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Objectives of Banker Call

m Provide an overview of third-party relationships

m Provide an overview of third-party relationships
from an UDAP perspective

®m Provide an overview of third-party relationships
from a fair lending perspective
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Third-Party Relationships - Overview

Relationship Defined

Basis for Relationships

Common Relationships
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Regulatory Guidance
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Third-Party Relationships — Potential Risks

Strategic
Reputation
Operational
Transactional
Credit
Compliance
Other
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Third-Party Relationships — Risk Management

2 RiIsk Assessment

Consistent with Overall Business Strategy

Q
Q Management Assessment
A Ongoing Oversight

Q

Long-term Implications
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Third-Party Relationships — Risk Management

2 Due Diligence

a Purpose
a When to Conduct
Q Scope
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Third-Party Relationships — Risk Management

d Contracts — What to Consider

Key Issues

Scope
Cost/Compensation
Performance Standards
Reporting

Audit

O O 0O O O O

FDIC




i

Third-Party Relationships — Risk Management

2 Contracts - What to Consider

Confidentiality and Security

Consumer Complaints

Business Resumption/Contingency Plans

Default and Termination
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Dispute Resolution
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Third-Party Relationships — Risk Management

2 Contracts - What to Consider

aQ Ownership and License
Q Indemnification

Q Liability Limits
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Third-Party Relationships — Risk Management

2 Oversight

aQ Board Responsiblilities

a Management Responsibilities

a Performance Monitoring
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Third-Party Relationships — FDIC Supervision

d Scope of Supervisory Responsibilities
2 Areas of Focus
2 Impact on Bank Assessment

2 Potential Supervisory Actions
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Third-Party

Oversight

UDAP Perspective

Presented by Jamal Mohammad — Examination
Specialist (UDAP)
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Examples of Third-Party Relationships

m Software vendors = Prepaid cards

m Credit card services = Mortgage servicing

= Rewards programs m Website services

= Overdraft payment m Statement printing
programs

m Debit card programs

= Loan servicing = Remote data capture

= Check printing = Flood determination

services
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Are All Third-Party Relationships
High Risk from a UDAP Perspective?

m Factors that increase risk:

0 Has a material effect on the bank’s revenues and/or
expenses

O Involves a product or service where the bank has no
prior experience

O Involves a product or service that implicates higher-
risk consumer protection regulations
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Emerging Third-Party Issues

m Prepaid Cards

m Credit Cards

m Debt Collection

= Add-On Products
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UDAP Risks with Prepaid Cards
and Credit Cards

m Fees

O All fees must be disclosed

m Features

O Inform consumers regarding all corresponding card features

= Marketing

O Any marketing or advertising must be both clear and accurate
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UDAP Risks with Debt
Collection

m Fair Debt Collection Practices Act

O Applies, in principle, to banks collecting their own debts

m Focus

O Improving recoveries, not compliance

m Solicitations

O Lack material information or contain inaccurate or misleading
statements
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UDAP Risks with Add-On
Products

m Rewards Features

O Applies to all types of accounts

O Disclosures did not accurately inform consumers of
corresponding limitations

m |nsurance/Discounts

O Benefits attached to deposit accounts, but disclosed inaccurately

m Debt Cancellation

O Risk may be layered by using a separate third-party to offer
additional services

FDIC
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Supervisory Responses

m Informal Enforcement Action
= Formal Enforcement Action
= Civil Money Penalties

m Liability for Violations of Law

m Restitution

FDIC
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Third-Party Risk Management

m Risk assessment

O Ensure that the proposed relationship is consistent with the
institution’s strategic plan and overall business strategy

= Due diligence

O Focus on the third-party’s financial condition, relevant _
experience, reputation, and the scope and effectiveness of its
operations and controls

m Contract structuring

O Ensure that the specific expectations and obligations of both the
bank and the third-party are outlined and formalized

= Oversight

O Allocate sufficient resources to monitor and provide the
necessary oversight
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Consumer Complaints

m One key indicator of potential consumer harm

= Integral part of due diligence process when selecting third-
parties

m Integral part of ongoing due diligence
O Individual complaints as well as trends should be monitored
O Bank may not directly receive consumer complaints

O Contract should outline handling of complaints and bank’s ability to
receive complaints

FDIC
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Third-Party

Oversight

Fair Lending Perspective

Presented by Gary L. Clayton — Fair Lending
Examination Specialist
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Third-Party Relationship and Fair
Lending

m Third-party relationships involving most aspects
of the lending process from application to loan
payoff are subject to compliance with Equal
Credit Opportunity and Fair Housing Acts

m Banks cannot transfer compliance with fair
lending laws to third-party and can be cited for
fair lending violation resulting from the third-
party relationship
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Risk Management Process — Fair
Lending

m Risk Assessment

O Sufficiently understand the benefit of engaging a
third-party versus performing the activity by bank staff

= Due Diligence

O Gather all available documentation including
complaints, newspaper clippings and other
iInformation from internet regarding entity

O Ensure third-party understands the federal fair lending
laws and what it takes to comply

FDIC
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Risk Management Process —
Fair Lending

m Contract Structuring

O Include mandatory compliance with fair lending laws
In contract

O Include right to access data to determine compliance
with fair lending laws

= Oversight
O Implement monitoring system

O Develop a plan for addressing fair lending issues
identified in activities performed by third-party

FDIC
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Examples of Third-Party
Relationships with Potential Fair
Lending Risk

Real Estate Appraisers

Indirect Vehicle Lending Relationships
Debt Collection Agencies

Mortgage Brokers

Third-Party Loan Originators
Rent-A-Bin Relationships

External Marketing Firms

Loss Mitigation Companies

FDIC
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Third-Party Loan Originators

® Involves the underwriting, approving, funding or
closing of a loan on behalf of bank to sell to
secondary market

m Bank should include in contract compliance with
fair lending laws and the right to monitor activity
to assess compliance with fair lending laws

m Bank should have a mechanism to ensure
originators are performing contracted activity in
a non-discriminatory manner
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Real Estate Appraiser

m Should assess the appraiser's commitment to
fair lending compliance as a part of its due
diligence and should include compliance with
fair lending laws as a part of the contract

® As a monitoring system, banks should review
appraisals periodically to determine if prohibited
basis factors were considered when assessing
value of the subject property
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Indirect Vehicle Lending
Relationship

m Contractual agreement between bank and dealer
where bank agrees to buy credit sale contracts at
a certain interest rate (buy rate)

m Contracts with dealers should include a
requirement that they comply with federal fair
lending laws

m Bank must institute a monitoring system to ensure
prohibited basis factors were not considered by
dealers in the pricing of these loans
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Conclusion — Fair Lending Risk

m Thoroughly review and assess the third-party’s ability to
and commitment to perform the lending activity

m Ensure that fair lending compliance is included in all
contractual agreements with third-parties

= Monitor the activity to ensure the third-party is complying
with fair lending laws

= Remember, compliance with ECOA and FH Act is
ultimately the responsibility of the bank
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Third-Party Reference Material

m Financial Institution Letters

O Third-Party Risk: Guidance for Managing Third-Party Risk (FIL-44-2008)
http://www.fdic.gov/news/news/financial/2008/fil08044.htm|

O Guidance on Payment Processor Relationships (FIL-127-2008)
http://www.fdic.gov/news/news/financial/2008/fil08127.html

O Payment Processor Relationships Revised Guidance (FIL-3-2012)
http://www.fdic.gov/news/news/financial/2012/fil12003.html

O FDIC Supervisory Approach to Payment Processing Relationships With
Merchant Customers That Engage in Higher-Risk Activities (FIL-43-2013)

http://www.fdic.qgov/news/news/financial/2013/fil13043.html
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Third-Party Reference Material

m FDIC’s Third-Party Risk Examination Procedures
http://www.fdic.gov/requlations/compliance/manual/pdf/VII-5.1.pdf

m FDIC Supervisory Insights
O Third-Party Arrangements: Elevating Risk Awareness

http://www.fdic.gov/requlations/examinations/supervisory/insights/sisumO7/article01 third-party.html

O Managing Risks in Third-Party Payment Processing Relationships

http://www.fdic.gov/requlations/examinations/supervisory/insights/sisum11/managing.html
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