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Polling Slide #1 - What are your organization’s major
compliance challenges??

Keeping up with Regulatory Change
Technology and Solutions

People and organizational resources
Manual Process Inefficiency

Budgets

Ineffective management and coordination

Competing/Conflicting Business Priorities
Not certain



Highlights from
the Wolters
Kluwer 2021
Banking
Regulatory & Risk
Indicator Survey
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Wolters Kluwer The purposes of the Survey are to:

Banki ne « Collect trend information on the breadth and depth of
regulatory/risk concerns
Regulatory & SOyt

. « Determine realized and anticipated regulatory impact on
RISk Management  institutions

. ¢ A histicati f banks’ t risl t

ndlcator Survey ssess sophistication of banks' current risk managemen

efforts
« Gather data inputs to calculate a regulatory and risk
77 N management pain index score, which is tracked and
reported annually
Q =
O WW
A WW https:/ /www.wolterskluwer.com/en/know/regulatory-risk-management-indicator
N~
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Wolters Kluwer 2021 Indicator Survey: Key Highlights
Ba N |(| N g « The Main Indicator Score rose to 128 from 103 in 2020.

Qegulato ry & « Primary Drivers:

« Managing risk across all lines of business;

QiSk Management  Navigating significant regulatory changes; and

N d icato r SU rvey * Increase in fines imposed by bank regulators.
« Keeping current with changing regulations continues to
rank consistently as a top challenge, no matter the lender
N type or size.
R = « Top obstacles to implementing an effective compliance
0 ﬁg program:
~__~ « Manual processes (45%);

 Inadequate staffing (41%);
« Too many competing business priorities (36%).
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Top Regulatory Compliance Challenges

What do you believe will be your organization’s most pressing regulatory compliance
challenge over the next 12 months?

Large Banks/CUs (>$1 Bil.) Medium Banks/CUs ($500M to $999M) Small Banks/CUs (<$500M)

Consumer protection regs Keeping up with changes Keeping up with changes

Keeping up with changes Consumer protection regs CECL

CRA BSA Tech/Tech compliance

Keeping up with changes Keeping up with changes
Consumer protection regs CECL

Tech/Tech compliance Consumer protection regs

Source: Wolters Kluwer 2021 Banking Regulatory & Risk Indicator Survey
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The Top 10 Compliance Management Considerations for 2023:
Hardening your defenses and preparing for the onslaught

EVALUATE YOUR
REGULATORY INVENTORY
FOR COMPLETENESS

GAP-ASSESS YOUR THIRD-

PARTY MANAGEMENT AND M&A

PROCESSES

f_'} Wolters Kluwer
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ASSESS YOUR REGULATORY
CHANGE PROCESS FOR

EFFECTIVENESS AND EFFICIENCY

REVIEW YOUR PROCESS FOR
PREVENTION, DETECTION,
DISCIPLINE AND REPORTING
COMPLIANCE VIOLATIONS
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TEST YOUR CULTURE OF

COMPLIANCE / POLICIES

AND PROCEDURES FOR
EFFECTIVENESS

RN
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N

N~

ENSURE YOUR ASSESSMENTS
ARE TAILORED TO YOUR RISKS

()]
o

EVALUATE YOUR
COMMUNICATIONS AND
TRAINING FOR USEFULNESS

77 N
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EXAMINE YOUR GOVERNANCE
PROCESS FOR RISK AND
EFFICACY

MEASURE THE EFFECTIVENESS
OF YOUR MONITORING,
AUDITING AND REPORTING

VRN

O
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FOLLOW THE MONEY -
UNDERSTAND INCENTIVE AND
COMPENSATION SCHEMES



The Top 10 Compliance
Management Considerations
for 2023

© EVALUATE YOUR
REGULATORY
INVENTORY FOR
COMPLETENESS
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Regulatory Compliance i1s complex and overlaps

Major U.S. Financial Regulators and Organizations

Prudential Bank Other Regulators Securities and

Regulators (consumer protection, mortgages . .
T = — sine) e cies) Derivatives Markets Coordinating Forums

I

Source: The Congressional Research Service, Celent CELENT

President’'s Working Group
on Capital Markets
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The Top 10 Compliance
Management Considerations
for 2023

© ASSESS YOUR
REGULATORY
CHANGE PROCESS
FOR EFFECTIVENESS
AND EFFICIENCY
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An Overview of the U.S. Financial Regulatory Framework

Regulators

MSRB NFA

..........
.

~
w*

ot -

ot

L
-
OOOOO
.........

CFPB Buresu of Consumer Financal Protecson
CFTC Commodty Futures Tradng Commssion
FOIC Federal Deposit Insurance Corporation
FHFA Federal Housing Finance Agency
FINRA Francal Indusiry Regulatory Authonty
FTC Federal Trade Commission

NCUA Nascnal Crecit Unson Adminsstrabon
NFA  Nascnal Futures Association

OCC  Offce of the Comptroder of the Currency
SEC Securites and Exchange Commission

Regulated entities
Safety and soundness oversight = ===« Insurance oversight - &mdlmemba'ttyaomcy
---------- Consumer financial protection oversight - ==+ -+ Housing finance oversight

— Securities and derivatives markets oversight s Consolidated supervision or systemic risk-related oversight
Source: Government Accountability Office (GAQ), Financial Regulation, GAO-16-175, February 2016, Figure 2.
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Regulatory incidence of SEC proposed & final rulemakings

Regulatory Incidence of SEC Proposed & Final Rulemakings (Gensler Chairmanship, April 17, 2021 through July 10, 2022)

I Rule not mandatoed by stahule ]

Reporting of (1) Proxy Voles by Registered Management El R for Broker-
c P> Performance-Based Invessment Proxy Voting Acvice
Names Vot by stuaont et Managers Adviscry Feex (PR) (Nov. 26. 2021) | By et b i M
(PR (June 17, 2022 (PR) (Oct. 15, 2021) (FR) (ov. 10, 2021) i (PR) (Dec.1, 2021)
~7 = =
:;éi_-lhtl- = =
(PR) (June 17, 2022)

al
MN?_MN -

Progctices
(PR) (May 13 2022)

Securty-Based Swap Execuson
and

and Regulation of

Execution Faciltes Rules
(PR) (May 11, 2022)

Further Definition of “As a Part of
2 Regular Business”

3® Wolters Kluwer

Modemzaticn of

Managers Reporting
(PR (Mar. 16, 2022} (PR) (Mar. 10, 2022}

Holding Foreign Companies
A At D

(FR) (Dec. 9, 2021)

Prohibison Againgt (1) Fraud, Manipuascn.
auco—&go&n{‘mmn; :
Reporing of Large Securty-Based Swap

(PR) (Feb. &, 2022}

16



The Top 10 Compliance
Management Considerations
for 2023

@© TEST YOUR CULTURE
OF COMPLIANCE /
POLICIES AND
PROCEDURES FOR
EFFECTIVENESS
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TEST YOUR CULTURE
OF COMPLIANCE /
POLICIES AND
PROCEDURES FOR
EFFECTIVENESS

&). Wolters Kluwer

Commitment by Senior and Middle Management
1. Conduct at the top

2. Shared commitment

3. Oversight

Autonomy and Resources

Structure

Seniority and Stature

Experience and qualifications

Funding and resources

Data resources and access

Autonomy

Oversight of Outsourced Comp functions

A

Policies and procedures

Design

Comprehensiveness

Accessibility

Responsibility for Operational Integration
Gatekeepers

I

See https://www.justice.gov/criminal-fraud/page/file/937501/download for more information

18


https://www.justice.gov/criminal-fraud/page/file/937501/download

September 2022 GAO Found Technology Gaps in Smaller Banks/CUs
GAO Report to

. .  Heavy reliance on paper files
Congressional Committees: y pap

 |nability to upload documents/records
* |Inability to provide access to internal systems
* |nability to test transactions

BANK SUPERVISION

Lessons Learned from Federal Banking Regulators’ Actions to Address Pandemic-Related Challenges to
Re m Ote S u p e er S | O n Conducting Full Remote Examinations
durl ng Pandemic Challenge being addressed
. Pandemic impacts on Transition to full-time Staff and technology Limitations on
Actions supervised entitles’ remote examination constraints at some examination staff
risks work supervised institutions resources

Deferral of examination activities

Expanded off-side monitoring to
reassess risk to institutions

Expanded telework and new

Issuance of guidance and
communications to examiners

Adjustments to examination
Pui staffing

[ '1 Wolters Kluwer

>

Source: GAO analysis. | GAO-22-104659 19



The Top 10 Compliance
Management Considerations
for 2023

O EVALUATE YOUR
COMMUNICATIONS
AND TRAINING FOR
USEFULNESS
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EVALUATE YOUR Training and Communication

COMMUNICATIONS

peE © B e
o Form/Content/Effectiveness of Training
@ Communications about misconduct
N -

Availability of guidance

@
&). Wolters Kluwer
See https://www.justice.gov/criminal-fraud/page/file/937501/download for more information

21
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The Top 10 Compliance
Management Considerations
for 2023

© MEASURE THE
EFFECTIVENESS OF
YOUR MONITORING,
AUDITING AND
REPORTING

7N

S
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N
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MEASURE THE Continuous Improvement, periodic testing

EFFECTIVENESS OF and review
YOUR MONITORING,

AUDITING AND Internal audit
REPORTING
) Control testing
/\ _______________________________________________________________________
Q Evolving updates
N~ e
=O
~__~ Culture of compliance

C;l Wolters Kluwer

See https://www.justice.gov/criminal-fraud/page/file/937501/download for more information

23


https://www.justice.gov/criminal-fraud/page/file/937501/download

. . Compliance ]
AC h | eV N g Processes New Account Transactions Account Management

CO m I.l a n Ce » Account sales » Compliance data management
p * Account application « Compliance analysis
. » Disclosures » Compliance reporting
Effe Ctlve n eSS « Compliance tolerance tests » Compliance audit support
» Compliance data collection « Compliance management
Technology « Compliance reporting
Components

Data Customer identity, income, asset, credit, and other demographic data

PEOPLE PROCESS

Transaction processing systems that collect, modify, analyze, and store compliance

=)
= (BT data and reports

. Analyze data accuracy, completeness; perform compliance tests, tolerances,
i Analytics . P
calculations, and summaries:

TECHNOLOGY

Integrate processing and services systems with specialized compliance systems and
other customer, product, and market data

— . Internal compliance management, operations, and transactional reporting;
. ® R X ’ ! ) ) ’
Reporting External regulator, coordinating forum, shareholder, and investor reporting

Presentment Digital: email, web, mobile in PDF/HTML format; Paper: as required

4

:;1 Wolters Kluwer
Source: Celent CELENT



Ma ny Mortgage Loan Processing and Compliance

Overview Illustrative
Drocesses are
complex and
have
compliance
embedded
With | N e essing N

i Review loan file
Draw / review for compliance;

loan documents send to Servicer

3.Loan e Billing and Escrow Account Loan Collections R -
Servicing s payments Management and Modification p

&. Wolters Kluwer
Source: Celent CELENT



Automation
enhances
customer
experience,
reduces costs,
and reduces
errors

Source: Celent

&). Wolters Kluwer

Mortgage Loan Processing and Compliance
Overview Illustrative

Compliance requirements complicate and delay nearly every stage of the
mortgage loan process, making them a prime target for automation.

Major
Processes

Compliance

1.Loan
Application

Compliance

2.Loan
Processing

Compliance

3.Loan
Servicing

Compliance

Source: Celent

Loan officer

compensation and anti-

steering

Gather loan
application data

Originator
registration/license,
appraisal management

Notice of Servicing
Transfer

Loan onboarding

Notice of Servicing
Transfer

Tasks and Compliance Requirements Within Processes

Issue adverse action
notice

Qualifies?
Y/N

Determine if a
Qualified
Mortgage (QM)

Submit for loan
underwriting

Design new rate
sheets

Billing and
payments

New periodic billing
statements; prompt
payment crediting

Issue GFE and TILA
disclosures

FCRA l
Request
verifications

New Ability to Repay
(ATR) requirement

Approved?
Y/N
Yes o 2

New underwriting
requirements for QM
loans

Escrow Account
Management

interest rate
adjustments;
RESPA and TILA

Data privacy laws

Disclose intent to
escrow

Re-issue GFE and TIL;
Servicing Transfer Notice

Issue declination letter

Review loan file
for compliance;
send to Servicer

Draw / review
loan documents

HMDA and CRA reporting
requirements

Loan Collections Repossession
and Modification P

FDCPA; FCRA; New loss mitigation laws;
New continuity of force-placed insurance
contact law; law

CELENT



Automation differentiates leading organizations

Lagging Organizations

« No or limited/dated standards for technology options

» Freedom to purchase technology, sometimes without due
consultation with IT

« Resulting in proliferation of multiple ‘flavors’ of technology

Technology

» Inconsistent data sourcing, point-to-point solutions and
varying analytical processes across business or functional units

» Inconsistent application of controls, leading to inconsistent
views of data

Redundancies and increased cost

Process

« Data is collated through different business rules, data
guidelines, and integration schema

Storage of data in multiple places with different levels of
control and security assurance

 Differing archiving and reconciliation approaches

Sourcing or capturing external, often unstructured data, is
undertaken on a project or ad hoc basis

Data

f_'} Wolters Kluwer

Leading Organizations

Agreed upon standard, with flexibility for innovation
Effective governance for alternative technology solutions

Adoption of best practices through common technology solutions,
in line with options recognized by the industry

Dissemination of intended best practice technology

Consistent, agile processes across business units

Ability to parse out work based on complexity and level of
sophistication

Dissemination of compliance best practices and results

A common, well documented data domain model and dictionary
Common storage and retention capabilities

Consistent population of databases, data warehouses, and data lakes
Well understood data definitions and business logic

Data broking function that enables acquisition of the right external
data, useable on a repeatable basis

Source: Celent CELENT



The Top 10 Compliance
Management Considerations
for 2023

© GAP-ASSESS YOUR
THIRD-PARTY
MANAGEMENT AND
M&A PROCESSES
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GAP-ASSESS YOUR
THIRD-PARTY
MANAGEMENT AND
M&A PROCESSES

AN

N~

<&). Wolters Kluwer
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Third-Party Management

Risk-based and integrated processes
Appropriate Controls

Management of relationships

Real Actions and Consequences

= N =

Mergers and Acquisitions
1

Due diligence process
2. Integration in the M&A process

Process connecting due diligence to
Implementation

See https://www.justice.gov/criminal-fraud/page/file/937501/download for more information

29
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The Top 10 Compliance
Management Considerations
for 2023

0 REVIEW YOUR PROCESS
FOR PREVENTION,
DETECTION, DISCIPLINE
AND REPORTING
COMPLIANCE
VIOLATIONS

RN

[T\
— 1
O-0

N
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REVIEW YOUR PROCESS
FOR PREVENTION,
DETECTION, DISCIPLINE
AND REPORTING

Investigation of misconduct

1. Properly scoped investigation by qualified personnel
2. Responses to investigations

COMPLIANCE e Analysis and remediation of any underlying misconduct
VIOLATIONS . L
1. Root cause analysis 5. Prior indications
2. Prior weaknesses 6. Remediation
RN 3. Payment systems 7. Accountability

4. Vendor mgmt.

-O e Confidential Reporting Structure and Investigation Process
Effectiveness of the Reporting Mechanism
\/ 9 8

Properly Scoped Investigations by Qualified Personnel
Investigation response
Resources and tracking of results

= e Y =

&). Wolters Kluwer
See https://www.justice.gov/criminal-fraud/page/file/937501/download for more information

31
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The Top 10 Compliance
Management Considerations
for 2023

© ENSURE YOUR
ASSESSMENTS ARE
TAILORED TO YOUR
RISKS

N
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ENSURE YOUR
ASSESSMENTS ARE
TAILORED TO YOUR
RISKS

Risk Assessment

77N

N

~_ “~

Lessons learned

C;l Wolters Kluwer

See https://www.justice.gov/criminal-fraud/page/file/937501/download for more information

33
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Il[lustrative
Example of a
Compliance
Risk
Assessment
Framework

&), Wolters Kluwer

Input

Inventory of

regulatory obligations

« Statutory requirements
* Regulatory guidance

* Rules

* Internal

Understanding of
compliance risk /
regulatory compliance
programs and the business

Source: Celent, Oliver Wyman

Governance

Policies and Procedures | Organizational structure

Key risk assessment
components

Inherent
risk /
strength
of controls

Residual
risk

Supporting infrastructure

(e.g., Data, IT, analytics, tools, templates)

Key risk activities

Confirm against a top-down
view of key risks

Develop action plan (e.g.,
updates to policies and
procedures)

Syndicate assessment
results and plan to senior
business leaders / exec
committee

Improve compliance risk
controls

Generate compliance risk
reporting to track progress

CELENT



Compliance life cycle management processes within

the framework

9) Metrics, reporting and escalation
(e.g. KRIs, dashboards, communications)

8) Monitoring, testing, and surveillance
(e.g. monitoring and testing program)

7) Control processes
(e.g. Remediation, PA dealing, gifts, entertainment)

6) Communicate and Train

1) Governance
(e.g. Organizational structure, Committee oversight)

Company and
Compliance
Culture

s

(e.g. onboarding, continuing education for new regulations

and internal processes)

5) Advise

2) Risk assessment

(e.g. risk identification processes, requirements,
business objectives)

3) Rules and regulations

(e.g. inventory, tracking, document changes, assess
and rate relevance and criticality, initiating internal
updates)

4) Policies and procedures
(e.g. conception, translate changes into business

requirements, implementation, documentation,
maintenance)

(e.g. compliance/line of business interaction)

People

@® Wolters Kluwer

Data / Technology / Infrastructure

Source: Celent, Oliver Wyman

CELENT



The Top 10 Compliance
Management Considerations
for 2023

© EXAMINE YOUR
GOVERNANCE
PROCESS FOR RISK
AND EFFICACY
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Industry response
to compliance has
Improved since
before the 2008
Crisis:

Financial institutions are
beginning to align regulatory
compliance to their other risk
capabilities — market, credit,
liquidity, capital, stress and
operational risk

ol Y
<&). Wolters Kluwer

Evolution of the approach to managing

compliance and governance

[
Financial Crisis

* Viewed as cost of doing
business rather than risk
to be managed

* Limited senior
management/
board engagement for
compliance issues

* Decision-making
unnecessarily diluted and
often rife with conflict

» Compliance following
rules-based approach,
operating certain controls

 Accountability structures
insufficiently transparent

Source: Celent, Oliver Wyman

Multiple pressures:
Then and Now

* New or heightened standards
and regulations

* Rising supervisory expectations
and new supervisory tools

 Harsher fines and sanctions
imposed and banks’ reputation
in the spotlight

* Greater focus on ability to hold
members of boards/senior
management accountable

* “Balkanisation” of supervision
with authorities seeking greater
control over risks in their
markets/jurisdictions

present -

* Greater awareness of

compliance and
governance

* Large compliance and

governance
transformation programs
have been completed

or are underway

* Resourcing and

capabilities have grown
substantially with leading
banks

» Compliance has acted on

many supervisory
concerns and are well
into remediation

* Higher costs

CELENT



The Top 10 Compliance
Management Considerations
for 2023

@ FOLLOW THE MONEY
— UNDERSTAND
INCENTIVE AND
COMPENSATION
SCHEMES
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FOLLOW THE MONEY
— UNDERSTAND
INCENTIVE AND
COMPENSATION
SCHEMES
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Incentives and Disciplinary Measures

HR Process

Incentive System

See https://www.justice.gov/criminal-fraud/page/file/937501/download for more information 29
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Polling Slide #2 - Based upon today’'s discussion, what

will be your organization’s major compliance focus
area to meet key challenges in 20237

Automation

Staffing & People

40
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Question and Answer Session

Craig Focardi
Principal Analyst
Celent

Elaine Duffus
Senior Specialized
Consultant
Wolters Kluwer
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The 7 Pillars of Compliance Program Management

Opportunities for Automation and Making Connections

ol 8

Regulatory Compliance Compliance . . Exam &
ReLgi,giztory Change & Ethics Risk & Controls C°1r_: |:s):|ia:'nce MC_O‘?]':F’;?':ZE ¢ Inquiry
Y Management Governance Assessment 8 g Management

f_'} Wolters Kluwer 42



Wolte rs KlUW@I’ Wolters Kluwer provides a comprehensive set of

: technology, solutions, and services for today's
offers a unique  financial institution

advantage for
yO ur b USi Ness Regulatory Compliance

9D

G2 Digital Lending Compliance

Compliance Program Management

@ Our longevity and proven stability helps us to your strategic
=3 partner in compliance
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When You Have to be Right: Resources and More Information
The Top 10

« Wolters Kluwer Expert Insights Spotlight:

Compliance “Proactively addressing key challenges and
Management enabling success for the Chief Compliance Officer”
Considerations « Wolters Kluwer Expert Insights White Paper: “The
Top 10 Compliance Management Considerations for
for 2023 2023"
« Wolters Kluwer Compliance Program Management
/R\ Solutions
ﬁl % « Celent VendorMatch for Risk and Compliance
| ﬁl Management
|

\'/
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https://www.wolterskluwer.com/en/expert-insights/overcoming-challenges-and-achieving-success-a-guide-for-compliance-officers
https://www.wolterskluwer.com/en/solutions/onesumx-for-compliance-program-management
https://www.celent.com/vendormatch/search#section=106

Thank You! 7N

Craig Focardi Elaine Duffus
Principal Analyst Senior Specialized
Celent Consultant

Wolters Kluwer

g& Wolters Kluwer


https://twitter.com/Wolters_Kluwer
https://www.facebook.com/wolterskluwer
https://www.linkedin.com/company/wolters-kluwer/
https://www.youtube.com/user/WoltersKluwerComms
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