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HFSC Dems Oppose Hill's Al Sandbox Bill

At today’s HFSC hearing on Al, Chair Hill (R-AR) expressed nonspecific support for Al's transformational
potential, but did not press his bill to create regulatory sandboxes for Al test projects at the federal financial
regulatory agencies (H.R. 4801). Committee Democrats resoundingly opposed the bill on grounds that it
creates a lax regulatory framework for bigtech Al companies. Ranking Member Waters (D-CA) and Digital
Assets Subcommittee Ranking Member Lynch (D-MA) argued that the bill’'s approach allows bigtechs to pick
and choose which consumer and financial regulations they want to avoid, with Rep. Waters also criticizing
President Trump’s plan to sign an Executive Order to block states from issuing their own Al regulations.
Emphasizing the need for American leadership in Al, Digital Assets Subcommittee Chair Steil (R-WI) called
for an “activities-first” approach to Al regulation, examining existing rules to see where Al-specific
adjustments may be necessary.

Senate Crypto-Market Bill Takes Shape

We have reviewed the GOP offer to Democrats last night to advance the Senate’s crypto-market structure
bill (see Client Report CRYPTO53). Without access to the underlying draft bill — which continues to evolve
— it is difficult to evaluate the offer, but it clearly includes new consumer protections, sanctions, and even
ethics provisions designed to mollify Democrats. It also includes new risk-management standards for crypto
intermediaries; we will need to review text to determine how this affects the potential for regulatory
arbitrage. The offer does not appear to address the question of stablecoin interest, yield, or reward
payments, but references to certain sections may touch on this issue. We will review the full text as soon
as it is available as well as track the extent to which this new offer gives Chair Scott (R-SC) the assurances
regarding at least some Democratic support necessary for scheduling a mark-up before year-end.

CFPB Attacks Prior Agency Actions

The CFPB struck a decidedly partisan tone in its first public event under Acting Director Vought, criticizing
the Bureau under the Biden Administration for its “shameful” and “politically motivated” enforcement of fair
lending laws at today’s public advisory board meeting on debanking. Led by CFPB Senior Legal Advisor
Victoria Dorfman, the hearing began with prayers and the national anthem, going on to examine a Biden-
era investigation into Credova Financial’s firearms financing and the redlining enforcement action against
Chicago-based mortgage lender Townstone. Lawyers for Townstone and Credova argued today that their
clients had done nothing to violate fair lending laws and were unfairly targeted under the first and second
amendments. CFPB representatives emphasized the Bureau’s efforts to return fair lending supervision to its
statutory function, noting ongoing efforts to remove any references to reputation risk, implement the
President’s debanking Executive Order (see Client Report DEBANKINGS5), and review consumer complaints
for evidence of debanking. Bureau staff also advised banks to review current and past policies and practices
to assess debanking risk. Separately, the bureau today showed signs of life and released a report examining
recent developments in the BNPL market, noting that consumers are using BNPL more frequently and for
larger transactions. The Bureau has announced it is no longer enforcing the CFPB’s rule treating BNPL
loans as credit-card advances (see FSM Report CREDITCARD38).
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Basel Sets Outsourcing Standards

Although its digitalization work is ongoing, the Basel Committee today released new global standards related
to third-party service providers. As with much of its recent work, these risk-management standards are
principles-based and address issues for banks and their supervisors. The approach is “holistic,” allowing
banks to tailor internal procedures to reflect how important a third-party service provider is to its operations
and its resilience. The new approach also lays out actions during the life-cycle of a third-party arrangement
starting with due diligence and ending with relationship redesign or termination. U.S. banking agencies plan
to revisit current third-party vendor guidance (see FSM Report VENDOR10) and may draw on the Basel
principles in doing so. There is no timetable for when the U.S. effort is to begin.

Warren Launches Regulatory-Arbitrage Investigation

In response to reports that UBS Chair Colm Kelleher and Treasury Secretary Bessent have privately
discussed the bank moving its headquarters to the U.S. if the Swiss government does not ease new capital
rules, Senate Banking Committee Ranking Member Warren (D-MA) today sent letters to both Mr. Kelleher
and Mr. Bessent requesting information about UBS’ plans and its interactions with the Trump Administration.
Calling it “deeply troubling” if UBS is “shopping” home countries to avoid regulation, Sen. Warren takes issue
with what she describes as the bank’s ongoing regulatory, legal, financial, and operational challenges related
to its acquisition of Credit Suisse, warning that relocation could distract the bank from a safe and sound
integration of its collapsed former rival in a manner that could pose systemic risk to the American
economy. Ms. Warren asks Secretary Bessent about the extent of discussions within Treasury and with
UBS, whether the administration has promised UBS favorable regulatory treatment, and if taxpayers will be
expected to bail out UBS. The letter to Mr. Kelleher asks similar questions, also inquiring about UBS’ decision
to pursue re-domiciling. A response from both parties is requested by December 19.

Recent Files Available for Downloading

The following reports and analyses have been sent to retainer clients recently. Copies are also available to
retainer clients on the Archives section of Federal Financial Analytics’ website: www.fedfin.com or clients may
obtain the reports/analyses by e-mailing info@fedfin.com giving the requested item name, firm, and e-mail
address. To learn more about GSE Activity Reports, click here.

> PAYMENT40: Responding in part to concerns expressed by Treasury Secretary Bessent, the
OCC is seeking public comment on how it could address what it believes to be concentration
and related market-power abuses at core payment providers.

> REFORM160: VCS Bowman, Comptroller Gould, and FDIC Acting Chair Hill today assured
the House Financial Services Committee that extensive efforts are under way to rewrite
regulatory capital rules, end debanking, reform supervision, and implement the GENIUS Act
(see FSM Report CRYPTO52).

> LEVERAGE?24: Reflecting a new approach to bank regulation and the strong hand of the
Treasury Secretary, federal banking agencies have finalized a sweeping rewrite of the
enhanced supplementary leverage ratio (eSLR) applicable to the eight U.S. banking
organizations designated as global systemically important banks (GSIBs).
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> DEPOSITINSURANCE128: Echoing Senate Banking Committee Chair Scott’s (R-SC) caution
about FDIC-coverage reform, HFSC Chair Hill (R-AR) said that the committee’s hearing today
is meant to convey the issue’s complexity, not advance any specific reform.

> CAMELS3: Responding to one of the reforms proposed by Vice Chair for Supervision
Bowman, the FRB has finalized its proposal making significant changes to the supervisory
ratings applied to large financial institutions (LFIs) as well as the similar framework covering
depository institution holding companies (DIHCs) owned by insurance companies.

> DEBANKING?7: Sen. Thom Tillis (R-NC) has released a discussion draft of a bill taking a new
approach to restricting debanking, going beyond the “FIRM Act’” proposals restricting
reputational-risk standards to lay out specific prohibitions against ceasing to do business
with customers or business sectors absent the valid business reasons often omitted from anti-
debanking proposals.

> STRESS35: Spurred in part by bank trade-association litigation, the Federal Reserve has
proposed a complete overhaul of its stress-testing process including far more transparency
into both the process and each year’s measures and scenarios.

> AML141: Sen. John Kennedy (R-LA), Banking Chair Scott (R-SC), and most of their fellow
Banking Committee Republicans have introduced legislation to raise currency Transaction
(CTR) and suspicious activity (SAR) report minimums to $30,000.

> GSE-101525: FHFA today released its annual strategic plan for comment. Given Director
Pulte’s concerns, it is generally a remarkably conventional document focusing on traditional
measures of safety and soundness, supervisory acumen, and the like.

> DEPOSITINSURANCE127: Sens. Hagerty (R-TN) and Alsobrooks (D-MD) have introduced
legislation to redesign FDIC deposit-insurance coverage in hope of giving insured depository
institutions a lower-cost way to gather large deposits and improve their competitiveness vis-a-
vis the nation’s very largest banks.

> SUPERVISION4: The FDIC and OCC are proposing to narrow their enforcement reach by
clarifying what is meant by safety and soundness in this context and focusing on material
financial risk over concerns about policies and processes, documents, and similarly-
procedural matters.

> GSE-092925: As we noted on Friday, the SEC has issued a long-awaited concept release
intended to resurrect the PLS market.
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