunity ($261,119,000)

The CFPB’s Supervision, Enforcement, and
Fair Lending & Equal Opportunity Division
oversees depository and non-depository
institutions for compliance with the Federal
consumer financial laws and brings
enforcement actions against those institutions,
where appropriate, to address violations of law
and in order to protect consumers from illegal
acts or practices and to protect honest
businesses from unscrupulous competitors.

Consumer Education and Engagement/
Consumer Response ($126,025,000)

The Consumer Education and Engagement
Division and Consumer Response strive to
enhance the ability of consumers to make
financial decisions consistent with their
personal financial goals. In accordance with
statutory requirements, the Bureau maintains
the capacity to receive consumer complaints
relating to consumer financial products and
services over the telephone or through a portal
on its website and to facilitate their resolution.

Research, Markets and Regulations
($60,544,000)

The Research, Markets and Regulations
Division is responsible for monitoring
consumer financial markets, improving
understanding of consumer behavior and
evaluating the benefits and costs of potential
policies; as well as implementing the Federal
consumer financial laws through regulations,
in coordination with other parts of the Bureau,
where appropriate. Before the Bureau acts on
its own initiative, it will carefully gather
evidence about particular practices, products
or trends from a wide variety of sources.



CFPB Performance by Budget Activity
Budget

Activity
Supendsion, Enforcement, and Fair Lending & Supenvsion activities (examinations, target reviews,
Equal Opportunity

Consumer Education and

Engagement/Consumer Response

Research, Markets and Regulations
data

Performance Measure/Indicator FY 2012 FY 2013
Baseline TBD
or horizontal reviews) opened during the fiscal year
Percent of complaints closed within 60 Days Baseline TBD
Percent of the mortgage market monitored through  Baseline TBD

Description of Performance

Overall Process for FYs 2012 and 2013

The CFPB’s priority for FY 2011 was to build
its staff and capacity to the point where it
could begin formal operations on the transfer
date. That priority was consistent with Section
1061 of the Act, which provided for the
transfer of certain consumer financial
protection responsibilities from seven existing
agencies to the Bureau by the transfer date —
July 21, 2011. In the year leading up to the
transfer date and since, Treasury and CFPB
staff successfully completed projects critical to
establishing key operations of the Bureau,
including:

e Started on-site examinations of the largest
banks;

e Began investigating possible violations of
Federal consumer financial laws;

e Began accepting and facilitating the
resolution of consumer complaints and
inquiries concerning credit cards and
residential mortgage loans;

The CFPB is now in the process of developing
a robust set of performance measures to track
the Bureau’s progress toward achieving its
strategic goals in FY 2012 and beyond. The
CFPB will use FY 2012 to collect baseline
data that will inform target-setting in the
future. The CFPB will continue to modify and
develop additional measures during FYs 2012
and 2013.

Supervision activities (examinations, targets
reviews, or horizontal reviews) opened during
the fiscal year

The CFPB will conduct examinations, target
review, or horizontal reviews of the entities
over which it has supervisory authority.
Included in this figure are a number of entities
that will be under a continuous supervision
program due to the size and complexity of the
entity. The results of these activities will be
subject to a rigorous internal review process to
ensure consistent, fair, and balanced outcomes
that protect consumers. As a new indicator in
FY 2012, the Bureau will collect information
on the number of supervisory activities
throughout the fiscal year in order to assess
performance against strategic goals.

Percent of complaints closed within 60 Days
This  measure  demonstrates  Consumer
Response’s efficiency in investigating and
closing out consumer complaints (following
closure by the financial institution). Targets
will be set in the future as the Bureau
continues to collect baseline data on response
times for credit card complaints, as well as
other products and services that will be
launched in FY 2012.

Percent of the mortgage market monitored
through data

This measure reflects the CFPB’s efforts to
monitor trends and emerging risks in the
mortgage markets. The Bureau is investing in
data not just in aggregate but rather at the level
of particular consumer transactions.
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Section 1 — Purpose

1A — Mission Statement

To help consumer financial markets work by making rules more effective, by consistently and
fairly enforcing those rules, and by empowering consumers to take more control over their
economic lives.

1.1 — Resource Detail Table!

(Dollars in thousands)
2011 2012 2013 %
Actual Estimates Estimates Change
FTE Amount FTE Amount FTE Amount
Budgetary Resources:
Revenue/Offsetting Collections

Transfers-in 161,850 340,300 447,688  32%
Total Revenue/Offsetting Collections 161,850 340,300 447,688 32%
Unobligated Balances, Start of Year 9,200 47,720 31,646 -34%
Recoveries of Prior Year Obligations
Net Transfers
Total Budgetary Resources Available 171,050 388,020 479,334 24%

Expenses/Obligations
Supervision, Enforcement, and Fair Lending & Equal Opportunity 101 59,632 635 214,053 873 261,119 22%

Consumer Education and Engagement/Consumer Response 41 43,339 196 84,585 345 126,025 < 49%
Research, Markets and Regulations 36 20,359 111 57,736 141 60,544 5%
Total Expenses/Obligations 178 $123,330 942 $356,374 1,359 $447,688 269%

1B — Mission, Priorities, and Context

The Consumer Financial Protection Bureau (“CFPB” or the “Bureau”) was established under
Title X of the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Act”).> To
create a single point of accountability in the federal government for consumer financial
protection, the Act consolidated many of the Federal consumer financial laws authorities
previously shared by seven federal agencies® into the CFPB and provided the CFPB with
additional authorities. Among the Bureau’s tools are authorities to:

e Conduct rulemaking, supervision and enforcement with respect to the Federal consumer

financial laws;

e Handle consumer complaints and inquiries;

e Promote financial education;

e Research consumer behavior; and

e Monitor financial markets for risks to consumers.

! Estimates are based on the best available information at the time the Budget was prepared and are subject to
revision. Consistent with the presentation of the CFPB’s audited financial statements, the resource estimates in this
volume, including staffing allocations, are displayed across three budget activities, with funding for the Bureau’s
operations and executive management functions allocated among the three activities.

2Pp.L. 111-203, 124 Stat. 1955 (July 21, 2010)

® As used throughout this document, the term “Federal consumer financial laws” has the meaning set forth in Section
1002(14) of the Act.



The CFPB is organized into six primary operating divisions:

1.

Supervision, Enforcement, and Fair Lending & Equal Opportunity: Ensures compliance
with and enforcement of the Federal consumer financial laws, including fair lending laws,
by supervising market participants and bringing enforcement actions when appropriate.

Research, Markets and Regulations: Monitors consumer financial markets; improves
understanding of consumer behavior and evaluates the benefits and costs of possible
policy initiatives; as well as implements the Federal consumer financial laws through
regulations, in coordination with the other parts of the Bureau where appropriate.

Consumer Education and Engagement: Empowers consumers to make financial decisions
that are best for them through wide-ranging education efforts, including targeted outreach
required by the Act to students, older Americans and servicemembers.

General Counsel: Responsible for the Bureau’s compliance with all applicable laws and
for providing legal advice to the Bureau’s leadership and operating divisions.

External Affairs: Disseminates information about the Bureau’s work and manages the
Bureau’s relationships with stakeholders in order to encourage understanding,
participation, transparency and accountability.

Chief Operating Officer: Builds and sustains the CFPB’s operational infrastructure to
support the entire organization. The division also includes Consumer Response, which
handles (ionsumer complaints and inquiries related to consumer financial products and
services.

Strategic Goals & Priorities

Build a Great Institution.

The Bureau continues to build its operational capacity. As it does so, it must ensure that its
internal infrastructure — ranging from its human capital operations to its technology and data
infrastructure — will be able to support its work now and in the future. Key priorities in support
of this strategic goal include:

Recruit the most qualified employees;

Build-out core supervision and enforcement capabilities;

Coordinate supervision and other activities with federal and state agencies;

Make critical investments in technology, data infrastructure and facilities;

Expand the Bureau’s capacity to receive and respond in a timely manner to consumer
complaints for the full range of consumer financial products and services; and

Build efficient and effective management processes.

“While Consumer Response is a function under the Bureau’s Chief Operating Officer, for the purpose of budget
presentation, funding for Consumer Response is grouped with the Bureau’s Consumer Education and Engagement
division, as Consumer Response is a generally regarded as a program rather than an operations function.
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Deliver Tangible Value.

The Act endowed the Bureau with wide-ranging policy tools, and the Bureau must coordinate the
use of those tools in a way to promote a consumer financial marketplace that works for
consumers, responsible providers and the economy as a whole. Key priorities in support of this
strategic goal include:

Monitor and enforce compliance with the Federal consumer financial laws through
supervision in order to protect consumers from illegal acts or practices;

Protect honest businesses from competitors who use unscrupulous practices to gain an
unfair advantage by using enforcement authority to address violations of Federal
consumer financial laws in a range of markets;

Promote fair lending compliance and education by working with federal agencies, State
regulators, private industry, and fair lending, civil rights, and consumer and community
advocates;

Engage consumers in a timely way through innovative initiatives to educate them about
financial issues and use consumer input, including consumer complaint and inquiry data,
to identify needed policy changes with particular impact on students, older Americans
and servicemembers, as required by the Act;

Address challenges in the mortgage market and evaluate potential policy problems in a
range of consumer finance markets;

Simplify or update regulations that have become unnecessary, outmoded, overly
burdensome, or are otherwise unduly difficult to understand and comply with;

Produce original research to improve understanding of consumer behavior and market
operations and practices to support the CFPB’s policymaking and the general functioning
of the market;

Monitor various consumer financial markets for emerging risks, technological advances
and other important developments; and

Issue regulations that promote a fair, transparent, and competitive marketplace for
consumer financial products and services after proper consideration of benefits and costs.

Accomplishments

Many consumer financial protection authorities transferred to the CFPB on July 21, 2011 (the
“transfer date”). In the year leading up to the transfer date and since, Treasury and CFPB staff
successfully completed projects critical to establishing key operations of the Bureau, including:

Started on-site target reviews and examinations of the largest banks;

Began investigating possible violations of the Federal consumer financial laws;

Issued interim final rules governing adjudications and investigations and developed a
policy to give subjects of an investigation notice and an opportunity to respond prior to
the commencement of formal enforcement proceedings;

Began accepting and facilitating the resolution of consumer complaints and inquiries
concerning credit cards and residential mortgage loans;

Initiated a referral process for troubled homeowners who contact the CFPB’s Consumer
Response Center,

Launched the CFPB website, including a blog and interactive tools designed to support
specific policy initiatives, and web pages for students, older Americans, and
servicemembers;



Developed the Supervision Manual, including specific mortgage servicing and
examination procedures;

Launched Know Before You Owe, a three-part campaign to improve the quality of
inforn;ation given to consumers who seek residential mortgages, credit cards and student
loans;

Published a Notice and Request for Comment as a prelude to the Office of Nonbank
Supervision's effort to define “larger participants” in certain nonbank markets;

Held a conference to assess the impact of the Credit Card Accountability Responsibility
and Disclosure Act (the CARD Act) and released related data from issuers and
consumers;

Gathered information via Notices and Requests for Information on (1) financial products
and services tailored to servicemembers and their families and (2) a series of issues
relating to private student loans from origination to servicing to collection;

Released reports: “Building the CFPB”; “The Impact of Differences between Consumer-
and Creditor-Purchased Credit Scores”; and a “Report on Remittance Transfers”;

Hired 663 employees by the end of FY 2011, many of whom transferred from the
consumer protection divisions of the prudential regulators and other transferor agencies;
Established the financial management and human resource infrastructure necessary to
support the organization’s administrative processes;

Received positive performance ratings in the independent performance audit of CFPB
operations and budget;

Received an unqualified “clean” opinion from the Government Accountability Office on
the Bureau’s first annual audit of financial statements and an opinion that the Bureau
maintained effective internal controls over financial reporting for FY 2011; and

As required by Section 1067(b) of the Act, the Bureau developed and released three
human capital plans in FY 2011: (1) “Recruitment and Retention Plan”; (2) “Training and
Workforce Development Plan”; and (3) “Workforce Flexibilities Plan”.

Challenges
While the CFPB’s accomplishments are important, challenges the Bureau will face as it seeks to

achieve its goals, include:

Continuing to recruit the most qualified individuals over the next two years to support the
diverse requirements of the Bureau; and

Building processes the correct way so that strategies can be implemented effectively and
priorities can be accomplished within established timeframes.

Funding Mechanism

Funding required to support CFPB operations is obtained primarily through transfers from the
Board of Governors of the Federal Reserve System (the “Board of Governors™”). The Act
requires the CFPB to maintain an account with the Federal Reserve — “Bureau of Consumer
Financial Protection Fund” (the “Bureau Fund”). Upon request from the CFPB, the Board of
Governors transfers the funds into the Bureau Fund, which is maintained at the Federal Reserve

® For further information, including links to many of the reports discussed herein, go to
http://www.consumerfinance.gov.



Bank of New York (the “FRBNY™). The Act provides that these funds are not to be considered
government funds or appropriated monies. Bureau funds that are not needed to finance the
Bureau’s current operations are invested in Treasury securities on the open market. Earnings
from the investments are also deposited into this fund. The CFPB anticipates requesting funds
on a quarterly basis.

Transfers to the Bureau Fund are capped as follows (Sec. 1017 of the Act):

...the amount that shall be transferred to the Bureau in each fiscal year shall not exceed a
fixed percentage of the total operating expenses of the Federal Reserve System, subject to an
annual inflation adjustment, as reported in the Annual Report, 2009, of the Board of
Governors, equal to:

1. 10 percent of such expenses in fiscal year 2011 [approximately $498 million];

2. 11 percent of such expenses in fiscal year 2012 [approximately $548 million];

3. 12 percent of such expenses in fiscal year 2013 [approximately $598 million], and in
each year thereafter.’

If the Director were to determine that these non-appropriated funds authorized under the Act are
insufficient to carry out the CFPB’s responsibilities, the Act provides the authority for the CFPB
to also request appropriated funds, up to $200 million, in FYs 2010-2014. Any request to secure
funding through discretionary appropriations under this provision would be subject to the
Congressional appropriations process.

The CFPB also collects filing fees from developers under the Interstate Land Sales Full
Disclosure Act (“ILSA™).” On July 21, 2011, this program was transferred to the CFPB from the
Department of Housing and Urban Development pursuant to the Act. The CFPB continues to
study the legal effects of the legislation on the transfer of these functions under the ILSA. The
fees collected may be retained and are available until expended to cover all or part of the costs
that the Bureau incurs for ILS program operations.

Pursuant to the Act, the CFPB is also authorized to collect civil penalties in any judicial or
administrative action under the Federal consumer financial laws. The Act requires the CFPB to
maintain a separate fund, known as the Consumer Financial Civil Penalty Fund (“Civil Penalty
Fund”). Collections of civil penalties will be deposited into the Civil Penalty Fund, which will
be maintained at the FRBNY. Per the Act, such funds will be available for payments to victims
of Federal consumer financial laws violations, and, if victims cannot be located or payments are
not practicable, the Bureau may use such funds for consumer education and financial literacy
programs.

® pursuant to the Act, the maximum amount that can be transferred from the Board of Governors in FY 2013 shall be
adjusted annually using the percent increase in the employment cost index for total compensation for State and local
government workers for the 12-month period ending on September 30 of the year preceding the transfer.

"'In 1968, Congress enacted this statute, which is patterned after the Securities Law of 1933 and requires land
developers to register subdivisions of 100 or more non-exempt lots and to provide each purchaser with a disclosure
document called a Property Report. The Property Report contains relevant information about the subdivision and
must be delivered to each purchaser before the signing of the contract or agreement. The ILS program protects
consumers from fraud and abuse in the sale or lease of land.
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Section 2 — Budget Adjustments and Appropriations Language

Table 2.1 Budget Adjustments Table

(Dollars in thousands)

FTE Amount
FY 2011 Actual 178 123,330
FY 2012 Estimate 942 356,374
Net FY 2013 Program Changes:
Supervision, Enforcement, and Fair Lending & Equal Opportunity 238 47,066
Consumer Education and Engagement/Consumer Response 149 41,440
Research, Markets and Regulations 30 2,808
Subtotal FY 2013 Net Program Changes 417 91,314
Total FY 2013 Estimate 1,359 447,688

Note: Consistent with the presentation of the CFPB’s audited financial statements, resource estimates, including
staffing allocations, are displayed across three budget activities, with funding for the Bureau’s operations and
executive management functions allocated among the three activities.

2A — Budget Increases and Decreases Description
Net Program INCreases. ........oovverieieeieieie e e eeeeeeeeennenn. .. $91,314,000/ +417 FTE

Supervision, Enforcement, and Fair Lending & Equal Opportunity +47,066,000/ +238 FTE
The CFPB will make critical investments in core supervisory and enforcement capabilities to
ensure that the Bureau is positioned to monitor compliance with and enforce the Federal
consumer financial laws. Resources will support continued hiring, professional development and
travel of field examination, Enforcement and Fair Lending & Equal Opportunity staff; the build-
out of core infrastructure necessary to manage the examination process (i.e. risk monitoring,
examination scoping, report generation); and the initiation of investigations and enforcement
actions. Funding will also allow the CFPB to continue the use of technology that supports a
more targeted, risk-based review of loans and entities, which promotes compliance and the
efficient use of limited resources. The Budget also supports the CFPB’s work to design and
implement a system to collect and analyze demographic data about small business loans as
required by amendments to the Equal Credit Opportunity Act, and provides for the continued
collection and analysis of demographic data as required by the Home Mortgage Disclosure Act.

Consumer Education and Engagement/Consumer Response........... +41,440,000/ +149 FTE
The Act established several offices within the CFPB to support targeted outreach, including
Financial Education, Older Americans, Servicemember Affairs, and Students. The Budget
provides funding to support additional staff and outreach activities within these and other
consumer engagement offices, which will allow the Bureau to comply with several statutory
mandates. These mandates include the development and implementation of work consistent with
the National Strategy for Financial Literacy; initiatives for servicemembers and their families;
activities to facilitate the financial literacy of older Americans; and initiatives to assist student
loan borrowers in resolving complaints related to private student loans and to collect and analyze



information on the private student loan marketplace.® The Budget also includes funding to
continue building the organization’s capacity to handle consumer complaints related to credit
cards, mortgages and other financial products regulated by the Bureau in a timely manner, as
required by the Act.®

Research, Markets and Regulations...............cccoooiiiiiiiii i +2,808,000/ +30 FTE
The Budget provides resources to expand expertise in research, markets and regulation offices,
and support the use of data assets that allow the Bureau to comply with research, rulemaking,
supervision and education mandates, including statutory requirements to analyze and report on
the following: (1) developments in markets for consumer financial products or services; (2)
access to fair and affordable credit; (3) consumer awareness, understanding and use of
disclosures and communications regarding consumer financial products and services; (4)
consumer awareness and understanding of costs, risks, and benefits of consumer financial
products and services; (5) consumer behavior with respect to consumer financial products and
services; and (6) experiences of traditionally underserved consumers.’® Resources will also
support the Bureau’s consideration of the potential benefits and costs to consumers and covered
persons, including the potential reduction of access by consumers to consumer financial products
or services in its rulemakings.* The CFPB is coordinating with other federal agencies, including
through the Financial Stability Oversight Council, to ensure the most efficient use of data and
avoid duplication.

2.2 — Operating Levels Table

(Dollars in thousands)

FY 2011 FY 2012 FY 2013

Actual Estimate Estimate
FTE 178 942 1,359
Object Classification
11 Personnel Compensation 22,225 105,988 163,055
12 Personnel Benefits 26,154 37,096 57,069
21 Travel 2,180 20,814 32,167
22 Transportation of Things 316 785 828
23 Rent, Communications, and Utilities 160 18,965 16,587
24 Printing and Reproduction 8 499 864
25 Other Services 68,703 130,074 124,090
26 Supplies and Materials 1,180 4,712 4,121
31 Equipment 2,405 22,440 8,907
32 Land and Structures 0 15,000 40,000
Total 123,330 356,374 447,688

8 Sections 1013 and 1035 of the Act.
% Section 1013 of the Act.

19 1hid.

1 Section 1022 of the Act.



2B — Appropriations Language and Explanation of Changes —
The CFPB is not requesting any appropriations from Congress.

2C — Appropriations Language and Explanation of Changes —
The CFPB currently has no legislative proposals.
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Section 3 — Performance Plan and Report*?

The CFPB’s priority for FY 2011 was to build its staff and capacity to the point where it could
begin formal operations on the transfer date. That priority was consistent with Section 1061 of
the Act, which provided for the transfer of certain consumer financial protection responsibilities
from seven existing agencies to the Bureau on that date. Some of the CFPB’s first operating
activities included:

e The CFPB sent introductory letters to the CEOs of the depository institutions — generally
large banks and their affiliates as defined in the Act — that are subject to CFPB
supervision. These letters marked the beginning of the CFPB’s regular communications
with the institutions it supervises and outlined the Bureau’s approach to supervision.

e Consumer Response began accepting credit card complaints through a toll-free number
and a web portal. The CFPB also began referring distressed homeowners to housing
counselors via the Homeowner’s HOPE hotline.

e The CFPB published interim final rules in the following areas: implementing the Act’s
amendments to the Alternative Mortgage Transactions Parity Act; creating records and
information procedures to implement the Privacy Act and the Freedom of Information
Act; establishing the CFPB’s rules for investigations and adjudications of potential
violations of the Federal consumer financial laws; and establishing a process by which
parties may seek testimony or records from the CFPB for use in litigation.

The CFPB is now in the process of developing a robust set of performance measures to track the
Bureau’s progress toward achieving its strategic goals in FY 2012 and beyond. In the discussion
below, the Bureau is reporting performance results from FY 2011 and preliminary measures that
have been informed by the practices of the prudential regulators and the strategic goals of the
Bureau. The CFPB will use FY 2012 to collect baseline data that will inform target-setting in the
future. The CFPB will continue to modify and develop additional measures during FYs 2012

and 2013.

3A: Supervision, Enforcement, and Fair Lending & Equal Opportunity

Budget Activity

The CFPB’s Supervision, Enforcement, and Fair Lending & Equal Opportunity Division
oversees depository and non-depository institutions for compliance with the Federal consumer
financial laws and brings enforcement actions against those institutions, where appropriate, in
order to protect consumers from illegal acts or practices and to protect honest businesses from
unscrupulous competitors. The division is comprised of the following offices:

12 The goal owner for all three CFPB budget activities is Richard Cordray, CFPB Director.
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e The Offices of Large Bank and Nonbank Supervision are responsible for examining both
depository institutions and non-depository institutions, and addressing adverse findings
through supervisory oversight.

e The Office of Enforcement investigates potential violations of Federal consumer financial
laws and, where appropriate, pursues enforcement actions against those who violate these
laws.

e The Office of Fair Lending & Equal Opportunity leads the Bureau’s efforts to ensure fair,
equitable, and nondiscriminatory access to credit for both individuals and communities
through supervisory oversight and enforcement of federal fair lending laws, and outreach
to civil rights, community, and industry groups.

3.1.1- Performance Plan and Report Table

Measures/Indicators FY 2012 FY 2013

Supervision activities (examinations, target Baseline TBD
reviews, or horizontal reviews) opened during
the fiscal year

Enforcement matters (investigations or cases) Baseline TBD
opened during the fiscal year

Fair lending matters (examinations, target reviews, Baseline TBD
horizontal reviews, investigations or cases) opened
during the fiscal year

Measures/Indicators

1. Supervision activities (examinations, target reviews, or horizontal reviews) opened
during the fiscal year
The CFPB will conduct examinations, target reviews or horizontal reviews of the entities
over which it has supervisory authority. Included in this figure are a number of entities that
will be under a continuous supervision program due to the size and complexity of the entity.
The results of these activities will be subject to a rigorous internal review process to ensure
consistent, fair, and balanced outcomes that protect consumers. As a new indicator in FY
2012, the Bureau will collect information on the number of supervisory activities throughout
the fiscal year in order to assess performance against strategic goals.

2. Enforcement matters (investigations or cases) opened during the fiscal year
The CFPB aims to consistently enforce the Federal consumer financial laws and support
consumer protection efforts nationwide by investigating alleged violations both
independently and in conjunction with other federal and state law enforcement agencies.
This indicator will track the historical number of matters opened by the Office of
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Enforcement in furtherance of that effort. The total number of matters does not necessarily
correlate with impact, efficiency or performance of the Office; therefore additional metrics
will be developed based on the information learned over the Office’s first years of
operations.

3. Fair lending matters (examinations, target Reviews, horizontal reviews, investigations,
or cases) opened during the fiscal year
The CFPB is committed to ensuring fair, equitable, and nondiscriminatory access to credit
for both individuals and communities. During its early operations, the CFPB will track the
fair lending supervisory activities and enforcement matters opened during the fiscal year, and
will use this metric to measure baseline capacity. Additional measures will be developed
over time to reflect the outcomes of examinations, investigations, and cases and to assess
performance against strategic goals.

Strategies
In FYs 2012 and 2013 the CFPB will continue to build its supervision and enforcement

capacity. It will build this capacity by issuing various required rulemakings to support
supervisory activities, refining its supervision and enforcement policies and procedures,
establishing a framework for supervisory cooperation with fellow regulators and extending the
reach of its supervisory and enforcement activities as capacity increases. This effort will be
accomplished through strategic investments in staff, technology, internal processes such as
project management, quality control and other operations infrastructure; partnerships with fellow
regulators and law enforcement agencies; and continued hiring and training of CFPB staff.

Results
Examples of key accomplishments in support of supervision activities include:

e Started on-site examinations. The examination staff has begun on-site supervision
activities at the largest institutions, and also begun examination of several other
institutions in each of the Bureau’s four operating regions. In addition, a review of a
number of reports required from mortgage servicers is underway to assess risk of
noncompliance.

e Released the Supervision and Examination Manual. To fulfill its statutory mandate to
assess compliance with the Federal consumer financial laws, the CFPB released the first
edition of the CFPB Supervision and Examination Manual, which outlines the Bureau’s
policies and procedures for supervising entities that offer consumer financial products or
services. The Manual includes a separate section on policies and procedures for
supervising mortgage servicers.

e Published a Notice and Request for Comment as prelude to the Office of Nonbank
Supervision's rulemaking to define “larger participants” in certain nonbank
markets. On June 29, 2011, the CFPB published a Notice and Request for Comment
(“Notice™), requesting input on how its rulemaking should define a “larger participant.”
Public comments on the questions listed in the Notice will inform the definition of this
term, which in turn will define generally the coverage of the CFPB’s nonbank
supervision in certain markets.
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e Enforcement Procedures and Investigations. The CFPB has issued interim final rules
setting forth its rules of investigation and adjudication, as well as the process for states to
notify the CFPB of certain pending actions. In addition, the Bureau has established a
process for handling tips from whistleblowers and for providing subjects of an
investigation with notice and an opportunity to respond prior to the commencement of
formal enforcement proceedings. Working collaboratively with supervision, fair lending
and other Bureau staff, the Office of Enforcement has also begun investigating potential
violations of Federal consumer financial laws in matters transferred from the prudential
regulators and matters commenced by its own staff.

e Fair Lending Procedures and Examinations. The CFPB has started fair lending exams
of the largest banks and is working on several fair lending investigations transferred from
other agencies. As part of the Bureau’s Supervision and Examination Manual, the CFPB
released policies and procedures for examinations involving fair lending laws, including
the Equal Credit Opportunity Act and the Home Mortgage Disclosure Act.

3B: Consumer Education and Engagement/Consumer Response

Budget Activity

The Consumer Education and Engagement Division (CEE) and Consumer Response strive to
enhance the ability of consumers to make financial decisions consistent with their personal
financial goals. CEE has the following six offices:

e The Office of Consumer Engagement creates an interactive, informative relationship
between consumers and the Bureau to link consumers to information targeted to
particular types of financial decisions and to use consumer input to help inform the
Bureau’s policymaking.

e The Office of Financial Education educates and empowers consumers to make better-
informed financial decisions through a variety of activities, including determining the
most effective financial education practices, providing access to tools and information
relevant to making particular financial choices, and enhancing access to services to
improve financial literacy.

e The Office for Older Americans helps improve financial literacy among Americans 62
and over and protect them against illegal acts and practices through outreach, education
and specific initiatives, such as monitoring certifications of financial advisors who advise
seniors. The Office also monitors complaints submitted by older Americans to Consumer
Response.

e The Office of Servicemember Affairs works to improve consumer financial protection
measures for servicemembers and their families. This involves partnering with the
Department of Defense to ensure that servicemembers and their families receive financial
education that is relevant to their specific needs, monitoring complaints submitted by
servicemembers and their families to Consumer Response and escalating certain
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complaints for expedited resolution, and coordinating efforts of federal and state agencies
on financial issues related to servicemembers and their families.

e The Office of Students works to enhance the financial decision-making capability of
students by increasing awareness about the financial impact of borrowing to finance
higher education. That includes providing information and tools to help students
understand the risk from student loans and other financial products, identifying policy
and marketplace issues with special impact on students and providing escalation for
expedited resolution of complaints submitted by private student loan borrowers to
Consumer Response.

e The Office of Financial Empowerment will work to improve the financial stability of
lower-income consumers by providing opportunities to access financial products and
services, promoting improved financial capability and enhancing opportunities to build
assets.

Consumer Response, in accordance with statutory requirements, supports the capacity to receive
consumer complaints relating to consumer financial products and services (“consumer
complaints” or “complaints”) over the telephone or through a portal on its website. Consumer
Response facilitates the resolution of consumer complaints according to the following process.
After taking in a complaint, Consumer Response refers the complaint to the named financial
institution. The financial institution provides a response to the consumer complaint. Consumer
Response prioritizes for investigation complaints for which the financial institution offered no
relief and complaints where the consumer has disputed some part of the relief offered by the
institution.

3.1.2 — Performance Plan and Report Table

Measures FY 2012 FY 2013

Targeted populations reached by digital content, Baseline TBD
decision tools, educational materials and
resources, and outreach work

Percentage of complaints closed within 60 days Baseline TBD

Measures

1. Targeted populations reached by digital content, decision tools, educational materials
and resources, and outreach work
This measure assesses the Bureau’s ability to reach targeted populations, with a special focus
on issues in the financial services marketplace for servicemembers and their families,
students, older Americans, and traditionally underserved lower-income consumers. The
CFPB engages consumers in four principal ways: (1) offerings in online or other digital
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formats; (2) tools to provide needed information to consumers at relevant times; (3)
educational materials and resources; and (4) raising awareness of the issues facing consumers
through various approaches, including in person direct outreach to consumers and through
partners and others.

2. Percentage of consumer complaints closed within 60 days
This measure demonstrates Consumer Response’s efficiency in investigating and closing out
consumer complaints (following closure by the financial institution). Targets will be set in
the future as the Bureau continues to collect baseline data on response times for credit card
complaints, as well as other products and services that will be launched in FY 2012.

Strategies
In FYs 2012 and 2013, the CFPB will continue to engage the public through outreach and events,

including working groups, convenings, and military summits; education and engagement
initiatives, including new financial education campaigns and the development of informational
tools; and developing and disseminating timely and targeted information about specific financial
decisions, with a particular focus on students, older Americans and servicemembers.

The CFPB will also continue to build the capacity of the Consumer Response function in order to
receive and respond to consumer complaints and inquiries related to consumer financial products
and services in a timely manner. At various intervals, the Bureau will expand the types of
complaints and inquiries that it will receive until it is accepting complaints and inquiries for all
consumer financial products and services.

Results
In order to engage consumers, Bureau staff traveled throughout the country to listen to and learn
from industry and consumer groups:

e Consumer, Community and Civil Rights Advocates. Between September and
December 2011, through the efforts of the Office of Community Affairs, the CFPB
hosted three major fair lending/consumer protection roundtables in Philadelphia,
Minneapolis and Cleveland. The CFPB also hosted public town hall events in each of
these cities to learn from consumers about their experiences. The CFPB staff has met
consistently with advocates about access to credit in home lending and other types of
lending, and the Mortgage Markets team hosted a one-day conference which brought
together academics and other stakeholders to discuss these issues with respect to
mortgage lending. The CFPB External Affairs staff has also led dozens of meetings,
phone calls, and speaking engagements with stakeholders on a range of consumer
protection, fair lending and access to credit issues.

e Servicemembers and Military Families. Since January 2011, senior staff from the
Office of Servicemember Affairs have visited many military bases across the country to
discuss with servicemembers and their families and financial counselors the unique
financial circumstances and challenges that affect military communities. In addition, the
Office of Servicemember Affairs has testified about these issues at several Congressional
hearings. Working with other federal agencies, the Bureau successfully helped secure a
streamlined mortgage foreclosure assistance process for servicemembers and helped
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military consumers recoup thousands of dollars in fees and penalties from their credit
card companies.

Students. The Office of Students, along with other CFPB divisions including Research,
Markets and Regulations, worked with the Department of Education to develop a
proposed college financial aid assistance form that would help students and parents
understand the debt burden that results from choosing a particular college. There were
14,083 unique visits to the proposed form on the Bureau’s website, and 1,206 comments
from the public on the content of the form.

Financial Education and Engagement. The CFPB, through its Offices of Financial
Education and Consumer Engagement, began developing educational content for its
website, including content for the knowledge base system to provide consumers with an
interactive Q and A platform. Also through the Office of Financial Education, the CFPB
began work on a pilot program that will evaluate certain financial education programs in
the field, provide feedback about the results to other program providers, and help inform
and advance the field of financial literacy. Consumer Education and Engagement
leadership spoke to community financial education and service providers at a variety of
forums in Ohio, Montana, Massachusetts, and Illinois.

Older Americans. Senior staff from the Office for Older Americans testified at the
Senate Banking Subcommittee on Financial Institutions and Consumer Protection on
senior lending issues, and have met with community educators and service providers at a
variety of forums in Washington, DC, California, Florida, Maine, Massachusetts, and
Minnesota.

On July 21, 2011, Consumer Response began operations with an exclusive focus on credit card
inquiries and complaints and planned to expand the types of complaints it handled over time as
its operating capacity increased.

Credit Card Complaints. Inquiries and complaints are received by mail, fax, telephone,
the Bureau website, the online chat function on the website, and referral from other
agencies. The CFPB’s United States-based call centers handle calls with little or no wait
times, provide services for the hearing- and speech-impaired, and have the ability to
assist the public in 187 languages.

The Consumer Response inquiry and complaint system has received thousands of credit
card complaints since beginning operations. The Bureau released an initial report on the
first three months of credit card complaints. The report, which is available on the
CFPB’s website, provides an analysis of the type of complaints received and how they
were handled.

3C: Research, Markets and Requlations

Budget Activity

The Research, Markets and Regulations (RMR) Division is responsible for monitoring consumer
financial markets; improving understanding of consumer behavior and evaluating the benefits
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and costs of possible policy initiatives; as well as implementing the Federal consumer financial
laws through regulations, in coordination with the other parts of the Bureau where appropriate.
Before the Bureau acts on its own initiative, it will carefully gather evidence about particular
practices, products or trends from a wide variety of sources. The offices within this division are
staffed with professionals selected for their strong analytic skills and subject matter expertise.
The division includes the following offices:

e The Research Office supports policy, supervision, enforcement, and education functions
of the Bureau with data analysis, conducts empirical research to shed new light on
consumer behavior and market operations and practices, and evaluates benefits and costs
of potential regulations.

e The Markets Teams provide the Bureau’s other operating divisions with current market
intelligence and analysis about major consumer financial markets. There are four market
teams: Card and Prepaid; Deposit, Payment, and Credit Information; Installment
Lending; and Mortgage.

e The Regulations Office works, in coordination with other parts of the Bureau, to ensure
that rules implementing the Federal consumer financial laws are issued and interpreted in
an informed, fair and efficient manner in accordance with the law.

3.1.3 — Performance Plan and Report Table

Measures FY 2012 FY 2013

Percentage of the mortgage market monitored

Baseline TBD
through data
Percentage of the credit card market monitored Baseline TBD
through data
Reports published about specific consumer 4 5

financial products

Measures

1. Percentage of the mortgage market monitored through data
This measure reflects the CFPB’s efforts to monitor trends and emerging risks in the
mortgage markets. The Bureau is investing in data not just in aggregate but rather at the
level of individual consumer transactions. To the extent the CFPB will be using sampling
that is representative of the larger population, this measure and future targets will represent
the larger population covered.

2. Percentage of the credit card market monitored through data
This measure reflects the CFPB’s efforts to monitor trends and emerging risks in the
consumer credit card market. The Bureau is investing in data not just in aggregate but rather
at the level of individual consumer transactions. To the extent the CFPB will be using
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sampling that is representative of the larger population, this measure and future targets will
represent the larger population covered.

3. Reports published about specific consumer financial products
This measure reflects the Bureau’s work to inform its own policymaking and to improve the
quality of public information about consumer and firm behavior and consumer financial
products and services. In FYs 2012 and 2013, in addition to reports on important consumer
finance subjects like prepaid card use and patterns, the CFPB will produce a report on private
student lending, which is required by the Act™®, as well as updates to reports published in FY
2011 on remittances™* and credit information®®, which were required by the Act. The Bureau
has established a target of five reports in FY 2013.

Strategies
In FYs 2012 and 2013, the CFPB will continue to acquire the data necessary to properly monitor

the mortgage and credit card markets for emerging risks, technological advances and other
important developments, and to provide support to other functions within the Bureau.

The Bureau will produce original research in key areas related to consumer financial products
and services, including consumer behavior and decision-making, the impact of regulation, and
incentives for firms and consumers. These reports will improve understanding of consumer
behavior and market operations and practices to support the CFPB’s policymaking and the
general functioning of the market.

Results
Accomplishments to support market monitoring include:

e Established a process for collecting mortgage data. The CFPB reached a
memorandum of understanding with other regulatory agencies to continue the collection
and processing of Home Mortgage Disclosure Act data. This loan-level mortgage data
will inform the CFPB’s understanding of the mortgage market and bolster the CFPB’s
fair lending oversight.

Key reports from FY 2011 include:

e Report on Using Remittance History for Credit Scores and Remittance Exchange
Rates. On July 20, 2011, the CFPB fulfilled one of its statutory mandates under the Act
by issuing a report analyzing remittance transfers. The report studied how exchange rates
used in remittance transfers are disclosed to consumers and the potential for using
remittance histories to enhance the credit scores of consumers. As a follow-up to the
report, the CFPB has obtained additional data to evaluate the predictive value of using
remittance history in credit scoring and will produce a second report on this subject.

13 Section 1077 of the Act.
14 Section 1073 of the Act.
15 Section 1078 of the Act.
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e Report on Credit Scores. On July 19, 2011, the CFPB issued a report required by the
Act that examines the differences between credit scores sold to consumers and scores
used by lenders to make credit decisions. The CFPB’s report covers the process of
developing various credit scoring models, the differences among scoring models that may
produce multiple scores for the same consumer, creditors’ use of different scoring models
in the marketplace, availability of certain types of scores for purchase by consumers, and
the consumer impact of differences between the credit scores provided to creditors and
those provided to consumers.

The report also discusses the general lack of information about credit scoring. As a
follow-up to the report, the CFPB will obtain and analyze data that shed further light on
differences in scores and the significance of related concerns. To help educate
consumers, the CFPB also posted advice on its website about how to improve their credit
score.

e Analysis in connection with CARD Act Conference. In February 2011, the CFPB held
a conference on the first anniversary of the effective date of many provisions of the
Credit Card Accountability Responsibility and Disclosure Act — the CARD Act. The
CFPB’s conference brought together industry representatives, consumer advocates,
academics, government experts, and others for a review of data on how the CARD Act,
coupled with the recession and its aftermath, have affected supply, demand and pricing
within the credit card marketplace. To prepare for this event, the CFPB undertook a
voluntary survey of the nine largest card issuers, representing approximately 90 percent
of the market and a consumer survey. Prior to the event, data from the industry and
consumer surveys were made public on the Bureau’s website.

Verification and Validation of Performance Data

As the CFPB collects baseline data for its measures in FY 2012, and develops additional
measures to report on in the future, the Bureau will strive to ensure that the information reported
in performance documents and the processes used to develop that information is complete and
reliable. As an example of existing validation and verification processes, the Bureau is subject to
an annual independent audit of operations and budget, as required by Sec. 1573 of Public Law
112-10, which includes a review of the CFPB’s performance-based budgeting processes.

Additional information on the CFPB performance will be posted online at consumerfinance.gov.
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Section 4 — Supplemental Information

4A - Capital Investment Strategy
The CFPB’s capital investment strategy is focused on achieving the following goals:

e Providing Meaningful Governance and Oversight. The Investment Review Board
(IRB) is the executive advisory body at the Bureau that provides the executive and
technological leadership to ensure all capital investment decisions align with the CFPB’s
mission and strategic goals. The IRB reviews capital investments using best practices for
assessing return on investment and alignment with strategic goals. Further, the CFPB
uses a dashboard, modeled on the Federal IT Dashboard, to monitor and assess its key
investments. The Bureau is in the process of developing a robust capital investment plan.

e Building a 21* Century Infrastructure. The CFPB’s IT infrastructure strategy is
focused on cloud-based solutions, open source solutions, and shared services wherever
possible to balance risk, cost, and desired functionality. The CFPB will continue to
migrate off of the Department of the Treasury infrastructure for network and desktop
computing, establishing its own, independent technology and facilities infrastructure.
Additionally, the CFPB will develop and acquire operations support systems to provide
necessary capabilities to all divisions. The CFPB will also continue to remain compliant
with all security requirements to protect its information assets and secure the public trust.

e Creating Engaging Online Experiences. The CFPB is reaching out to the public using
21% century tools. Whether collecting and responding to consumer complaints and
inquiries, soliciting feedback on potential regulations, or empowering consumers through
financial education, the CFPB is committed to designing and building a powerful
consumerfinance.gov website. The CFPB will continue to build meaningful, engaging,
and informative content, tools and experiences online to ensure that consumers are
empowered to take more control of their financial lives. In addition, the CFPB will
provide data, content, open source code and application programming interfaces for
external use.

e Enabling a Data Centric Organization. The CFPB is focused on data-driven decision
making and the use of advanced analytics to inform supervision and enforcement
activities, market monitoring, and policy development. The CFPB will acquire a broad
range of financial market data and will provide data-driven analysis, reporting and data
sharing, to comply with statutory requirements.

e Developing the Best IT team. The success of the CFPB’s technology investments is
dependent on building a deep pool of IT talent within the Bureau. The CFPB’s focus on
innovative and industry leading technologies and practices will serve to attract and retain
the high quality personnel necessary to design, build, and maintain critical technology
assets.
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Headquarters Modernization. The CFPB is consolidating its staff in the DC Metro
area into one headquarters building to ensure the most efficient use of space. The CFPB
will initiate a capital improvement plan that upgrades the condition of the building, which
has not undergone any major renovations since it was constructed in 1976, and in which
most of the building systems have reached the end of their lifecycle. The Bureau is
currently in the design and development phase of this rehabilitation project. Once a
design plan is finalized, the Bureau will seek competitive proposals from industry.
Improvements will likely include replacement of aging mechanical and electrical
systems; installation of energy efficient lighting; elevator upgrades; repairs to the parking
garage decks; updates to main lobby and office space; and repairs to the exterior
courtyard and sidewalks.
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4B - Human Capital Strategy

As required by Section 1067(b) of the Act, the Bureau developed and released three human
capital plans in FY 2011: (1) “Recruitment and Retention Plan”; (2) “Training and Workforce
Development Plan”; and (3) “Workforce Flexibilities Plan”. The CFPB’s Chief Human Capital
Office (CHCO) is responsible for leading the development and execution of the Bureau’s human
capital strategy. This strategy includes the following goals:

e Build world-class expertise in competencies essential to the CFPB’s mission. These
include, but are not limited to, financial and statistical data analyses, effective use of
information technology, bank and nonbank supervision, financial education and outreach,
business operations, research, law and administrative support.

e Develop a leadership culture that aligns with the CFPB’s mission and core organizational
values, ensure effective development of the leadership skills required by that culture and
prepare for the succession of leadership talent.

e Implement the CFPB Diversity Plan for hiring and retaining staff in groups that are
underrepresented in particular occupational categories.

e Enrich the business, administrative, and leadership skills and capabilities needed
throughout the Bureau to ensure successful mission accomplishment and sound
management practices.

e Ensure the nationwide CFPB workforce has a strong organizational identity, is committed
to the CFPB mission and strategic objectives and displays the principles and values
central to the CFPB culture.

e Develop the core skills and attributes needed across the workforce to foster innovation
and creativity in pursuit of the CFPB’s mission and goals, encourage the effective use of
technology in business processes and ensure a cohesive and collaborative organizational
culture.

e Establish policies that will provide all employees with the opportunities to move, as
appropriate, across and within occupations in order to maximize their contributions to
mission accomplishment based on personal commitment to developmental opportunities
and to exceptional performance.

e Develop innovative hiring and outreach programs to attract talented and skilled
candidates from diverse backgrounds.

e Build a culture and brand of “Best Place to Serve” that will enable the CFPB to recruit
and retain employees committed to public service.
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The CFPB will actively manage and improve upon these plans, using the following strategies:

e Refine goals and planned actions as the workforce comes on board, mission activities
expand, and new needs and issues are identified,

e Define metrics and indicators for monitoring progress in achieving the human capital
goals identified;

e Collect and analyze human capital data relevant to these metrics in order to understand
the impact of initiatives and identify where adjustments are needed;

e Engage managers and employees in reacting to human capital data and in helping to
refine plans to ensure the CFPB is building and implementing a successful organization;

e Continue to report to the Congress annually on progress made and refinements needed to
human capital plans; and

e Integrate these plans into a complete Strategic Human Capital Plan and Human Capital
Accountability Report for submission to the U.S. Office of Personnel Management.

Accomplishments

The CFPB established the tools and processes needed to attract, hire, develop, and retain the
human capital needed to build an agency responsible for protecting consumers of financial
products and services, and to date has:

e Designed the CFPB organization and developed comprehensive job analyses;

e Established systems for job announcements and candidate screenings;

e Developed a compensation program, including job evaluation and classification systems;

e Acquired HR and payroll systems and services;

e Developed benefits policies and negotiated for provision of benefits services;

e Negotiated employee transfers with related agencies;

e Launched on-boarding and orientation training to engage new staff; and

e Provided comprehensive examination and consumer response training.

Challenges

While the CFPB is proud of all of these accomplishments there will be challenges ahead,
including:
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Maintaining the pace of the CFPB’s recruitment strategies in order to hire the talented
and diverse staff for the remaining positions needed to fulfill our responsibilities under
the Act.

Acquiring highly advanced skills in a number of specialized financial, statistical, legal,
and business areas. Recruiting efforts to date have focused on building the core
organizational leadership and infrastructure necessary to stand up the CFPB and begin
operations. Longer-term recruiting efforts need to focus on acquiring the many
specialized competencies necessary to fully round out the workforce and position the
organization for success.
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What GAO Found

In GAO’s opinion, CFPB'’s fiscal year 2011 financial statements are fairly
presented in all material respects. GAO also concluded that CFPB had effective
internal control over financial reporting as of September 30, 2011. GAO found no
reportable instances of noncompliance with the laws and regulations it tested.

On July 21, 2010, the Consumer Financial Protection Act established CFPB as
an independent bureau within the Federal Reserve System to be headed by a
Director. Since the date of enactment, CFPB has been forming its structure and
commencing operations. To assist in this process, the Department of the
Treasury provided administrative support services to CFPB during this first year.
Effective July 21, 2011, CFPB assumed responsibility for certain consumer
financial protection functions formerly the responsibilities of the Board of
Governors of the Federal Reserve System, the Comptroller of the Currency, the
Director of the Office of Thrift Supervision, the Federal Deposit Insurance
Corporation, the Federal Trade Commission, the National Credit Union
Administration, and the Secretary of the Department of Housing and Urban
Development.

In July 2011, the President of the United States submitted a nomination to the
United States Senate for the CFPB’s first Director. This nomination is currently
pending before the Senate. Until the Director is confirmed, the Secretary of the
Treasury has the power to perform some, but not all, of the functions of the
CFPB. The Secretary of the Treasury appointed a Special Advisor to the
Secretary to lead the CFPB’s day-to-day operations.

While CFPB began operations in 2010, fiscal year 2011 was its first full year of
operations and the first year for which it prepared financial statements.
Consequently, CFPB’s fiscal year 2011 financial statements do not present
comparative information for the prior year.

GAO noted deficiencies involving CFPB’s internal controls that were less

significant than a material weakness or significant deficiency and will be reporting
separately to CFPB management on these matters.
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This report presents the results of our audit of the financial statements of
the Bureau of Consumer Financial Protection (CFPB) as of, and for the
fiscal year ending, September 30, 2011—the first full year of CFPB’s
operation. These financial statements are the responsibility of CFPB. This
report contains our (1) unqualified opinion on CFPB’s financial
statements, (2) opinion that CFPB’s internal control over financial
reporting was effective as of September 30, 2011, and (3) conclusion that
our tests of CFPB’s compliance with selected laws and regulations
disclosed no instances of reportable noncompliance during fiscal year
2011.

CFPB was established in Title X of the Dodd-Frank Wall Street Reform
and Consumer Protection Act, commonly referred to as the Consumer
Financial Protection Act of 2010." The act established the CFPB as the
federal entity charged with the responsibility of regulating the offering and
provision of consumer financial products or services under the federal
consumer financial laws. The act requires CFPB to annually prepare
financial statements and further requires GAO to audit the financial
statements. The Full-Year Continuing Appropriations Act, 2011 also
requires that GAO audit CFPB’s financial statements. We conducted this
audit in accordance with U.S. generally accepted government auditing

" Pub. L. No. 111-203, Title X, 124 Stat. 1955, signed into law on July 21, 2010.
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standards. The accomplishment of this first-ever audit of CFPB’s financial
statements was made possible by the tremendous dedication of time and
effort from CFPB management and staff.

CFPB was created as an independent bureau within the Federal Reserve
System to be headed by a Director. As a newly established entity, CFPB
spent the majority of fiscal year 2011 forming its structure and
commencing operations. To assist in this process, the Department of the
Treasury provided administrative support services to CFPB during this
first year. The services related to, among others, financial management,
human resource management, information technology, and general
support operations. Effective July 21, 2011, CFPB assumed responsibility
for certain consumer financial protection functions that were formerly the
responsibilities of the Board of Governors of the Federal Reserve System,
the Comptroller of the Currency, the Director of the Office of Thrift
Supervision, the Federal Deposit Insurance Corporation, the Federal
Trade Commission, the National Credit Union Administration, and the
Secretary of the Department of Housing and Urban Development.?

In July 2011, the President of the United States submitted a nomination to
the United States Senate for CFPB’s first Director. This nomination is
currently pending before the Senate. Until a Director is confirmed, the
Secretary of the Treasury has the power to perform some, but not all, of
the functions of the CFPB. The Secretary of the Treasury appointed a
Special Advisor to the Secretary to lead CFPB’s day-to-day operations.

We are sending copies of this report to the Chairmen and Ranking
Members of the Senate Committee on Appropriations and the House
Committee on Appropriations, the Director of the Office of Management
and Budget, and other interested parties. In addition, this report will be
available at no charge on GAO’s website at http://www.gao.gov.

If you have any questions concerning this report, please contact me at
(202) 512-3406 or sebastians@gao.gov. Contact points for our Offices of

2 See section 1061 of the Dodd-Frank Act, codified at 12 U.S.C. § 5581. Also, Title Ill of
the Dodd-Frank Act provided for the abolishment of the Office of Thrift Supervision and
the transfer of its other functions to the Office of the Comptroller of the Currency, the
Board of Governors of the Federal Reserve System, and the Federal Deposit Insurance
Corporation.
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Congressional Relations and Public Affairs may be found on the last page
of this report.

e ) AR

Steven J. Sebastian
Director
Financial Management and Assurance
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United States Government Accountability Office

Washington, DC 20548

Opinion on Financial
Statements

To the Secretary of the Treasury

In accordance with the Dodd-Frank Wall Street Reform and Consumer
Protection Act and the Full-Year Continuing Appropriations Act, 2011, we
are responsible for conducting audits of the financial statements of the
Bureau of Consumer Financial Protection (CFPB). In our audit of CFPB’s
fiscal year 2011 financial statements, we found

« the financial statements are presented fairly, in all material respects,
in conformity with U.S. generally accepted accounting principles;

« CFPB maintained, in all material respects, effective internal control
over financial reporting as of September 30, 2011; and

« no reportable noncompliance with laws and regulations we tested.

The following sections discuss in more detail (1) these conclusions; (2)
our conclusions on CFPB’s Management’s Discussion and Analysis; (3)
our audit objectives, scope, and methodology; and (4) agency comments
and our evaluation.

CFPB'’s financial statements, including the accompanying notes, present
fairly, in all material respects, in conformity with U.S. generally accepted
accounting principles, its assets, liabilities, and net position as of
September 30, 2011; and its net costs, changes in net position, and
budgetary resources for the fiscal year then ended.

On July 21, 2010, the Dodd-Frank Wall Street Reform and Consumer
Protection Act created CFPB as an independent bureau within the
Federal Reserve System. For the remainder of fiscal year 2010 and for
fiscal year 2011, the Department of the Treasury provided administrative
and operational support services to CFPB in an effort to assist with
establishing the new entity. As discussed in note 1B of the financial
statements, fiscal year 2011 was the first full year of CFPB’s operations
and therefore, the first year for which CFPB prepared financial
statements. Consequently, the financial statements do not present
comparative information for the prior year. However, CFPB’s fiscal year
2010 financial activity is discussed in note 11 of the financial statements.
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Opinion on Internal
Control

Compliance with
Laws and Regulations

Consistency of Other
Information

CFPB maintained, in all material respects, effective internal control over
financial reporting as of September 30, 2011, which provided reasonable
assurance that misstatements, losses, or noncompliance material in
relation to the financial statements would be prevented or detected and
corrected on a timely basis. Our opinion is based on criteria established
under 31 U.S.C. § 3512 (c), (d), commonly known as the Federal
Managers’ Financial Integrity Act of 1982 (FMFIA).

During our audit of CFPB’s fiscal year 2011 financial statements, we
identified deficiencies in CFPB’s system of internal control that do not
individually or collectively represent a material weakness or significant
deficiency.' Nonetheless, these deficiencies warrant CFPB
management’s attention. These deficiencies related to CFPB’s
documented accounting policies and procedures, process of assessing
internal controls, and information security management program. We
have communicated these matters to CFPB management and, where
appropriate, will report on them separately along with recommendations
for corrective actions.

Our tests of CFPB’s compliance with selected provisions of laws and
regulations for fiscal year 2011 disclosed no instances of noncompliance
that would be reportable under U.S. generally accepted government
auditing standards. The objective of our audit was not to provide an
opinion on overall compliance with laws and regulations. Accordingly, we
do not express such an opinion.

CFPB’s Management’s Discussion and Analysis contains information that
is not directly related to the financial statements. We did not audit and we
do not express an opinion on this information. However, where
appropriate, we compared this information for consistency with the

T A material weakness is a deficiency, or a combination of deficiencies, in internal control
such that there is reasonable possibility that a material misstatement of the entity’s
financial statements will not be prevented or detected and corrected on a timely basis. A
significant deficiency is a deficiency, or combination of deficiencies, in internal control that
is less severe than a material weakness, yet important enough to merit attention by those
charged with governance. A deficiency in internal control exists when the design or
operation of a control does not allow management or employees, in the normal course of
performing their assigned functions, to prevent or detect and correct misstatements on a
timely basis.
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Objectives, Scope,
and Methodology

financial statements and discussed the methods of measurement and
presentation with CFPB officials. On the basis of this limited work, we
found no material inconsistencies with the financial statements, with U.S.
generally accepted accounting principles, or with applicable guidance in
OMB Circular No. A-136, Financial Reporting Requirements.

CFPB management is responsible for (1) preparing the financial
statements in conformity with U.S. generally accepted accounting
principles, (2) establishing and maintaining effective internal control over
financial reporting and evaluating its effectiveness, and (3) complying with
applicable laws and regulations. CFPB management evaluated the
effectiveness of CFPB’s internal control over financial reporting as of
September 30, 2011, based on the criteria established under FMFIA.
CFPB management’s assertion based on its evaluation is included in
appendix I.

We are responsible for planning and performing the audit to obtain
reasonable assurance and provide our opinion about whether (1) CFPB’s
financial statements are presented fairly, in all material respects, in
conformity with U.S. generally accepted accounting principles; and (2)
CFPB management maintained, in all material respects, effective internal
control over financial reporting as of September 30, 2011. We are also
responsible for (1) testing compliance with selected provisions of laws
and regulations that have a direct and material effect on the financial
statements, and (2) performing limited procedures with respect to certain
other information accompanying the financial statements.

In order to fulfill these responsibilities, we

e examined, on a test basis, evidence supporting the amounts and
disclosures in the financial statements;

« assessed the accounting principles used and significant estimates
made by management;

« evaluated the overall presentation of the financial statements;

« obtained an understanding of the entity and its operations, including
its internal control over financial reporting;
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considered CFPB’s process for evaluating and reporting on internal
control over financial reporting that CFPB is required to perform by
FMFIA and the Consumer Financial Protection Act;

assessed the risk that a material misstatement exists in the financial
statements and the risk that a material weakness exists in internal
control over financial reporting;

evaluated the design and operating effectiveness of internal control
over financial reporting based on the assessed risk;

tested relevant internal control over financial reporting;

tested compliance with selected provisions of the following laws and
their related regulations: 31 U.S.C. § 3902 — Interest penalties under
the Prompt Payment Act; 31 U.S.C. § 3904 — Limitations on Discount
Payments Under the Prompt Payment Act; 5 U.S.C. § 8334 (a)(1), (2)
— Civil Service Retirement Act; 5 U.S.C. §§ 8422, 8423, 8432 —
Federal Employees’ Retirement System Act of 1986; Social Security
Act of 1935, as amended; 5 U.S.C. §§ 8905-8909 — Federal
Employees Health Benefits Act of 1959, as amended; and Title X of
the Dodd-Frank Wall Street Reform and Consumer Protection Act;
and

performed such other procedures as we considered necessary in the
circumstances.

An entity’s internal control over financial reporting is a process affected by
those charged with governance, management, and other personnel, the

objectives of which are to provide reasonable assurance that (1)

transactions are properly recorded, processed, and summarized to permit

the preparation of financial statements in conformity with U.S. generally
accepted accounting principles, and assets are safeguarded against loss
from unauthorized acquisition, use, or disposition; and (2) transactions
are executed in accordance with the laws governing the use of budget
authority and other laws and regulations that could have a direct and
material effect on the financial statements.

We did not evaluate all internal controls relevant to operating objectives
as broadly established under FMFIA, such as those controls relevant to
preparing statistical reports and ensuring efficient operations. We limited
our internal control testing to testing internal control over financial
reporting. Our internal control testing was for the purpose of expressing
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Agency Comments
and Our Evaluation

an opinion on the effectiveness of internal control over financial reporting
and may not be sufficient for other purposes. Consequently, our audit
may not identify all deficiencies in internal control over financial reporting
that are less severe than a material weakness. Because of inherent
limitations, internal control may not prevent or detect and correct
misstatements due to error or fraud, losses, or noncompliance. We also
caution that projecting any evaluation of effectiveness to future periods is
subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies
or procedures may deteriorate.

We did not test compliance with all laws and regulations applicable to
CFPB. We limited our tests of compliance to selected provisions of laws
and regulations that have a direct and material effect on the financial
statements for the fiscal year ended September 30, 2011. We caution that
noncompliance may occur and not be detected by these tests and that
such testing may not be sufficient for other purposes.

We performed our audit in accordance with U.S. generally accepted
government auditing standards. We believe our audit provides a
reasonable basis for our opinions and other conclusions.

In commenting on a draft of this report, the Special Advisor to the
Secretary of the Treasury for CFPB stated that the agency was pleased
that the audit found that the CFPB financial statements were presented
fairly, that it maintained effective internal control over financial reporting,
and that there were no instances of reportable noncompliance with laws
and regulations. CFPB also stated that it will continue to work to enhance
its internal controls and ensure the reliability of its financial reporting, its
operating performance, and public confidence in its work.

The complete text of CFPB’s response is reprinted in appendix .

e ) AR

Steven J. Sebastian
Director
Financial Management and Assurance

November 9, 2011
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Management’s Discussion and Analysis

Message from the Special Advisor to the Secretary of the Treasury for the
Consumer Financial Protection Bureau

The Consumer Financial Protection Bureau (CFPB) was launched
on July 21, 2011 with 2 focused goal: To make the markets for
consumer financial products work for consumers, responsible
providers, and the econemy as a whole, We want to make sure
that the prce and nsks of finanaal products are clear so that
consumers can decide what products are best for them. Aind we
wrant to make sure that there are sensible rules of the road and a
level playing field so that providers can innovate and compete
fairly.

The CFPB was created on July 21, 2010 by the Dodd-Frank Wall
Street Reform and Consumer Protection Act. Before the Dadd-
Frank Act, responsibility for admimstering and enforcng the
wvanous federal consumer financial laws was scattered across seven

different federal agencies. For each of those seven agencies,

consumer protection was only one of its responsibilities. The result was that no single agency was truly on
the hook for protecting the average, everyday user of financial praducts and services. There was no true
accountability, and consumers got left behind  The Dodd-Frank Act changed this by creating in the CFPB a
single point of accountability for consumer financial protection. And we have been given, for the first ime at
the Federal level, supervisory autherity over independent nonbank companies in addition to depositories.
That means, for example, that when it comes to the mortgage market, we will be able to ensuze that brokers,
originators, and servicers play by the same mles regardless of their charter. It doesn’t matter if you’re a thrift,
bank, finance company, ILC, or investment bank, If you want to be in the business of consumer finance, then
you've got to play by the same rules as everybody else.

We recognize that the CFPB has a tough job. But fortunately, we have lots of todls in our toclkit — research,
supervision, nilemaking, enforcement, and consumer education. Hawving the full range of tocls means that we
den’ have to force a square palicy peg into a round hole. We will strive to use each of these tocls in the
smarttest way possible, matching problems to solutions.

Ultimately, our efforts will benefit the entire econemy. We will help give families the confidence they need to
borrow for a home or a child’s education. We will help give cur nation’s financial institutions the confidence
they need to rmovate and compete. If we succeed in our mission, everybody wins.

As required by the Dodd-Frank Act, the CFPB prepared financial statements for fiscal year 2011,

The Govemment Accountability Office (GAC) rendered an unqualified - or “clean” — audit opinion on the
CFPB’s financial statements. GAQ noted no material weaknesses or significant deficiencies in CFPB’s
internal contrels and cited no instances of noncempliance with laws and regulations.

I am proud of the CFPB’s first Finanecial Report. It describes the fiscal year 2011 efforts to estabhsh the
CFPB, and the results we have achieved to date. | am even more proud to be a part of the CFPB team,
whaose dedicated public service is making the promise of our mission a reality.

>

Raj Date
Special Advisor to the Secretary of the Treasury

for the Censumer Financial Protection Burean

3  CFPB FINANCIAL REPORT - FISCAL YEAR 2011
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Management’s Discussion and Analysis
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Management’s Discussion and Analysis

|.  Introduction

Beginning in 2007, the United States faced the most severe finanaal cnisis since the Great Depression.
Millions of Americans saw their home values drop, their savings shrink, their jobs eliminated, and their small
businesses lose finanang, Credit dned up, and countless consumer loans — many impropery made to begin
with — went into default.

Many Americans took on loans that they did not fully understand and could not afford. Although some
borrowers knowingly took on too much debt, many Amernicans who behaved responsibly were also lured into
unaffordable loans by musleading promuses of low payments. Honest lenders that resisted the pressure to sell
wmplimtcd pwducls had to compete with their less rcsponsibk‘ compcl.ilors.

Even those who avoided the temptations of excessively nsky credit were caught in its web. Those who never
took out an unaffordable mortgage nonetheless saw the values of their homes plummet when neighbors lost
homes in foreclosure. Those who used credit cards and home equity lines of credit judiciously saw across-
the-board increases in interest rates on credit cards and contraction of oulsla.nding lines of credit. Those who
had saved regulardy watched their retirement funds lose sigmficant value. Cities and states cut back on
services to make up for their own revenue losses. The cost of irresponsible lending has been and continues
to be borne by tens of millions of American farmlies.

In June 2009, President Obama proposed to address failures of consumer protection by establishing a new
finanaal agency to focus directly on consumer protection. This new agency would heighten govemment
accountability by consolidating in one place responsibilities that had been scattered across government. The
agency would also have responsibility for supervising providers of consumer finanaial products and services
that had not had repular federal oversight and for enforang the consumer protection laws with respect to
such providers. This agency would protect families from unfair, deceptive, and abusive financial practices.
The President urged Congress to give the CFPB the same accountability and independence that the other
banking agencies have and sufficient funding so it could ensure that financial companies would comply with
consumer laws.

In July 2010, Congress passed and President Obama signed the Dodd-Frank Wall Street Reform and
Consumer Protection Act. The law — often referred to as the Dodd-Frank Act — created the Bureau of
Consumer Financial Protection (also known as the “Consumer Financial Protection Bureau” or the “CFPB”).
Part of the purpose of creating the CFPB was to increase accountability in government by consolidating
consumer financial protection authonties that had existed across seven different federal agencies into one.
Instead of important consumer protechon powers being scattered across the federal government, now a
single entity would have the oversight authonity to make sure consumer financial markets work for all

CONsSuImners.
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Management’s Discussion and Analysis

One of the key elements of the Dodd-Frank Act was the creation of a new financial repulatory agency, the
CFPB, which centralizes consumer protection authorities and increases accountability for the supervision and
enforcement of laws poverning consumer financial products and services. Specifically, the apency is tasked
with protecting consumers from unfair, deceptive, and abusive financial practices by making the markets for
consumer financial products and services work for Amencan families.

The Dodd-Frank Act created the CFPB as an independent bureau within the Federal Reserve System. The
CFPB 1s an Executive agency as defined in section 105 of Title 5, Urnnted States Code. Title X of the Dodd
Frank Act established the following goals for the CFPB:

*  Ensure that consumners have timely and understandable information to make responsible decisions
about financial transactions,

Protect consumers from unfair, deceptive, or abusive acts or practices, and from discrimination,
Reduce outdated, unnecessary, or overly burdensome regulations,

Promaote [ﬂlf OUrllpl:ﬁLiOII IJ)' cnforcing 1.1'](.‘ 1-(.'d(_‘l"dl COMNSWTer ﬁllﬂlldill lﬂ\\v’S CU[ISiSlLTId}", ﬂlld

Encourage markets for consumer financial products and services that operate transparently and

efficiently to facilitate access and innovation.

Under the Dodd-Frank Act, the Secretary of the Treasury is responsible for exerasing the CFPB authonties
until a Director of the Bureau 1s in place. On July 18, 2011 President Obama sent to the Senate a nomination
for a Director of the CFPE. Unnl confirmed by the Senate, the day-to-day operations of the CFPE are being
managed by the Special Advisor to the Secretary of the Treasury for the CFPB.

7  CFPB FINANCIAL REPORT — FISCAL YEAR 2011
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Management’s Discussion and Analysis

lll. CFPB Stand-Up Actions and Status

CFPB leadersh?ip recognize that they have Vision
a urnque and vital opportumty to create an
crganization with an innovative
infrastructure, and accerdingly, articulated
a missicn and wsion and began
establishing the infrastructure, tocls and Where customers can see prices and risks up ffont and
processes o attract, hire, develop and where they can easily make product comparisons;
retain the hmman capital needed to build
an agency responsible for protecting
consumers of financial products and

A consumer financial market place...

in which no one can build a business model around

services. The tools needed by the CFPB unfaiz, deceptive, or abusive practices;

to begin hinng, compensating, and

managing employees using the CFPB’s that works for American consumers, responsible
own statutery authonties undet the providers and the economy as a whole
Dodd-Frank Act were put in place and

became operational in February 2011 -]

The CFPB has currently filled 25 of its key leadership positions with highly talented and experenced staff
from the private, nonprofit, and public sectors. In addition, the CFPB has made considerable progress in
recruiting, hiring, and crienting the workforce.

The CFPB’s recruitment efforts have focused en filling vacancies throughout the country in support of its
headquarters operations in Washington, D.C,, and its regional satellite offices in Chicago, New York City, and

San Franasco.

In addition, to ensure the successful stand-up of the Bureau, CFPB staff conducted reviews of “best
practices” and “lessons leamed” from the merger and stand-up of other federal agencies. The team also
solicited input on stand-up needs and issues from other gowvernment agencies, private corporations, and the
public. As a result of this process, staff used the following principles to guide the development and
implementation of the CFFPB’s organization and human capital strategies:

¢  Focus on the CFPE’s core principles and pricrities (see below) to guide the organizational design and
stand-up,

e Estallish clear implementation geals and timelines that build mementum and demonstrate progress,

®  Hstabhsh and mplement a commurmcation strategy to create shared expectations and report
progress, and

®  Builda “leammng organization” that prewmdes for the contimung development and advancement of
the Bureau.

The CFPB has also implemented an initial workforce design strategy that identifies the human capital assets
necessary to accomplish the CFPB’s mission in line with the CFPE’s wision and core organizational principles
and priorities. This strategy has served to guide recruiting efforts to date and continues to serve as the
CFPB’s long-range workforce wision.
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THE CFPB'S CORE ORGANIZATIONAL PRINCIPLES AND PRIORITIES

Engage the American public.

Ensure that federal consumer financial laws are administered consistently, efficiently, and
effectively.

Help create a level playing field for community banks and credit unions to compete with
large banks and non-depository financial companies.

Make the CFPB a data-driven agency by ensuring research and market analysis ace at the core
of all of its work.

Advance financial education opportunities for all Americans.

Continue an open and candid dialogue with Members of Congress.

Strengthen accountability within the CFPE.

Organization

One of the Bureau’s top prerities has been to build an organization for success using a design that will
provide the infrastructure the Bureau needs to meet its responsibilities. Late last calendar year, the CFPB
began providing its draft organization chart to Members of Congress and the media. In eardy February 2011,
the Bureau posted the chart to 1ts newly launched website. In developing, the CFPBE’s orgamzational
structure, the Bureau has asked for comments and critiques from stakeholders across the spectrum. The

CFPB orpanization chart as of September 30, 2011 is displayed below:

Director

General Counsel External Affairs

Principal Deputy GC Modia Helatiorn,
Cansumar Responss Besasrch . e B ac e peyr
Cperations & Faclitias L e Regulations
. Fair Landing & sl oputy GC Sl bows,
irasniey Bk
Procuremant Engegemmet Cards Markets iy ALY St Director Crecit Unione
o Ol Mart Markuts Large Bank ervision
i e R - Insrgovarnmentsl
=3 Sardcomerbers Instalimont & Liguidity Non-bank Supsevision Allairs
m Markens
e Students Enforcemant Ormbudiman
Depoaits, Collections, .
ot Famancal & Credit Infommation Conmumar Adiery
Irclusion Empowarmont Markats Hoard
Community Affars
FOW, Privacy &
Records
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The Bureau currently includes six primary divisions:

e Consumer Education and Engagemnent

*  Supervision, Enforcement, Fair Lending and Equal Opportunity

*  Research, Markets, and Regulahons
*  Office of General Counsel

& Extemal Affairs

¢ Office of Chief Operating Officer

A description of the functions and responsibilities of the each of the Divisions follows.

Consumer Education and Engagement

Provides, through a vanety of imtatives and methods, infermation to consumers that will allow them to make
decisions that are best for them. Consumer education 1s a central mussion to the Bureau. The Bureau 1s
developing targeted outreach to groups that face particular challenges, as required by the Dodd-Frank Act.

It includes the following offices:

Commenity Affairs — conducts outreach to consumer groups, avil nghts groups, commurnity
organizations, and other orgamizations focused on traditionally underserved consurmners and
cormmurities,

Consamer Engagenent — creates engaping expenences for the American public to enable them to live
better financial lives and for people interacting with the Bureau by developing platforms for
participatory government.

Financial Education — serves as a resource for consumers who are looking to better understand how to
make deasions in the financial services marketplace and provides access to tools and information
that can help consumers make financial choces,

Older Americans — helps prevent financial abuse of seniors, promotes consumer education and
consumer protection efforts, and develops imhatives to ensure appropnate tools are available to
guide financial decision making for Amernicans 65 and over.

Servicemen ber Affairs — works in partnershup with the Department of Defense to (1) help ensure that
mulitary famulies recerve the financial education they need to make the best financial decisions for
thern; (2) monitor complants from mlitary farmhies, and responses to those complaints; and (3)
coordinate the efforts of federal and state agences to improve consumer financial protection
measures for military farmilies.

Students — assesses and develops policy and educational solutions to address and prevent consumer
finanaial protection 1ssues of students.

Supervision, Enforcement, Fair Lending and Equal Opportunity

Ensures comphance with federal consumer financial laws by supervising market parhapants and bringing
enforcement acthions when appropnate.
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It includes the following offices:

Bank Supervision — conducts exarmnations of the largest and most complex banks, thafts, and credit
unions in the country, as well as other depository institutions under the Bureau’s junsdiction. These
efforts are closely coordinated with the Nonbank Supervision office.

Enforcement — initiates investipations and enforcement actions, where appropriate, to ensure that
I > ppropuate,

providers of consumer financial products and services are complying with the law and that such

providers are held accountable when they fail to do so.

Fair Lending and Equal Opportanity — provides oversight and enforcement of fair lending laws to make
certain that credit decisions are not based on race or any other prohibited factor. The office also
engages in fair lending outreach and education.

MNonbank Supervison - conducts examinations of different types of nonbank consumer financial
services companies, including nonbank aftihates of larpe depository institutions.

Responsible for understanding consumer financial markets and consumer behavior and for evaluating
whether there 15 a need for regulation and the costs and benefits of potental or existing regulations. Before
the CFPB acts, it will seek to be fully informed. The offices within this division are staffed with professionals
selected for their strong analytical skills and subject matter expertise.
It includes the following offices:
Research — conducts research and rigorous policy evaluations and publishes findings on a variety of
topics to support the CFPB’s evidence-based policymaking and to develop a deeper understanding of
consumer financial markets and household finances.
Market feawms — pronide real-time market intelligence, puidance, and analysis of their respective
consumer markets. The market teams are Cards Markets, Mortgape Markets, Installment & Liquudity

Lending Markets, and Deposits, Collections & Credit Information Markets.

Regsiations — works to ensure that rulemaking 1= conducted in an informed, fair, and efficient manner
in accordance with the law,

Office of General Counsel

Responsible for the CFPB’s compliance with all applicable laws and prowvides advice to the Director and
CFPB’s divisions.

External Affairs

Responsible for ensunng that the CFPB mantains robust dialogue wath vanous stakeholders who have an
interest in its work in order to promote understanding, transparency, and accountability.

It includes the following offices:

Conmusenity Bankes and Credit Unions - conducts outreach to smaller credit providers, especially

cormmunity banks and credit umions.
Consamer Advisory Board - advises and consults with the Burean in the exercise of its functions and

provides information on emerging practices in the conswmner financial products or services industry,
including repional trends and concerns.
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Intergovernmental Affairs - conducts outreach to municipal, state, and other government entities with
coinciding concerns or initiatives,

Legislative Affairs - serves a haison function with the Members of Congress and congressional staff,
providing timely information on the Bureaw’s activities and responding to inquiries and concermns.

A’.{?{JE{J Rﬂf(dﬁ)?” SCIVES a4 ]i‘d."lSUl'l f‘.l.llC'.iOTl Wlul ljl(.' TllLdiil.

Ombsedsman - focuses on problem resolution between the CFPE and regulated entities or other third
parties.

Office of Chief Operating Officer

Builds and sustains the CFPB’s operational infrastructure to support the entire organization and indudes the
Offices of the Chief Financial Officer; Chief Information Officer; Chief Technology Officer; and Chief
Human Capital Officer; Minority and Women Inclusion Office; Operations and Facilities: Procurement; and
FOIA, Privacy and Records. This division also includes Consumer Response, which receives complamnts and
helps consumers find answers for questions about consumer finanaal products and services.

On-Board Status

One of the key areas of focus in building the CFPB has been to identfy the best quahified people to meet its
immediate staffing needs. The CFPB has made significant strides by transferring! or hiring approximately
663 highly qualified personnel by September 30, 2011, This progress has been accomplished by taking many
concurrent steps in the areas of policy development, recruitment activities, development of metnics, and on-
boarding these many new employees, all within very compressed time frames.

Provided below 1s a chart that displays the dramatic quarterdy growth of on-board positions filled for the
CFPB during fiscal year 2011.

~ ™
CFPB Positions Filled
700 =
600 2 663
g 500 /
g /
= 400 /
£ 300
= 200 _Jf,'n 4
100 _M_
0 58
Q1 Q2 Q3 Q4
FY 2011 Quarters
. J

! The Dodd-Frank Act under Section 1064 provides for the transfer of certain employees from the Board of
Govemnors of the Federal Reserve System, Federal Deposit Insurance Corporation, National Credit Union
Administration, Office of the Comptroller of the Currency, Office of Thrift Supervision, and the Department of
Housing and Urban Development,
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Provided below is a percentage breakout of CFPE total on-board staff by division as of September 30, 2011
Asg displayed in the chart, the CFPBs initial efforts to staff the bureau has placed a high pricrity on the
Supervision, Enforcement, Fair Lending and Equal Opporturaty functions — 51.9% of total on-beard staff —
receiving the highest attention in filling CFPB regulatory and compliance expertise positions.

CFPB By Division

60.0%
51.9%
50.0% |
40.0% |
30.0% 205%
0% [
20.0% — |
10.3%
10.0% 48% B
3.2% 2.3% "
g 11%
0.0% —— ! . —
COO* Consumer External General RMR  (Office of the  SUpervision,
Education &  Affairs Counsel Director Fair Lending,
Engagement Enforcement &
E.O.

*The Office of the Chief Operating Officer (COO) displayed as 26.5% is composed of 12.5% for
the Consumer Response Center and 14% for all other COO functions.

Design and Implement Payroll and Human Resources Systems

The Diodd-Frank Act did not give the CFPB direct-hire authority, and the CFPB was required to implement
its own payroll and hinng system n order to begin hinng regulatory and comphance expertise — either from
competitive hires or from transfer agencies. The CFPB launched a seres of discussions and negotiations with
the Federal Reserve System and with federal providers of payrell and human rescurce (HR) systems. The
CFFPB ultimately decided to implement an independent payroll and HR automated system separate from the
systems used by the Federal Reserve,

Under the Dodd-Frank Act, the CFPB must establish a compensation program that provides compensation
and benefits that, at a minimum, are comparable to the compensation and benefits being provided by the

Board of Governors for the correspending class of employees. All such compensation and benefits must be
based on the terms and conditions set forth in the Federal Reserve Act. Accordmgly, the CFPB undertock a

complete compensation and classification analysis and developed a market-based classification and
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compensation systern that supports its strategy of bulding a lughly skilled, flexible, ligh-performing
wortkforce and that attracts both individuals from outside of government as well as employees from the
agencies transfernng functions to the CFPB.

Additionally, the CFPE developed its own benefits program and implemented it on July 17, 2011, Pursuant to
the Dodd-Frank Act, the CFPB has collaborated with the six transfernng agencies? to establish procedures
and systems that allow for employees transferring into the CFPB to retain appropriate benefits provided to
them by their prior agency for a one-year period and to reimburse those agencies as required by the Dodd-
Frank Act. The six agencies are the Department of Housing and Urban Development, Office of Thrift
Supervision, Office of the Comptroller of the Currency, National Credit Union Administration, Federal
Deposit Insurance Corporation, and the Federal Reserve Board of Governors and Federal Reserve System
Banks.

IV. CFPB Actions, Performance and
Results

The Dodd-Frank Act under section 1062 required the transfer date of the consumer finanaal protection
functions from the seven prudential Federal agencies? to occur no later than July 21, 2011 unless Congress
was notified. The Semor Advisor to the Secretary of the Treasury and CFPB management established as the
prmary performance goal for fiscal year 2011 the establishment and stand-up of the CFPB by the transfer

date of July 21, 2011.#

On July 21, 2011 the CFPB achieved its goal and began its work to carry out its responsibillities and
authonties to enforce the laws on credit cards, mortgages, student loans, prepaid cards, and other kinds of
finanaal products and services. Some of the CFPB achons starting that day include:

¢ The CFPB sent introductory letters to the CEOs of the depository institutions — penerally large
banks and their affihates — that are subject to CFPB supervision. These letters, which outline the
agency’s approach to supervision and examination, marked the beginning of CFPB’s regular
commumcations with the institutions it supervises. In addition, CFPE’s Enforcement team was
ready to bepin enforang federal consumer financial laws, when necessary.

¢  The CFPB’ Consumer Response Center began accepting credit card complaints on its newly
redesigned website, and through a toll-free number. CFPB also began referning distressed
homeowners to housing counselors via the Homeowner’s mortgage assistance hotline.

¢  The CFPB began publishing repulations and interim rules, examples of which include: a list of the
regulations of the transferor agenaes that will be enforceable by the CFPB; interim rules to create

# Under the Dodd-Frank Act, the functions and responsibilities for consumer financial protection laws were
transferred to the CFPB from seven Federal agencies, however, the Federal Trade Commission was not required to
transfer any employees to CFPB per Section 1061 (b) (A).

3 Under the Dodd-Frank Act, authorities for consumer financial protection were transferred from the Board of
Govemnors of the Federal Reserve System, Comptroller of the Currency. Office of Thrift Supervision, Federal
Deposit Insurance Corporation, Federal Trade Commission, Mational Credit Union Administration. and the
Department of Housing and Urban Development.

*The CFPR is preparing a strategic plan to help guide its future-years activities beginning in fiscal year 2012,
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In addition, CFPB began work on many initiatives prior to July 21, 2011, including:

15

records and information procedures to wnplement the Povacy Act and the Freedom of Information
Act, and to establish a process by which parties may seek testimony or records from the CFPB for
use in igaton; and an intenm rule concerning the CFPB’s conduct of nvestigations of potential
violahons of any provision of federal consumer financial law.

Know Before You Owe — In May. the CFPB launched the Know Before You Owe project, an
effort to combine two federally required mortgage disclosures into a single, simpler form that
makes the costs and risks of the loan clear and allows consumers to comparison shop for the best
offer. The CFPB began testing two alternate prototype forms that are designed to be given to
consumers who have just applied for a mortgage loan. This testing — which is nearing completion
and involves one-on-one interviews with consumers, lenders, and brokers which — will precede
and inform the CFPB’s formal rulemaking process. The CFPB also has posted the prototypes on
its website with an interactive tool to gather public input about the designs.

Transparency in Credit Cards — Credit cards are the most commonly used form of consumer
credit. Almost two out of three families now have at least one credit card, and almost half of all
families with credit cards carry a balance. In February 2011, the CFPB held a conference on the
first anniversary of when many provisions of the Credit Card Accountability Responsibility and
Disclosure Act — the CARD Act — took effect. The CFPB’s conference brought together industry
representatives, consumer groups, academics, government experts, and others for a review of data
on how the CARD Act, coupled with the recession and its aftermath, have affected supply,
demand, and pricing within the credit card marketplace. The CFPB undertook a voluntary survey
of the nine largest card issuers, representing approximately 90 percent of the market, and other
studies also were condueted in connection with the conference.

The CARD Act has pushed in the right direction. It has brought about significant reforms in both
the pricing practices of card issuers and the information provided to consumers. Even so, there
arc a lot of moving parts in a credit card price. and there is still room for improvement in the
transparency of this market. The CFPB’s next challenge will be to further clarify price and risk
and make it easier for consumers to make direct product comparisons.

As part of the CFPB’s commutment to transparency, the raw data from a consumer survey conducted
by the CFPB in connection with the conference were made public on its website at:

www.consumerfinance.gov

Report on Using Remittance History for Credit Scores and Remittance Exchange Rates —
Each year, consumers in the United States send tens of billions of dollars to family members,
friends, businesses, and others abroad through remittance transfers — electronic transfers from
U.S. senders to recipients in foreign countries. The CFPB issued a report on July 20, 2011
mandated by the Dodd-Frank Act, which analyzes two subjects related to remittance transfers: the
transparency and disclosure to consumers of exchange rates used in remittance transfers, and the
potential for using remittance histories to enhance the credit scores of consumers.

The report finds that implementation of some of the Dodd-Frank Act’s new requirements related to
remittance transfers — including mandatory disclosures of the exchange rate used — could shed light

on any need for additional exchange rate transparency measures. The CFPB also recommends to

policy makers and other stakeholders that any additional transparency measures be evaluated and
considered together with the range of mechamsms for increasing the competitiveness of the
remittance transfer market, or promoting other consumer protection goals. The report further
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discusses the potential for remittance histories to inform credit scores, and desenbes planned CFPB
research regarding the relationship between remittance histories and credit scores.

* Report on Credit Scores — CFPB issued a mandated report on July 19, 2011 exarmming the
differences between credit scores sold to consumers and scores used by lenders to make credit
decisions.

The Dodd-Frank Act required the CFPB to study the differences between credit scores consumers
purchase and those creditors use to make credit decisions. The CFPB’s report covers the process of
developing credit sconng models, why different sconng models may produce different scores for the
same consumer, how different sconing models are used by creditors in the marketplace, what credit
scores are available to consumers for purchase, and ways that differences between the scores
provided to creditors and those provided to consumers may disadvantage consumers. A consumer
unaware of the variety of credit scores available in the market place may purchase a score believing it
to be hus or her only credit score, when in fact there 1s no such single score.

The report discusses the general lack of information about credit sconng. One survey shows that
many consumers do not know that a credit score represents the risk of not repaying a loan.
Furthermore, many consumers do not know that credit scores they buy may not use the same credit
sconng models that are most widely used by lenders.

As a followup to the report, the CFPE will obtain and analyze data that shed further light on
differences in scores and the sigmficance of related concems. To help educate consumers, the CFPB
also posted advice on its website about how to obtain and maintain a pood credit score:

http:/ /www.consumerfinance.gov.

* Larger Participants and Nonbank Supervision — The Dodd-Frank Act pives the CFPB the job
of supervising larpe banks, as well as some other types of financial companies, for compliance with
federal consumer finanaal protection laws. While banks, thnfts, and credit unions have been subject
to examunations by vanous federal repulators in the past, other types of companies providing
consumer financial products and services have not. One of the poals of the new law is to better
protect consumers by expanding this type of supervision to nonbank companies. The examination
of nonbank companies will be a crucial piece of the CFPB’s work. For the first time, many of these
nonbank financial companies will be subject to federal oversight.

Under the Act, the CFPB’s nonbank supervision program will be able to look at companies of all
sizes in the mortgage, payday lending, and private student lending markets. But for all other
markets—like consumer installment loans, money transmitting, and debt collection—the CFPB
generally can supervise only larger participants.

The CFPEB requested mput on June 29, 2011 on how to define a “larger parthcpant”™ through the
rulemaking process. In order to collect input, CFPB published a Notice and Request for Comment
(Notice). Public comments on the questions hsted in the Notice will help the CFPE formulate a rule
that helps the CFPB make the best use of its resources to protect American consumers.

Engaging the Public
One of the CFPB’s top prionties 1s to commumicate substantively and frequently across a wide range of
industry and consumer group sectors. The CFPB aims to actively engage all stakeholders that could

potentially be affected by the agency, with the understanding that there 15 much insight to be gained from
vaned perspectives that represent many distinct points of view.
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The CFPB has traveled across the country to histen to and learn from the hopes, fears, and concems of
industry and consumer groups. As a result, the CFPB has collected ample information about how its work
will affect vanous stakeholders, and suggestions from stakeholders have informed preparations in sethng up
the agency.

¢  Community Banks and Credit Unions — CFPB set a goal to reach out to small independent banks
in all 50 states before July 21, 2011. By April 2011, the CFPB had reached its poal of speaking to
bankers from every state. Further, CFPB officals delivered speeches at the Independent Commurmty
Bankers of America National Convention, the Credit Union National Association Governmental
Affairs Conference, and at the National Association of Federal Credit Unions Congressional Caucus.
A CFPB tearn has been dedicated to outreach to small financial service prowniders.

* Trade Associations and Bank Executives — CFPB has frequently met with banking executives
and trade associations that represent both depository and non-depository institutions. The CFPB
has spoken directly to many of the major trade orpanizations representing firms likely to be affected
by its work and delivered speeches to the Financial Services Roundtable and at the 1.5, Chamber of

Commerce Fifth Annual Capital Market Surnmat.

¢ Servicemembers and Military Families — In January 2011, the CFPB made a key hire to establish
its Office of Servicernember Affairs. The newly hired Assistant Director, Office of Servicemembers
Affairs (OSA) understands — from personal expenence as a military spouse and work at the Better
Business Bureau Military Line — that men and women in the U8, armed forces encounter unique
financial 1ssues.

In January, the Assistant Director, OSA visited Joint Base San Antonio, Texas to speak with
servicemembers and financial counselors about the unique financial circumstances and challenges
that exist in military communities. In April, the Assistant Director traveled to Joint Base Myer-
Henderson Hall in Virgima to meet with servicemembers and their farmilies.

The Assistant Director has visited many other rn.'iliia.ry bases as w::ll, 1a]king about the financial
challenges faang American men and women in uniform. The Assistant Director was the first CFPB
staffer to testify before Congress when she appeared before the House Comimuttee on Veterans
Affairs and has also testified before a subcommuttee of the Senate Commuttee on Homeland Secunty
and Governmental Affairs, and has submitted testimony for the record to the Subcommittee on
Federal Financial Management, Government Information, Federal Services and International
Secunty U.5. Senate Commuttee on Homeland Secunty.

¢  Consumer Response — The Dodd-Frank Act directs the CFPB to faclitate the collection and
momtorng of, and response to, consumer complants regarding certamn finanaal products and
services, These complaints and consumers” inquines will help the CFPB identify areas of concem
and help CFPB in its supervision and other responsibilities.

The CFPE 15 implementing the consumer response function gradually through a phased roll-out of
functionality, The CFPE aims to build an efficient and effective consumer response system that 1s
useful to Amencan consumers, minimizes burden on finanaal institutions, and leverages the best of
technology. A phased roll-out will enable proper consideration of the needs of consumers, the
requirements of financial institutions, and the relevant operational constraints. In the initial phase,
the CFPE will focus on taking complaints for credit cards, with other products to follow.

Anticipating that many distressed homeowners would contact the CFPB soon after the launch of the
Consumer Response function, the CFPB designed a process to connect these homeowners with a
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housing counselor via the Homeowner’s HOPE™ Hotline, a housing counseling hotline available
through the Department of the Treasury.

The CFPE 15 coordinating its approach with other regulators to prevent any gaps for consumers
during this transition of responsibilities®. As the CFPB rolls out its full functionality, it plans to route
or refer ncoming complants for other products to the prudential regulators or other appropnate
agencies.

The CFPB is investing in a 21st-century 1T infrastructure to ensure that its consumer response
function is accessible, easy to use, and secure. To ensure broad access, the CFPB will provide a
variety of contact channels, including the Internet, mail, fax, and a toll-free telephone number with
English and Sparush language capabilities. For consumers, the CFPB 1s creating an integrated web
and phone system to file and track complaints. The CFPB’s website and call center will also provide
answers to frequently asked questions regarding financial products. For credit card complaints, the
CFPB 15 creating a web-based system that allows card 1ssuers to log on, view, and respond to
complants online. Eventually, this systermn s expected to be used by providers of other financial
products.

The CFPE has engaged and will continue to engage a broad range of stakeholders — including
community banks, consumer advocates, industry groups, and others — to gather input on the
complaint handling process. The CFPB has presented its complaint intake process and complaint
handling system to the largest credit card issuers. The CFPB will be holding ongoing discussions
with them regarding improvements to the system.
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V. Enterprise Risk Management

Fiscal Year 2011

CFPB STATEMENT OF MANAGEMENT ASSURANCES

November 9, 2011

The management of the Consumer Financial Protection Bureau (CFFPB) is responsible for establishing and maintaining effective

internal control and financial management systems that meet the objectives of the Federal Managers™ Financial Integrity Act of
1982 (FMFIA). Coentinuous monitoring and periodic evaluations provide the basis for the annual assessment and report on
management’s controls, as required by FMFIA. CFPB is leveraging the established OMB Circular A-123 and the FMFIA
assessment methodologies to assist in assessing the applicable entity-wide controls, documenting the applicable processes, and
identifying and testing the key controls. Based on the results of these ongoing evaluations, CFPB can provide reasonable
assurance that internal control over the effectiveness and efficiency of operations and compliance with applicable laws and
regulations meet the objectives of FMFIA and no material weaknesses were found in the design or operation of the internal

controls as of September 30, 2011,

As required by the Dodd-Frank Act, the CFPB is required to provide a management assertion as to the effectivensss of CFPB’s
internal control over financial reporting. CFPE management is responsible for establishing and maintaining effective internal
control over financial reporting. CFPB conducted its assessment of the effectivensss of internal control owver financial reporting
based on the criteria established under 31 U.5.C. Sec. 3512(c). Based on the results of this evaluation, the CFPB can provide
reasonable assurance that its internal control over financial reporting as of September 30, 2011 was operating effectively and no

material weaknesses were found in the design or operation of the internal contrel over financial reporting.

As required by the Dodd-Frank Act, the CFPB is required to maintain financial management systems that comply substantially
with Federal financial management systems requirements and applicable Federal accounting standards. The CFPB utilizes
financial management systems that substantially comply with the requirements for Federal financial management systemns and

applicable Federal accounting standards.

I

Raj Date

Special Advisor to the Secretary of the Treasury

for the Consumer Financial Protection Bureau
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Federal Managers® Financial Integrity Act

The CFPB was established as an independent bureau in the Federal Reserve System under the Dodd-Frank
Act Sechon 1011 (a). As an independent, non-appropnated bureau, CFPB recogrizes the importance of
Federal laws associated with implementing effective enterprise risk management, including the Federal
Managers” Finanaal Integnity Act. This includes ensuning that CFPB operations and programs are effective
and efficient and that interal controls are sufficient to minimize exposure to waste and mismanagement.

In fiscal year 2011, CFPB performed an evaluation of its risks and systems of internal controls and employed
an independent accounting firm to assist CFPB management in its evaluations. The results of those
evaluations helped to support the CFPB’s reasonable assurance of effective intemal control.

The CFPB 1s commutted to ensuring it has an effective nsk management program in fiscal year 2012 and will
take actions to implement all identified recommendations and concems, and increase resources assigned to an

office within the Office of the Chief Financial Officer -~ the Office of Audit and Internal Controls.
Federal Financial Management Systems Requirements

Section1017 (a) (4) (C) of the Dodd-Frank Act requires the CFPB to implement and mamntain financial
management systems that substantally comply with Federal financial management systerns requirements and
applicable Federal accounting standards. As discussed below in the section on Financial Management System
Strategy, the CFPB has entered into an agreement with the Department of the Treasury’s Bureau of Public
Debt (BPD) for the cross-servicing of CFPB’s core financial management systermn needs. As such, BPD has
provided assurances to CFPB that its systern is in compliance with the Federal Finanaal Management
Improvermnent Act (FFMIA) whereby the systern is substantially compliant with:

*  Federal financial management system requiremnents,
e Applcable federal accounting standards, and
*  The United States Standard General Ledger at the transaction level.

BPID has reported that its systern substantially complies with the three requirements of FFMIA and recently
completed a Statemnent on Standards for Attestation Engagement (SSAE) No. 16, Reporting on Controls at a
Service Organization. The independent auditors opined in the SSAE-16 report that, n short, BPIYs controls
were suitably designed to provide reasonable assurance that control objectives would be achieved 1if customer
agencies appled the complementary customer agency controls.

CFPB evaluated its internal controls over the processing of transachons between the CFPB and BPD. CFPB
determined 1t has adequate complementary controls in place.

Financial Statement Audit and Report on Internal Control over Financial Reporting

Sections 1017 (a) (4) (B) and (I)) of the Dodd-Frank Act require the CFPB to prepare and submt to GAO
annual financial statements and an assertion of the effectiveness of the internal controls over financial
reporting. Section 1017 (a) (5) (A) and (B) of the Dodd-Frank Act also require GAO to audit those financial
staternents and asserhons and report their results to the bureau, Congress and the President. The CFPB
prepared financial staternents for the first full year of operation, fiscal year 2011,

GAO 1ssued an unqualified audit opimon on CFPBs fiscal year 2011 finanaial staternents GAO noted no
material weaknesses or sipnificant deficiencies in CFPB’s internal controls and cited no instances of non-
compliance with laws and regulations.
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Financial Management Systems Strategy

CFPB recognized early on that as a new bureau it needed to leverage existing financial management
resources, systemns and nformation technology platforms when identifiable and avalable. Initially, all of
CFPB’s financial management transachons were processed through the Department of the Treasury’s
Departmental Offices. In fiscal year 2011, CFPB entered into a contract with the Department of the
Treasury’s Bureau of Public Debt (BPD) for the cross-servicing of a core financial management systern that
uses a cormumercial off-the-shelf core financial management systemn designed and configured to meet generally
accepted accounting principles for Federal entities. In addition to the core financial management system,
BPD prowvides additional services to CFPB, such as transactional processing, financial reporting, hurnan
resource services, procurement services, and travel services.

Further, CFPB established an IT Investment Review Board (IRB) as an executive advisory body providing
the business and technology leadership to ensure all technology investment aligns with the CFPB mission and
goals. The members of the IRB work with the CIO and the Technology Implementation Group to make
informed recommendations and assist the CIO in making the proper investment deasions to ensure that
CFPBs IT assets are managed as strategic business resources that support the mission of the bureau.

Federal Information Security Management Act

The Federal Information Secunty Management Act (FISMA) requires Federal agencies to develop, document,
and implement an agency-wide program to provide security for the information and information systems that
support the operations and assets of the agency. As discussed above, the CFPB has leveraged existing
information technology and platforms by deploying a cloud-based infrastructure and entening into various
cross-servicing agreements with the Department of the Treasury, Departmental Offices and BEPD, and the
Department of Agriculture, National Finance Center. As part of the independent performance audit of the
operations and budget of the CFPB, which is discussed below, the auditors also reported that the CFPE has
complied with key elements of the E-Government Act of 2002, including FISMA.

Improper Payments Elimination and Recovery Act

The Improper Payments Elimination and Recovery Act of 2011 require agencies to review their programs
and activities annually to identify those susceptible to sigmificant improper payments. Dunng fiscal year 2011,
the Office of Audit and Intermal Control conducted such a review over four areas of payments — Purchase
Card, Contract Payments and/or Invoices, Travel Card, and Claims and/or Vouchers. The CFPB’s risk
assessment process did not identfy any programs susceptible to sigmficant improper payments.

Independent Performance Audit of the Operations and Budget of the CFPB

The Dodd-Frank Act, amended by the Full-Year Contimung Appropnatons Act, 2011 (12 USC 5496a),
mandated that CFPE obtain an annual independent audit of the operations and budget of the Bureau. CFPB
contracted for a fiscal year 2011 independent performance audit of the CFPB budget and several operating
areas that were nstrumental in implementing the Dodd-Frank Wall Street Reform and Consumer Financial
Protection Act of 2010 and standing up the CFPB: Human Capital and Orgamzational Development,
Consumer Response, Information Technology, and Communications and Transparency.

To evaluate CFPBE’s operations and performance in these five areas, the auditor’s evaluation critenia were (1)
compliance with legal requirements, (2) achievernent of organizational goals, and (3) alignment with
performance standards, best practices, and/or benchmarks. In its October 15 report, the auditors reported
that CFPB has made sigruficant progress towards achieving legal compliance, attaining organizational goals,
and meeting performance standards.
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Limitations of the Financial Statements

The pancipal financial statements contamed in this report have been prepared to present the financial
position and results of operations of the Consumer Finanaal Protechion Bureau pursuant to the requirements
of the Dodd-Frank Act Section 1017 (a) (4) (B). Whle the statements have been prepared from the books
and records of the Consumer Financial Protection Bureau, in accordance with generally accepted accounting
panaples for the Federal government, and follows the general presentation guidance provided by OMB, the
staternents are in addition to the financial reports used to monitor and control budpetary resources, which are
prepared using the same books and records.

The statements should be read with the realization that they are for a component of the United States
Government, a sovereign enfity.

VI. Financial Analysis

How the CFPB is Funded

Under the Dodd-Frank Act, the CFPB is funded principally by transfers from the Board of Governors of the
Federal Reserve System up to a limit set forth in the statute. The CFPB requests transfers from the Board of
Governors in amounts that are J:l:asorlab]y necessary to carry out its rmussion, which l-und.irlg 15 cappt'd at a
pre-set percentage of the total 2009 operating expenses of the Federal Reserve System, subject to an annual
adjustment. Specifically, the CFPB fund transfers are capped as follows:

+ In fiscal year 2011 to 10 percent of these Federal Reserve System expenses (or approximately
$498 million),

+ In fiscal year 2013 to 12 percent of these expenses (or approximately $397.6 million), and
+ Infiscal year 2014 and beyond, the cap remains at 12 percent but will be adjusted for
inflation.

The Dodd-Frank Act requires the CFPB to maintan an account with the Federal Reserve — “Bureau of
Consumer Financial Protechion Fund” (Bureau Fund). Funds requested from the Board of Governors are
transferred into the Bureau Fund. Bureau funds detenmuined not to be needed to meet the current needs of
the CFPB are invested in Treasury secunties on the open market. Earnings from the investments are also
deposited into this fund. During fiscal year 2011, five transfers totaling $161.8 million were received from the
Board of Governors®,

The Dodd-Frank Act explicitly provides that Bureau funds obtained by or transferred to the CFPB are not
Government funds or appropriated funds.

The CFPB also collects filing fees from developers as part of the process regarding Interstate Land
Settlernents (ILS). The ILS program protects consumers from fraud and abuse in the sale or lease of land. In
1968, Congress enacted the Interstate Land Sales Full Disclosure Act, which 1s patterned after the Securnities
Law of 1933 and requires land developers to remster subdivisions of 100 or more non-exempt lots and to
provide each purchaser with a disclosure document called a Property Report. The Property Report contains
relevant information about the subdivision and rmust be delivered to each purchaser before the sipning of the

* In fiscal year 2010, one transfer for $18.4 million was received from the Board of Governors,
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contract or agreement. On July 21, 2010, this program was transferred to the CFFPB from the Department of
Heusing and Urban Development pursuant the Dodd-Frank Act. While CFPB continues to study the legal
effects of the legislation with respect to the transfer of these functions under the Land Sales Act, and the
collecton of fees, the fees are currently being depesited Inte an account mamntamed by Treasury. The fees
collected may be retained and are available until expended for the purpose of covering all or part of the costs
that the Bureau incurs for ILS program operations.

Pursuant to the Dodd-Frank Act, the CFFB is also authorized to ccllect civil penalties against any person in
any judicial or administrative action under Federal consumer financial laws. The Act also requires the CFPB
to maintain a separate fund, knowm as the Consumer Financial Civil Penalty Fund (Civil Penalty Fund).
Collections of civil penalties will be deposited into the Civil Penalty Fund, which is in the process of being
established. CFFB did not collect any civil penalties dunng fiscal year 2011,

What the CFPB has Funded

During fiscal year 2011, the CFFB was still growing; therefore, the majority of its obligations related to

resources essential to standing up the CFPB, such as personnel, information technology, mission-specific and
human capital support, and other general
start-up activities. The CFPE incurred

' N\ #1233 million in oblipations — §68.7
FY 2011 Obligations Incurred million in Contracts 8 Support Services,
. s $48.4 million in Salary & Benefits, and
(s in ml"lOnS) $6.2 million in Al Other — as displayed In
the chart to the left:
B Salary &

. Scme of the larger funded items for the
$6.2 Benefits CFPB start up activities included in the
| $68.7 million for Contracts and Support

Services Include:

B Contracts & *  $18.¢ million to the Diepartment
Support of the Treasury for vanous services such
Services as, Information and technelogy and

human rescurce systems support and
All Other detailees,

*  $6million to the Burean of the
Public Debt for cross-—servicing of
various human resocurce and financial

g / management services, such as core
financial accounting, transaction
processing, travel and payrell,

* J4.4 million to a contractor for human rescurce policles and assistance n developing salary and
benefits packages consistent with the requirements of the Dodd-Frank Act, and,
*  §4.3million to a contractor for the development and maintenance of a Consumer Complaint System.
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Net Costs of the CFPB's Operations

/'
FY 2011 Program

Supervision,
Enforcement,
Fair Lending &
Equal
Oppportunity

v

The Statement of Net Cost presents
the CFPB gross and net cost for its

three strategic missions: Consumer

Costs u COHSUI’]?BI‘ Educatien & Engagement; Research,
($ in millions) Education & Markets 8 Regulation; and,
Engagement Supervision, Enforcement, Fair
Lending & Equal Opportunity. Total
CFPEB net costs for fiscal year 2011 in
these three programmatic categories
‘ B Research, are §85.3 million — $47 million for
| Markets & Supervision & Enforcement, Fair
Regulation Lending and Equal Opportunity,

$22.8 million for Consumer
Educatien and Engagement, and
$15.5 mullicn for Research, Markets &
Regulation — as displayed in the chart
to the left. The majorty of costs were
mcurred in Supervision and
Enforcement, Fair Lending and Equal
Crppertunity including the startup
costs of the program and the majonty
of CFPB’s personnel costs — 51.9% of
all hires by year-end

VIl.Possible Future Risks and
Uncertainties

Potential Funding Concerns and Potential Impact to Independence

The Daodd-Frank Act followed a long-established precedent in providing the CFPB with funding cutside of
the Congressional appropriations process. Congress has consistently provided for independent funding for
bank supervisors to allow for long-term planning and the execution of complex initiatives and to ensure that

banks are examined regulary and thoroughly for both safety and scundness and compliance with the law.

The CFPB has been tasked with supervising more entities than all other federal bank supervisors combined,
including supervising the largest, most complex banks. Effective supervision that levels the playing field
between bank and nen-bank institntions will require dedicated and predictable rescurces, and mdependent
examimers. Moreover, consumer compliance examinations for depository institutions with less than $10
billion in assets will continue to be conducted by prudential regulators and thus funded independently. Thus,
consumer comphance examimations of community banks and large bank and nen-bank institntions will all be

funded independently.

Although Congress provided the CFPB with a source of funding outside the appropriations process, the
CFPB 15 nenetheless the enly bank supernsor with a statitory cap on its pnmary scurce of funding. If the
Director were to determine that the non-appropriated funds to which it is entitled under the Act are
msufficent to carry cutits respensibiliies, the Act provides the petential for CFPB to also obtan
approprated funds, up to a capped ameonnt, m fiscal years 2011-2014. In accordance with the Act and
appropriations law requirements, further action would be required on the part of the Director and Congress

in order for CFFB to obtam such appropnated funds.
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Dunng fiscal year 2011, the Office of the Chief Fmnancial Officer played a major rale in the growth and
development of the Consumer Financial Protection Bureau (CFPB). The CFPB was established by the
Dedd-Frank Actwhen it was enacted on July 21, 2010, Much of the work to establish CFPB as a new burean
cccurred dunng fiscal year 2011, Dunng this time, the agency grew from 58 employees in the first quarter to
663 employees at fiscal yearend. The rapid growth in employees and the associated offices required a
significant level of effort to establish the necessary support structure of the agency. Some of the CFPB
actiwties the Office of the Clnef Financial Officer supported 1n fiscal year 2011 include:

» Enteredinto Inter-agency Agreements with other federal agencies to obtain services in the areas
of financial management, human resource, procurement, travel, and payroll;

*  Designed and developed CFFPB's budget and internal contrel functiens;

¢ Developed CFPBs operating plans;

¢ Prepared five fund request transfers from the Federal Reserve System totaling $161.8 million; and,

*  Coordinated benefits payments for transferees.

As anew stand-up burean, we recognize that much work remains to be done in fiscal year 2012, We will
continue to work towards strengthening the Office of the Chief Financial Officer and continue to ensure we
have scund fiscal policies and a strong intemal control environment in place.

I am pleased to present the CFFPBs first set of financial statements as an integral part of the fiscal year 2011
Fmnandial Report. For fiscal year 2011, the Govemnment Accountability Office rendered an unqualified audit
cpmen on CFPE's fimancial statements and noted no matenal weaknesses or sigmficant deficiencies m
CFPB’s mtemnal contrels and cted no instances of non-comphance with laws and regulations.

Stephen Agostini
Chief Financial Officer
Consumer Financial Protection Bureau

/1

Fudidy Ve
fud ik
/ /
Freddy Vélez

Acting Deputy Chief Financial Officer

Consumer Financial Protection Burean
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CONSUMER FINANCIAL PROTECTION BUREAU
BALANCE SHEET
As of September 30, 2011

(In Dollars)
Assets:
Intragovernmental
Fund Balance with Treasury (Note 2) % 18,673,308
Investments (Nots 3) 80,298,806
Total Intrag overnmental 98972114
Cash, and Other Monetary Assetz (Note 4) 332,021
Accounts Recetvable 7,068
Property, Equipment, and Software, Net (Note 5) 1,770,214
Adwances and Prepayments (Note 6) 14,689,107
Total Asssts § 115,770,524
Liahilities:
Intragovernmental
Accounts Payable 13 32335306
Other (Note 7} 1,151,377
‘Total Intragovernmental 4439913
Accounts Payable 5,728,159
Other Note 7) 9,129,788
Total Liabilities 3 19,297 860

Net Position:

Cumulative Results of Operations - Earmarked Funds $ 96,472,664
‘Total Net Position § 96,472,664
Total Liabilities and INet Position § 115,770,524

The accompanying notes are an integral part of these financial statements.
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CONSUMER FINANCIAL PROTECTION BUREAU
STATEMENT OF NET COST
For the Fiscal Year Ended September 30, 2011
(In Dollars)

Program Costs:
Consumer Education and Engagement (Including Response Center):
Gross Costs ¥ 22,831,638
Less: Earned Revenue -
Net Consumer Education and Engagement (Including Response Center) b 22,831,638

Research, Markets, and Regulations:

Gross Costs ¥ 15,485,938
Less: Earned Revenue -
MNet Research, Markets, and Regulations ) 15,485,938
Supervision, Enforcement, Fair Lending and Equal Opportunity:
Gross Costs ¥ 47,011,018
Less: Earned Revenue -
Net Supervision, Enforcement, Fair Lending and Equal Opportunity ) 47,011,018
Total Gross Program Costs ¥ 85,328,594
Less: Total Earned Revenues -
Net Cost of Operations (Note 10) b3 85,328,594

The accompanying notes are an integral part of these financial statements.
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CONSUMER FINANCIAL PROTECTION BUREAU
STATEMENT OF CHANGES IN NET POSITION
For the Fiscal Year Ended September 30, 2011
(In Dollars)

Cumulative Resulis of Operations:
Beginning Balances (Note 11 § 18,256,655

Budgetary Financing Souices:
MNonexchange Revenue 161,847,142
Other 3709

Other Financing Sources (Non-Exchange):

Imputed Financing Scurces 1,693,752
Total Financing Sources 163,544,603
Net Cost of Operations (85,328,594
MNet Change 78,216,009
Cumulative Results of Operations § 96,472,664
MNet Position - Earmarked Funds § 96,472,664

The accompanying notes are an integral part of these financial statements.
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CONSUMER FINANCIAL PROTECTION BUREAU
STATEMENT OF BUDGETARY RESOURCES
For the Fiscal Year Ended September 30, 2011

(In Dollars)

Budgetary Resources:

Unobligated Balance Brought Forward, October 1 (Mote 11) § 9,200,000
Funds Available for Obligation 161,849,662
Total Budgetary Resources 4 171,049,662

Status of Budgetary Resources:
Okbligations Incurred (Neote 12)

Direct 4 123329760
Unobligated Balance

Exempt From Apportionment 47,719,902
Total Status of Budgetary Resources § 171,049,662

Change in Obligated Balance:
Obligared Balance, Net

Unpaid Obligations, Brought Forward, October 1 (Note 11) 4 9,200,000
Total Unpaid Obligated Balance, MNet 9,200,000
Obligations Incurred Net 123,329,760
Gross Outlays (80,946,716)
Obligated Balance, Net, End of Period

Unpaid Obligations 51,583,044
Total Unpaid Obligated Balance, Net, End of Period § 51,583,044
Net Ouilays:

Gross Outlays ] 80,946,716
MNet Outlays ] 80,946,716

The accompanying notes are an integral part of these financial statements.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Reporting Entity

The Bureau of Consumer Financial Protection, known as the Consumer Financial Protection Bureau (CFPEB),
was established under the Dodd-Frank Wall Street Reform and Consumer Protection Act P.L.111-203
(Dodd-Frank Act) on July 21, 2010. CFPB was established as an independent bureau within the Federal

Reserve Systern. The Bureau 1s an Executive agency as defined in section 105 of Title 5, United States Code.

The Dodd-Frank Act authonzes the CFPR to exerase its authonties to ensure that, with respect to consumer
finanaal products and services:

a.  Consumers are provided with imely and understandable information to make responsible decisions
about financial transactions;

b. Consumers are protected from unfair, deceptive, or abusive acts and practices and from
diserimination;

e.  Outdated, unnecessary, or unduly burdensome regulations are regularly identified and addressed in
order to reduce unwarranted repulatory burdens;
Federal consumer financial law is enforced consistently in order to promote fair competition; and

e.  Markets for consumer financial products and services operate transparently and efficiently to
facilitate access and innovation.

Under the Dodd-Frank Act, on the designated transfer date, July 21, 2011, certain authorities and functions
of several apencies relating to Federal consumer financial law were transferred to the CFPE in order to
accomplish the above objectives. These authorities were transferred from the Board of Governors of the
Federal Reserve System (Board of Governors), Comptroller of the Currency (OCC), Office of Thrift
Supervision (OTS), Federal Deposit Insurance Corporation (FDIC), Federal Trade Commission (FTC),
MNational Credit Union Adrmimistration (NCUA), and the Department of Housing and Urban Development
(HULY). In addition to these transferred authorities, the Dodd-Frank Act provided the CFPB with certain

newly established federal consumer finanaal regulatory authontes.
To accomplish its mission, the CFPB is organized into six primary divisions /offices:

1. Consumer Education and Engagement
Provides, through a vanety of imtatives and methods, mformation to consumers that will allow them to make
decisions that are best for them. Consumer education is a central mission to the Bureau. The Bureau is
developing targeted outreach to groups that face particular challenges, as required by the Dodd-Frank Act.

enforcement actions when appropnate.

3. Research, Markets, and Regulations
Responsible for understanding consumer financial markets and consumer behavior, for evaluating whether
there is a need for repulation, and for determining the costs and benefits of potential or existing repulations.
Before the Bureau acts, it will seek to be fully informed. The offices within this division are staffed with
professionals selected for their strong analyhic shalls and subject matter expertise.

4. Office of General Counsel

Responsible for the Bureau’s complance with all applicable laws and prowvides advice to the Director and the
Bureau’s divisions.
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5. Extemal Affaies
Ensures that the Bureau maintams robust dialopue with various stakeholders that have an interest in its work
in order to promote understanding, transparency, and accountability.

6. Office of Chief Operating Officer
Builds and sustains the CFPBE’s operahonal infrastructure to support the entire orgamzation.

The CFPB workforce 15 spread across the country with its headquarters in Washington, D.C. and regional
satellite offices in Chicago, New York City, and San Francisco. The headquarters is temporarily spread across
several locations within Washington, D.C., uthizing space rented through interagency agreements wath the
Department of the Treasury (Treasury). CFPE will eventually consolidate its headquarters into one building in
Washington, D.C. The workforce in CFPE’s repional offices is predominantly mobile and therefore munimal
office and conference room space 1s used in the regions.

Additional information on the organizanonal structure and responsibilities of CFPB 15 available on CFPBE’s

website at hitp://www consumertfinance gov/.

Under the Dodd-Frank Act, the Secretary of the Treasury is responsible for establishing the CFPB and
exercising certain of its authorties until a Director of the CFPB is in place. On July 18, 2011 President
Obarna sent to the Senate a nomination for a Director of CFPB. The CFPB is stll without a Director and
continues to operate under the authority of the Secretary of the Treasury. The Bureau’s day-to-day
operations are managed by the Speaal Advisor to the Secretary of the Treasury for the Consumer Financial
Protection Bureau.

B. Basis of Presentation

CFPB's principal statements were prepared from its official finanaal records and general ledger in conformity
with accounting principles penerally accepted in the United States and follows the general presentation
guidance established by OMB Circular A-136, Finandal Reporting Requiremsents, as revised. The finanaal
staternents are a requirement of the Dodd-Frank Act. The finanaial statements are in addition to the financal
reports prepared by CFPB, pursuant to OMB directives, which are used to momtor and control budgetary
resources. The financial statements have been prepared to report the financial posihon, net cost of
operations, changes in net position, and the status and availability of budgetary resources of CFPB. The
finanaal staternents and assocated notes are presented on a single year basis. Thas 1s the first full year of
operation for the CFPB and therefore comparative statements are not presented.

The net cost of operations is presented by the three primary objectives of the Bureau — educate, enforce, and
study — and is consistent with CFPB’ organizational structure.

C. Basis of Accounting

Transactions are recorded on both an acerual accounting basis and a budgetary basis. Under the accrual basis
of accounting, revenues are recognized when eamned, and expenses are recognized when a liability is incurred,
without regard to receipt or payment of cash. Budgetary accounting facilitates comphance with legal
requirements and controls over the use of federal funds. CFPB conforms to accounting principles generally
accepted in the United States for federal entities as prescnibed by the standards set forth by the Federal
Accounting Standards Advisory Board (FASAE). FASAB is recognized by the American Institute of
Certified Public Accountants as the body designated to establish generally accepted accounting principles for
federal government entities. Certain assets, habihities, eamed revenues, and costs have been classified as
intragovernmental throughout the financial statements and notes. Intragovernmental assets and habilites are
those due from or to other federal entities, Intragovernmental eamed revenues are collechons or accruals due
from other federal entities. Intragovemnmental costs are payments or accruals due to other federal entities.
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any non-entity assets.
D. Funding Sources

Funding needed for carrying out the mission of CFPB 15 obtained pnmanly through transfers from the Board
of Governors, interest earned on investments, and penalties and fees collected. The Dodd-Frank Act
requires the CFPB to maintain an account with the Federal Reserve — “Bureau of Consumer Financial
Protection Fund” (Bureau Fund). The Director of CFPB, or designee, requests transfers from the Board of
Governors in amounts necessary to carry out the authonties and operations of the Bureau. The Board of
Governors transfers the funds into the Bureau Fund, which is maintained at the Federal Reserve Bank of
New York (FRENY). Bureau funds determined not needed to meet the current needs of the Bureau are
invested in Treasury secunties on the open market. Earnings from the investments are also deposited into
this fund. Going forward, CFPB anticipates requesting funds on a quarterly basis. The funds maintained by
the FRENY are reported in the financial statements and related notes and represent budget authonty for
CFPB.

The CFPB funding requests for the Bureau Fund are capped as follows:

The amount that shall be transferred to the Bureau in each fiscal year shall not exceed a fixed percentage
of the total operating expenses of the Federal Reserve System, subject to an annual inflation adjustment,
as reported in the Annual Report, 2009, of the Board of Govemnors, equal to:

1. 10 percent of such expenses i fiscal year 2011,
2. 11 percent of such expenses in fiscal year 2012,
3. 12 percent of such expenses in fiscal year 2013, and in each year thereafter.

The Dodd-Frank Act explcitly provides that Bureau funds obtamed by or transferred to CFPB are not

Government funds or appropnated funds.

If the Director were to deterrmine that the non-appropnated funds to which it 1s entitled under the Act are
msufficient to carry out its responsibilities, the Act provides the potential for CFPB to also obtain
appropnated funds, up to a capped amount, in fiscal years 2011-2014. In accordance with the Act and
appropnations law requirements, further achon would be required on the part of the Director and Congress
in order for CFPE to obtain such appropriated funds.

The CFPB also collects filing fees from developers as part of the process regarding Interstate Land
Settlernents (ILS). The Interstate Land Settlements program protects consumers from fraud and abuse in the
sale or lease of land. In 1968 Congress enacted the Interstate Land Sales Full Disclosure Act, which is
patterned after the Secunties Law of 1933 and requires land developers to register subdivisions of 100 or
more non-exermnpt lots and to provide each purchaser with a disclosure document called a Property Report.
The Property Report contains relevant information about the subdivision and must be delivered to each
purchaser before the signing of the contract or agreement. On July 21, 2011, this program was transferred to
the CFPB from HUD pursuant the Dodd-Frank Act. While CFPB continues to study the legal effects of the
legislation with respect to the transfer of these functions under the Land Sales Act, and the collection of fees,
the fees are currently being deposited into an account maintained by Treasury. The fees collected may be
retained and are available until expended for the purpose of covering all or part of the costs that the Bureau
incurs for ILS program operations.

Pursuant to the Dodd-Frank Act, the CFPB 15 also authonized to collect civil penalties against any person in
any judicial or administrative action under Federal consumer financial laws. The Act also requires the CFPB

to maintain a separate fund, known as the Consumer Finanaal Civil Penalty Fund (Civil Penalty Fund).
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Collechons of avil penalties will be deposited into the Cinil Penalty Fund, which will be mantained by the
FRBNY. The Civil Penalty Fund is in the process of being established. CFPB did not collect any civil
penalties for fiscal year 2011,

CFPB also recogmizes imputed financing sources. An imputed financing source 15 recogmzed by the recerving
entity for costs that are paid by other entities. CFPB recogmized imputed costs and financing sources in fiscal
year 2011 as prescnibed by accounting standards. CFPB recogmzes as an imputed financing source the
armnount of pension expenses for OCC and the Office of Personnel Management (OPM) and post-retirement
benefit expenses for OPM for current employees acerued on CFPB’s behalf,

E. Use of Estimates

The Bureau has made certan estimates and assumptions relating to the reporting of assets, habihties,
revenues, expenses, and the disclosure of contingent liabilities to prepare these financial statements. Actual
results could differ from these estimates. Sigmificant transactions subject to estimates include costs regarding
benefit plans for CFPB employees that are administered by the OPM, OCC, FDIC, and the Federal Reserve
System and cost allocations among the programs on the Statement of Net Cost.

F. Earmarked Funds

FASAB’s Statement of Federal Financial Accounting Standards (SFFAS) No. 27 Identifying and Reporting
Earmarked Funds established certain disclosure requirernents for funds defined as “earmarked.” SFFAS No. 27
states that “earmarked funds are financed by specifically identified revenues, often supplemented by other
finanang sources, which remain available over time. These speafically identified revenues and other finanang
sources are required by statute to be used for designated activities, benefits or purposes and must be
accounted for separately from the Government’s general revenues.” The standard also presents three required
critena for an earmarked fund. Based on the standard’s entena, CFPB 15 an earmarked fund due to ats
pomary funding sources being transfers from the Board of Governors, interest on investments, and fees from

the ILS program.
G. Fund Balance with Treasury

The U.S. Treasury holds funds in the Treasury General Account for CFPB which are available to pay
agency liabilitics and finance authorized purchase obligations. Treasury processes cash receipts and
disbursements on CFPB’s behalf, such as fees collected from the ILS program. As discussed in Note 1.ID.
above, CFPB also maintains an account with the FRBNY known as the Bureau Fund. During the year,
increases to the Bureau Fund are generally comprised of fund transfers from the Board of Governors and
investment interest. These funds are available for transfer to CFPB's Fund balance with Treasury. CFPB’s
Fund Balance with Treasury is maintained in a special fund. A special fund is established where the law
requires collections to be carmarked from a specified source to finance a particular program, and the law
neither authorizes the fund to conduct a cyele of business-type operations (making it a revolving fund) nor
designates it as a trust fund.

H. Investments

CFPB has the authonty to mnvest the funds in the Bureau Fund account that are not required to meet the
current needs of the Bureau. CFPE invests solely in U8, Treasury securities purchased at a discount on the
open market, which are normally held to matunty and carned at cost. CFPB selects investrents with
maturities suitable to its needs, currently three month Treasury bills. Investments are adjusted for discounts.
In accordance with generally accepted accounting principles, the CFPB records the value of its investments in
L8, Treasury securities at cost and amortizes the discount on a straight-line basis over the term of the
respective issues. Interest is credited to the Bureau Fund.
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I. Accounts Receivable

Accounts receivable consists of amounts owed to CFPE by the public. An allowance for uncollectible
accounts receivable from the public 1s established when erther (1) management determines that collection 15
unlikely to ocour after a review of outstanding accounts and the faillure of all collection efforts, or (2) an
account for which no allowance has been established 1s submtted to Treasury for collection, which takes
place when it becomes 180 days delinquent.

J. Property, Equipment, and Software, Net

Property, Equipment, and Software is recorded at historical cost. It consists of tangible assets and software.
Under CFPB's property management policy equipment acquisitions of $50 thousand or more are capitalized
and depreciated using the straight-line method over the estimated useful life of the asset. Similarly, internal
use software, software purchased or developed to facilitate the operation of an entity’s programs, 15
capitalized for software of $750 thousand or more and depreciated using the straight-line method over the
estimated useful life of the asset. Additionally, for bulk purchases of sirmilar items, which individually do not
meet the test to capitalize, the acquisition is capitalized and depreciated if the depreciated basis of the bulk
purchase is $250 thousand or more. Applicable standard governmental puidelines regulate the disposal and
convertibility of agency property and equipment. The useful life classifications for capitalized assets are as
follows:

PP&E Category Useful Lives (years)
Laptop/Desktop Computers 3
Internal Use Software 5
Mainframe Computer System 7
Servers 7
Telecommurcations Equipment 7
Furniture 8
Other Equipment 10

A leasehold improvement's useful life 1s equal to the remaining lease term or the estimated useful life of the
improvement, whichever is shorter. CFPB has no real property holdings or stewardship or hentage assets.
Other property items, normal repairs and maintenance are charged to expense as incurred.

K. Advances and Prepaid Charges

Advances and prepayments may occur as a result of reimbursable agreements, subsenptions, payments to
contractors and employees, and payments to entities adrmumistering benefit programs for CFPB employees.
Payments made in advance of the receipt of goods and services are recorded as advances or prepaid charpes
at the e of prepayment and recogmzed as expenses when the related goods and services are received.

L. Liabilities
Liabilities represent the amount of monies likely to be paid by CFPB as a result of transactions or events that
have already occurred. Liabilities may be intragovernmental (daims against the CFPB by other Federal

agencies) or with the public (claims against CFPE by an entity or person that is not a Federal agency).
However, no hability can be paid if there 15 no funding, Liabilites for which funds are not available, therefore,
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are classified as not covered by budgetary resources. There 15 no certainty that the funding will be received.
Additionally, the Government, acting in its sovereign capacity, can abrogate liabilities, Liabilities not covered
by budgetary resources on the Balance Sheet are equivalent to amounts reported as components not requinng
or generating resources on the Reconciliahon of Net Cost to Budget.

M. Annual, Sick, and Other Leave

Annual leave and credit hours eamed by the Bureau’s employees, but not yet used, are reported as accrued
liabilities. The accrued balance 15 adjusted annually to current pay rates. The accrued leave, for which funding
15 not available, 1s recorded as an unfunded hability. Sick and other leave are expensed as taken.

M. Employee Benefits

CFPB employees are enrolled in various benefit programs — medical, vision, dental, long-term disability, and
life insurance. Employees also have options regarding which benefit programs to enroll.

Benefits for ensployees transferred pursuant to the Dodd-Frank At

The Dodd-Frank Act provided employees transferred from other agencies (Board of Govemors, Federal
Reserve Banks, OCC, OTS, FDIC, NCUA, and HUD) with the ahility to continue participation in some of
the transferring agencies’ non-Title 5 benefit programs for a defined amount of time (one year from the
CFPB transfer date of July 21, 2011). Title 5 of the U.5. Code outlines benefit programs for the majority of
the Federal workforce, in which the programs are typically administered by OPM. The transferring agencies
continue to admimster the non-Title 5 benefit programs for those transferred employees. Upon conclusion
of the defined penod of time, the employees may enroll in non-Title 5 benefit programs sponsored by CFPB.
For those employees participating in the transfernng agenaies’ programs, CFPB reimburses the transfernng
agencies for the employer’s contnibution to the programs. CFPB may also reimburse the transfernng
agl:rlcics for adrmurustrative costs pursuant to memoranda of Luldcrslandirlg with the tm.nsﬁ:rring agl:ncics.
These costs are reflected as expenses in CFPBE’s financial staterments.

Benefits for enuplayees not tronsferved poirsseent fo the Dodd Frank Aa

Employees not transferred to the Bureau pursuant to the Dodd-Frank Act are enrolled in benefit programs
admmistered by OPM and also have the option to enroll in non-Title 5 benefit programs sponsored by CFPB
in addition to, or in lieu of, OPM programs. For those employees participating in OPM’s benefit programs,
CFPB records the employer’s contnbution to those programs, OPM records the hability and pays for these
programs on behalf of all of the Federal agencies participating in the programs. For those employees
participating in CFPB’s non-Title 5 benefit programs, CFPB directly contracts with vendors to provide those
services. The Bureau recognizes the employer’s contributions for these benefits as the benefits are earned.
All of these costs are reflected as expenses in CFPB’s financial statements.

O. Pension Costs and Other Retirement Benefits

CFPB employees are enrolled in several retirternent and pension programs and post-employment benefits in
accordance with the authonties in the Dodd-Frank Act.

Enployees transferved from the Federal Reserve, OCC, OTS, FDIC, and HUD

The Dodd-Frank Act allowed employees transferred from OCC, OTS, FDIC, and HUD, under the terms of
the Act, to continue participating in the pension or retirement plans in which they were enrolled at their
transferring agency or to affirmatively elect, from January 21, 2012 to January 20, 2013, to join the Federal

Reserve Systern Retirernent Plan and the Federal Reserve Systemn Thaft Plan. Many transferee employees
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from these agencies are in the traditional Title 5 retirernent plans (Federal Employee Retirernent Systern
(FERS), Civil Service Retirement System (CSRS), or CSRS Offset); however, a few transferees from OTS are
in a non-Title 5 plan (1.e., Pentegra Defined Benefit Plan). Transferees from the Federal Reserve are allowed
to remain in the Federal Reserve System retirermnent program or to affirmatively elect into the appropoate
Title 5 retirernent plan dunng that same timeframe. For those employees electing to enroll in an alternative
retirernent plan, the enrollment will become effective in January 2013,

CFPE does not report on its financial statements information pertaining to the retirement plans covenng its
employees. Reporting amounts such as plan assets, accumulated plan benefits, and related unfunded
liabilities, 1f any, 15 the responsibility of the Federal Reserve Systemn, OCC, or OPM as the admumstrator of
their respective plans. In all cases, CFPB pays any employer contnbutions requuired by the plans. Refer to the
chart below for information on which agency administers each of the retirternent plans for CFPE employees.

OCC, OTS, and FDIC also offered other apency-only savings plans to employees. Any transferees who
participated in such plans are allowed to continue their participation as long as they remain enrolled in their
current retirerment plans. In such cases, CFPB pays any employer contributions. Employees who elect to
enroll in the Federal Reserve retitement plan will not be allowed to continue their participation in either the
Title 5 Thrift Savings Plan or OCC, OTS, and FDIC agency savings plans.

CFPB may also reimburse the transferring agencies for administrative costs pursuant to memoranda of
understanding with the transferring agencies. These costs are reflected as expenses in CFPB’s financial
statements.

Al other employees of CFPB

Employees hired with prior Title 5 Federal Retiremnent Systern coverage who are not transferees under the
Dodd Frank Act are enrolled in the appropnate retirement programs adrministered by OPM — CSRS, CSRS
Offset, or FERS. These employees also have the option, within one year of appomntment, to enroll in the
Federal Reserve System retirernent plans. CFPB will begin providing employees the opportumty to encoll in
the Federal Reserve retirement system plans beginning in November 2011, For those employees electing to
enroll in the Federal Reserve System retirement plans, the enrollment will become effective at the begmning
of the pay period following receipt of their wntten election decision. Employees that were hired from the
povate sector, with no previous coverage under a Title 5 retirernent plan, are autormatically enrolled in the
Federal Reserve Syster’s retirernent plans. CFPB pays the employer’s contonbution nto those plans.
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Pension/ Retirenent Plans for CFPB Enployees

Name

Administering Agency

Federal Reserve System Retirernent Plan

Federal Reserve System

Federal Reserve Systern Thaft Plan

Federal Reserve Systermn

Pension Enhancement Plan for Officers of the Board
of Governors of the Federal Reserve System!

Federal Reserve Systemn

Retirtement Plan for Employees of the Federal
Reserve Systern Benefits Equalization Plan!

Federal Reserve System

Retirernent Plan for Employees of the Federal
Reserve System Benefits Equalization Plan for
Section 415 Excess Benefits?

Federal Reserve Systern

Thrift Plan for Employees of the Federal Reserve
Systern Benefits Equalization Plan!

Federal Reserve System

Civil Service Retiremnent System (CSRS) OPM
CSRS Offset OPM
Federal Employees’ Retirement System (FERS) OPM
Thaft Savings Plan Federal Retirernent Thaft Investment Board
FDIC Savings Plan FDIC
OCC 401(k) OCC
OTS 401k} OCC
OTS Deferred Compensation Plan OCC

Pentegra Defined Benefit Plan (OTS) OCC (admunstration is through Pentegra)

! This retitement program does not have any CFPB participants for fiscal year 2011.

The Bureau does not have a separate pension or retirernent plan distinet from the plans descnbed above.
CFPB expenses its contributions to the retirement plans of covered employees as the expenses are incurred.
CFPB reported imputed (unfunded) costs with respect to retirement plans (OPM and OCC admunistered),
health benefits and life nsurance (OPM admumstered) pursuant to gundance received from OPM and OCC.
These costs are paid by OPM and OCC and not by CFPB. Disclosure is intended to provide information

regarding the full cost of CFPE’s program in conforrmity with generally accepted accounting principles.

The Bureau recogmzes the employer’s contnbutions for the retirement plans adrministered by the Federal
Reserve. The Bureau however is responsible for transferning the employer’s and employee’s contributions to

the Federal Reserve. The FRBINY records the full costs and hability and pays for the retirernent plans on

P. Commitments and Contingencies

A commutment 1s a preliminary action that will ultimately result in an obligation to the US. government if
carried through, such as purchase requisitions or unsigned contracts.

A contingency is an existing condition, situation, or set of arcumstances nvolving uncertainty as to possible
gamn or loss to an entity that will ultimately be resolved when one or more future confinming events occur or
farl to oceur. The future confirming event or events are more hikely than not to oceur, with the exception of
pending or threatened higation and unasserted daims. For pending or threatened hitigation and unasserted
claims, the future confirming event or events are hikely to ocour. In accordance with Staternent of Federal
Financial Accounting Standards No. 5, Aswonnting for Liabilities of the Federal Government, contingent future
outflows or other sacnfices of resources as a result of past transachons or events may be recogmzed, may be
disdosed, or may not be reported at all, depending on the circumstances. Contingencies should be recopnized
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as a hability when a past transaction or event has ocourred, a future outflow or other sacnfice of resources 1s
probable, and the related future outflow or sacrifice of resources is measurable, A contingent liability should
be disclosed if any of the conditions for hability recogrution are not met and there 15 a reasonable possibility
that a loss or an additional loss may have been incurred. Disclosure should include the nature of the
contingency and an estimate of the possible hability, an estinate of the range of the possible hability, or a
staternent that such an estimate cannot be made.

NOTE 2. FUND BALANCE WITH TREASURY

Fund Balance with Treasury account balances as of Septernber 30, 2011, were as follows:

(In Dol
Fund Balance:
Special Fund § 18673308

Status of Fund Balance with Tn:asury:
Unobligated Balance

Available § 47719902
Unavailable
Ohblipated Balance Not Yet Disbursed 51,583,044
Investments (at Cost) (See Note 3) (80,297,617)
Cash Held in the Bureau Fund at the Federal Reserve (332,021)

See Note 4)

Unobligated Balance Available represents the amount of budget authonty that can be used to enter into new
obligations. This amount, or a portion thereof, may be administratively dedicated for specific purposes that
have not yet been obligated. The Obligated Balance Not Yet Dishursed represents amounts designated for
payment of goods and services ordered but not received or goods and services received but for which

payment has not yet been made.
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NOTE 3. INVESTMENTS

As discussed further in Mote 4, the Board of Governors at the discretion of the CFPB can invest the portion
of the Burean Fund that 1s net, in the judgment of the Bureau, required to meet the current needs of the
Burean. When directed by CFFB, the FRBMNY will utihze the funds availakle to purchase investments on the
open market CFPB only invests in three month U.S. Treasury bills. The market value is determined by the
secondary .S, T'reasury matket and represents the value an ndividual invester s willing to pay for these
secutities, as of September 30, 2011,

Investments as of September 30, 2011 consist of the following:

Amortized
Amortization (Premium) Investments Market Value
Method Discount Net Disclosure
Intragovernmental
Securities:
Marketable $80,297,617  Straight-Line  § 1,189 § 80,298,806 § 80,297,603
T atal $30,297 617 4 1,189 $380,208,306 § 802976803

NOTE 4. CASH AND OTHER MONETARY ASSETS

CFPB has both cash and ivestments held cutside of Treasury. When transfers are made from the Board of
Govermners to CFPE, the funds are deposited into an account held within the FRBINY referred to as the
Burean Fund. The account has a required minimum balance of $250,000 and any funds in excess of this
minimum are invested in Treasury securifies in increments of $100,000 by the FRBNY utilizing an automatic
investment process. CFPB requests cash disbursement from the Bureau Fund to the CFPB’s Fund Balance
with Treasury based on projections of future expenditures.

Funds obtamed by, transferred to, or credited to the Bureau Fund are immediately available to CFPB and
under the control of the Director, and shall remain available until expended, to pay for the expenses of the
Bureau in carrying out its duties and responsibilities. Funds obtained by or transferred to the Bureau Fund
shall not be construed to be Govemnment funds or appropriated monies. These funds are not subject to

apportionment for purposes of chapter 15 Title 31, United States Cade, or under any other authority.

Account balance as of September 30, 2011:

f

ash
Cash Held in the Bureau Fund at the Federal Reserve ¢ 332,021
Total Cash and Other Monetary Assets 4 332,021
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NOTE 5. PROPERTY, EQUIPMENT and SOFTWARE, NET

Schedule of Property, Equipment, and Software as of September 30, 2011:

Accumulated
Acquisition Amortization/
Cost Depreciation Net Book Value
Equipment § 997,719 § 108,490 4 889,229
Internal Use Software 078,872 97,887 880,985
Taotal § 1,976,591 § 206,377 3 1,770,214

NOTE 6. ADVANCES AND PREPAYMENTS

Advances and Prepayment balance as of September 30, 2011 were as follows:

With the Public
Advances and Prepayments 14,689,107

Total Public Advances and Prepayments $ 14,889,107

The prepayment primarily represents a payment of $14.4 million to the Federal Reserve System for the
Federal Reserve System retirement plans to cover the time in service for employees transterred to CFPB
under Section 1064 ofthe Dodd-Frank Act who were previously covered by an OPM or OTS retirement
plan. Pursuant to Section 1064 of the Dodd-Frank Act, employees transferred to CFPB may enroll in the
Federal Reserve System Retirement Plan and Federal Reserve System Thrift Plan. Ifthe transferred
employee chooses to enroll in these plans, CFPB has to transfer to the Federal Reserve System
Retirement Plan an amount determined by the Board of Governors in consultation with CFPB to
reimburse the Federal Reserve System Retirement Plan for the costs of providing the transferred
employees' benefits under this plan. The $14.4 million payment was based on a projection of CFPB
emplovees likely to enroll in the Federal Reserve System Retirement Plan. A memorandum of
understanding, between the Board of Governors and the Bureau established that the Board of Governors
would provide the Bureau a final cost estimate for this payment by September 30, 2014, This prepayment
represents the amount agreed to by the Board of Governors and Bureau to fund the Federal Reserve Plan
Trust until the final cost estimate is complete. The amount is calculated using actuarial

assumptions. Other prepayments include subscriptions and other miscellaneous items.
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NOTE 7. OTHER LIABILITIES

Other habilities as of September 30, 2011 consist of the following:

Intragovernmental Liabilities

Payroll Taxes Payable $ 257.336

Benefits Payable 894,041
Total Inhagovemmmm.l Liabilities $ 1,151,377
With the Pubhe

Employee Withholdings $ 14,536

Employer Benefits Contnbutions 817,293

Accrued Funded Payroll 4.315,674

Unfunded Leave 3,982,285
Total Public Liabilities $  9.129.788

All other habilities are considered current liabilities,
NOTE 8. LIABILITIES NOT COVERED BY BUDGETARY RESOURCES

Liabilities not covered by budgetary resources as of September 30, 2011 consists of unfunded leave of
$3,082,285.

NOTE 9. COMMITMENTS AND CONTINGENCIES

As described in Note 6, CFPE is responsible for reimbursing the Federal Reserve Retirement Plan for certain
costs related to employees, transferred to CFPB under Section 1064 of the Dodd Frank Act, that enroll in the
Plan. As descnbed in note 1.0, employees will be given the opportunity to elect to enroll into the Plan from
January 21, 2012 to January 20, 2013, therefore the number of employees that will elect to enroll in the Plan 1s
not known as of September 30, 2011, Consequently, a contingent hability and related expense are not
recopmized as of September 30, 2011, because the amount to be reimbursed is not measurable.
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NOTE 10. INTRAGOVERNMENTAL COSTS AND EXCHANGE REVENUE
Intragovernmental costs and intragovernmental exchange revenue represent goods and services provided

between two reporting entities within the Federal government, and are in contrast to those with non-federal
entities (the public). Such costs and revenue are summanzed as follows:

By Prolialn

Consumer Education and Engagement (Including Response Center)

Intragovernmental Costs $ 9,947,744
Public Costs 12,883,894

Total P[O!TI"J.ITI Costs 22.831.638

Research, Markets, and Regulatons

Intragovernmental Costs $ 6,747,223
Public Costs 8,738,715
Total P[O!TI"J.ITI Costs 15,485,938

Supervision, Enforcement, Fair Lending and Equal Opportunity

Intragovermnmental Costs $ 20,482,699
Public Costs 26,528,319
Taotal l’l:o!rmm Costs 47.011.018

5 Phe el

Total Intragovernmental Costs $  37,177.666
Total Public Costs 48,150,928
Total Program Costs 85,328,594

Less: Total Public Earned Revenue -
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NOTE 11. BEGINNING BALANCES

CFPEB was established on July 21, 2010 and had ranimal activity in fiscal year 2010, which related primarily to
an initial fund transfer received from the Federal Reserve Bank.

All amounts are for the penod ended September 30, 2010

(I Dollars)
Funds Received from Federal Reserve § 18,400,000
Operating Costs (143,345)

Funds Avalable for Obligation § 18,400,000
Obligatons Incurred (9,200,000)

NOTE 12. APPORTIONMENT CATEGORIES OF OBLIGATIONS INCURRED

All obligations incurred are characterized as Category C, Exempt from Apportionment (i.¢. not
apportioned), on the Statement of Budgetary Resources. Obligations incurred and reported in the
Statement of Budgetary Resources in fiscal year 2011 consisted of the following:

(T Dodiars)
tions, Catepory C $

NOTE 13. UNDELIVERED ORDERS AT THE END OF THE PERIOD
Statement of Federal Finanaial Accounting Standards No. 7, Awonnting for Revenne and Other Finaning Sosrces
and Concepts for Reconciling Badpetary and Financial Acconnting, states that the amount of budgetary resources
obligated for undelivered arders at the end of the penod should be disclosed. CFPB's Undelivered Orders

represent obligated amounts designated for payment of goods and services ordered but not received.

Undelivered Orders as of September 30, 2011 were $36,267,469.
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NOTE 14. RECONCILIATION OF NET COST TO BUDGET

CFPB has reconailed its budgetary obligations and non-budgetary resources available to its net cost of

operations for the year ended September 30, 2011

T Dallars) 2011

Resources Used to Finance Activities:
Budpetary Resources Obligated
Obligations Incurred

$ 123329760

Less: Spending Authority From Offsetting Collections and Recoveries

Less: Offsetting Receipts

Net Obligations 123,329,760
Other Resources

Imputed Financing From Costs Absorbed By Others 1,693,752
Total Resources Used to Finance Activities 125,023,512
Resources Used to Finance Items Not Part of the Net Cost of Operations:

Change In Budgetary Resources Obligated For Goods,

Services and Benefits Ordered But Not Yet Provided (41,899,921
Resources That Finance the Acquisiion of Assets (1,976,591)
Total Resources Used to Finance Items Not Part of Net Cost of Operations (43,876,512)

Total Resources Used to Finance the Net Cost of Operations

81,147,000

Components of the Net Cost of Operations That Will Not Require or
Generate Resources in the Current Period:

Components Requinng or Generating Resources in Future Penods

Increase In Annual Leave Liability 3,082,285
Components Not Requinng or Generating Resources

Deprectation and Amortization 206,377

Other (7,068)
Total Components of Net Cost of Operatons That Will Not Require or

Generate Resources In The Current Period 4,181,594

Net Cost of Operations

§ 85328504

NOTE 15. PRESIDENT’S BUDGET

Statement of Federal Financial Accounting Standards No. 7, Awonnting for Revenne and Other Financing Sosrces
and Concepts for Reconciling Budgetary and Finandal Awonnting, requuires explanations of matenal differences
between amounts rq_)otlcd in the Statermnent of Budyclary Resources and the actual balances publishcd in the
Budget of the United States Government (President’s Budget). However, the President’s Budget that will
mclude fiscal year 2011 actual budgetary execution information has not yet been published. Therefore the
reconcihation of fiscal year 2011 balances will be reported next year since CFPB 15 a first-year ennity.
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Appendix I: Management’s Report on Internal
Control over Financial Reporting

Consumer Financial
Protection Bureau

1801 L Street NW, Washington, DC 20036
November 9, 2011

Comptroller General of the United States
441 G Street, NW
Washington, DC 20548

Dear Mr. Dodaro,

As required by § 1017 of the Dodd-Frank Act, 12 US.C. § 5497(2)(4)(D), the Consumer Financial
Protection Bureau (CFPB) provides this management assertion regarding the effectiveness of internal
controls that apply to financial reporting by the CFPB using the standards established in section 3512(c)
of Title 31, United States Code (commonly known as the Federal Managers' Financial Integrity Act).

The CFPB internal controls over financial reporting are processes implemented by those charged with
governance, by management, and by other personnel. The objectives of the internal control are to
provide reasonable assurance that transactions are 1) properly recorded, processed, and summarized to
permit the preparation of financial statements in accordance with U.S. generally accepted accounting
principles, and assets are safeguarded against loss from unauthorized acquisition, use, or disposition and
2) executed in accordance with laws governing the use of budget authonty and other laws that could
have a direct and material effect on the financial statements.

CFPB management is responsible for establishing and maintaining effective internal controls over
financial reporting. The CFPB conducted its assessment of the effectiveness of these internal controls
based on the criteria required by the Dodd-Frank Act. Based on this evaluation, the CFPB can provide
reasonable assurance that its internal controls over financial reporting as of September 30, 2011 were
operating effectively and that no material weaknesses were found in the design or operation of these
nternal controls.

Y>>

Raj Date
Special Advisor to the Secretary of the Treasury
for the Consumer Financial Protection Bureau

Stephen Agostni
Chief Financial Officer

Consumer Financial Protection Bureau

il Vi)

Acting Députy Cheef Financial Officer
Consumer Financial Protection Bureau

consumertinance.gov
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Appendix II: Comments from the Bureau of
Consumer Financial Protection

Consumer Financial
Protection Bureau

1801 L Street NW, Washington, DC 20036
November 9, 2011

Mr. Steven J. Sebastian

Director, Financial Management and Assurance
Government Accountability Office

441 G Street, NW

Washington, DC 20548

Dear Mt. Sebastian,

T appreciate the opportunity to respond to the Government Accountability Office’s (GAO) draft audit report
titled, Financial Audis: Burean of Consumer Financial Protection’s Fiscal Year 2011 Financial Statements (GAO-12-186),
and want to thank you and your staff for your dedicated efforts and for working with us to meet the audit
requirements in the short time available.

We are pleased that, in this first full fiscal year, GAO’s auditors rendered an “unqualified” or “clean” audit
opinion, which means they found that the CFPB financial statements are presented fairly, in all material
respects, and in conformity with U.S. generally accepted accounting principles; that CFPB maintained, in all
material respects, effective internal control over financial reporting; and that there were no instances of
reportable noncompliance with laws and regulations tested by GAO.

This first year was challenging for the CFPB, and I am proud of how we have met that challenge. Our
primary goal was the establishment and standing-up of CFPB operations one year after enactment of the
Dodd-Frank Act. It took considerable effort to achieve this goal — from developing an organization
structure, to hiring personnel, to establishing required suppott structures. Obtaining an unqualified audit
opinion in CFPBs first full fiscal year is a true testament to the efforts of the CFPB management and staff.

In fiscal year 2012, the CFPB will continue to work to enhance our internal controls and ensure the reliability
of CFPB’s financial reporting, operating performance, and public confidence in the Bureau’s work. The
CFPB looks forward to working with GAO in future audits and truly appreciates GAQO’s work over the past
fiscal year.

If you have any questions relating to this response, please contact Freddy Vélez, Acting Deputy Chief
Financial Officer.

L2

Raj Date
Special Advisor to the Secretary of the Treasury
for the Consumer Financial Protection Bureau

consumerfinance.gov
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GAO’S Mission The G_ove_rnment Accountability foice, the audit, evaluation, and o
investigative arm of Congress, exists to support Congress in meeting its
constitutional responsibilities and to help improve the performance and
accountability of the federal government for the American people. GAO
examines the use of public funds; evaluates federal programs and
policies; and provides analyses, recommendations, and other assistance
to help Congress make informed oversight, policy, and funding decisions.
GAO’s commitment to good government is reflected in its core values of
accountability, integrity, and reliability.

R : The fastest and easiest way to obtain copies of GAO documents at no
Obtalnlng Coples of cost is through GAO’s website (www.gao.gov). Each weekday afternoon,
GAO Reports and GAO posts on its website newly released reports, testimony, and
Testimony correspondence. To have GAO e-mail you a list of newly posted products,

go to www.gao.gov and select “E-mail Updates.”

Order by Phone The price of each GAO publication reflects GAO’s actual cost of
production and distribution and depends on the number of pages in the
publication and whether the publication is printed in color or black and
white. Pricing and ordering information is posted on GAO’s website,
http://www.gao.gov/ordering.htm.

Place orders by calling (202) 512-6000, toll free (866) 801-7077, or
TDD (202) 512-2537.

Orders may be paid for using American Express, Discover Card,
MasterCard, Visa, check, or money order. Call for additional information.

. Connect with GAO on Facebook, Flickr, Twitter, and YouTube.
Connect with GAO Subscribe to our RSS Feeds or E-mail Updates. Listen to our Podcasts.
Visit GAO on the web at www.gao.gov.

To Report Fraud, Contact:

Waste and Abuse in Website: www.gao.gov/fraudnet/fraudnet.htm
! E-mail: fraudnet@gao.gov

Federal Programs Automated answering system: (800) 424-5454 or (202) 512-7470

d Ralph Dawn, Managing Director, dawnr@gao.gov, (202) 512-4400
Cong?eSSIOnal U.S. Government Accountability Office, 441 G Street NW, Room 7125
Relations Washington, DC 20548
Public Affairs Chuck Young, Managing Director, youngcl@gao.gov, (202) 512-4800

U.S. Government Accountability Office, 441 G Street NW, Room 7149
Washington, DC 20548
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Testimony Before Congress by CFPB Officials

. March 16, 2011: Elizabeth Warren before the House Financial Services
Subcommittee on Financial Institutions and Consumer Credit

. April 12, 2011: Holly Petraeus before the Senate Homeland Security &
Governmental Affairs Subcommittee on Oversight of Government
Management, the Federal Workforce, and the District of Columbia

. May 24, 2011: Elizabeth Warren before the House Oversight and
Government Reform Subcommittee on TARP, Financial Services and
Bailouts of Public and Private Programs

. July 7, 2011: Raj Date before the House Financial Services Subcommittees
on Financial Institutions and Consumer Credit and Oversight and
Investigations

. July 13, 2011: Kelly Cochran before the House Financial Services
Subcommittee on Insurance, Housing and Community Opportunity

. July 14, 2011: Elizabeth Warren before the House Oversight and
Government Reform Committee

. July 28, 2011: Dan Sokolov before the House Small Business
Subcommittee on Investigations, Oversight and Regulations

. September 6, 2011: Richard Cordray Nomination Hearing before the Senate
Banking Committee

. November 2, 2011: Raj Date before the House Financial Services
Subcommittee on Financial Institutions and Consumer Credit

10. November 3, 2011: Holly Petraeus before the Senate Banking Committee
11. November 15, 2011: Skip Humphrey before the Senate Banking

Subcommittee on Financial Institutions and Consumer Protection

12. January 24, 2012: Richard Cordray before the House Oversight and

Government Reform Subcommittee on TARP, Financial Services and
Bailouts of Public and Private Programs

13. January 31, 2012: Richard Cordray before the Senate Banking

Committee

14. February 15, 2012: Richard Cordray before the House Financial

Services Subcommittee on Oversight and Investigations
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