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A Mammoth Thing To Consider - 3rd Party Lending

 regulatory 3rd party lending FDIC

Scientists have figured out that some of the last wooly mammoths mostly likely died from thirst. By studying

mammoth remains and radiocarbon dating, scientists found a shift in climate caused water to become scarce

and eventually led to the demise of this massive pachyderm. Too bad, as it might have been fun to see one of

these mammoth beasts out there running around on the frozen tundra.

Speaking of all things mammoth, consider the latest FDIC guidance just released for comment. It zeroes in on

third-party lending arrangements. In it the FDIC notes such arrangements can provide institutions with the

ability to supplement, enhance, or expedite lending services for their customers, but they can also introduce

additional risk to a bank.

The guidance defines third-party lending as "a lending arrangement that relies on a third party to perform a

significant aspect of the lending process." Such activities can include "marketing; borrower solicitation; credit

underwriting; loan pricing; loan origination; retail installment sales contract issuance; customer service;

consumer disclosures; regulatory compliance; loan servicing; debt collection; and data collection, aggregation,

or reporting."

This covers a lot of ground obviously, but looking closer at the guidance it appears to be focused mostly on

three main situations. These are: 1) where banks originate loans for others (that may not have the necessary

licenses or charter to do so on its own); 2) where banks originate loans through third-party lenders or jointly

with them (where the other party originates the loan volume by authorizing the agent to offer loans on behalf

of the bank); and 3) where banks originate loans using platforms developed by third parties.

The guidance further warns banks they could be taking on multiple risks in such third-party lending

arrangements. These run the gamut depending on the type of relationship but can include such risks as:

strategic (adverse business decisions), operational (inadequate processes, people or systems), transaction

(problems with service or delivery), pipeline and liquidity (failure to consummate or fund as expected), model

(improperly designed and used), credit, compliance, consumer compliance, and BSA/AML.

The key in all of this, it seems, is that since such relationships result in reduced direct control by management

teams at banks, the need for more robust risk management and oversight are even more critical. As a result,

regulators expect banks to have a specific risk management program and policies around this prior to entering

into a relationship.

More specifically, regulators expect banks involved in such relationships to have a process for evaluating and

monitoring them as well and they offer specific elements banks should have as part of it. They are risk

assessment, due diligence, contract structuring/review, and oversight.
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If your bank is involved in these sorts of relationships, understanding that you will have to do a lot more to get

yourself comfortable and ensure compliance, appears a given. While some of our readers may see this as a

mammoth task to complete, it is one that must be completed if you are going to leverage such lending

structures. Otherwise, as with the wooly mammoth, avoiding 16 foot long regulatory tusks here may not be

possible.
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