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Introduction

Since the late 1960s, Congress and the federal banking regulatory agencies have imposed an 
array of regulatory requirements on financial institutions. These laws and regulations, ranging from 
Truth in Lending to currency transaction reporting require ments, govern virtually every customer-
related banking transaction from taking deposits to making loans.

Most of these regulations require banks to make various disclosures, to post notices, and to 
keep detailed records of loans and deposits. However, the federal government has also taken an 
increasingly active role relative to the lending practices of banks. As a result, not all of the regulations 
are simply of the disclosure/record-keeping variety. Many regulations now govern both the types of 
loans that banks make and to whom the loans are made.

The first edition of this manual was published in 1987. Because of rapid changes in the field 
of compliance regulation, the manual was revised in 1990 and has been revised continuously since 
then.

Banks have responded to this burgeoning of new regulations with varying degrees of effectiveness. 
Virtually all banks now have either a part-time or full-time com pliance officer who is responsible for 
ensuring that the bank is in compliance with federal laws and regulations.

Since the late 1970s when the regulatory agencies first required that banks appoint a 
specific compliance officer, the function of regulatory compliance within the bank has matured. 
Initially, many hastily appointed compliance officers were expected to carry out their compliance 
responsibilities in addition to their regular full-time duties. Today, in many banks, the compliance 
officer is a seasoned officer whose experience and skills make compliance a full-fledged profession.

The focus of compliance officers has also expanded beyond their early focus on ensuring 
compliance with the various consumer protection laws and regulations. Their role today includes 
a focus on numerous other laws and regulations, such as those designed to protect the bank (for 
example, the Lost and Stolen Securities Program and insider loan regulations) and to help the 
government enforce other federal laws (for example, the Bank Secrecy Act and the reporting 
requirements of the Internal Revenue Service (IRS)).

The field of regulatory compliance has attracted professionals from a variety of educational 
backgrounds and disciplines. The ranks of compliance officers include lending officers, auditors, 
bank operations officers, and bank attorneys. However, partly because of the rapid evolution of the 
compliance function within the bank, auditing for compliance with the various regulations tends 
to be a trouble spot for many banks.

Compliance auditing has remained the least favored job in both compliance and auditing 
circles because the job itself has two distinct requirements: regulatory knowledge and auditing 
skills. While internal bank auditors are trained in the principles and procedures of auditing, most of 
them are not specialists in the tech nicalities of the banking regulations. Compliance officers, on the 
other hand, are not usually trained in auditing techniques and testing for proper internal controls, 
and are content to concentrate on the functional responsibilities of compliance. Most com pliance 



vi

ABA’s Compliance Audit Manual

officers find it a challenge just to keep abreast of regulatory changes and to ensure that bank policy 
and practice are in compliance with such changes. Moreover, many nonauditor compliance officers 
are intimidated by the audit process itself.

Most auditors do not know the regulatory requirements well enough to audit for them effectively, 
while most compliance officers are not experienced enough in auditing principles to conduct a 
proper audit. As a result, many banks have no formal program for compliance auditing. While both 
compliance officers and internal auditors recognize the need for such a systematic program, the lack 
of time to learn the skill of the other discipline has been too big a hurdle to overcome.

Another source of difficulty in compliance auditing has been the manuals and guidebooks 
available to help with this function—they are almost always organized by regulation rather than 
by bank function. It is difficult for part-time compliance officers or internal auditors to use such 
resources because they require considerable knowledge of the regulations in order to use them 
effectively.

Regulation-by-regulation manuals require that the person performing the audit know both 
which regulations apply to each bank function and how the various laws and regulations interrelate 
within the particular function. For instance, if the audit covers the real estate lending area, the 
auditor has to know in advance that the Home Mortgage Disclosure Act, the Truth in Lending Act, 
the Equal Credit Opportunity Act, the Real Estate Settlement Procedures Act, the Fair Housing Act, 
the Fair Debt Collection Practices Act, the Fair Credit Reporting Act, the Flood Disaster Protection 
Act, and the adjustable rate mortgage regulation all apply to real estate loans. This knowledge is 
necessary just in order to find the proper procedures within most manuals.

In addition, the auditor must know which of the requirements of each of these regulations apply. 
For example, different sections of Regulation B (which implements the Equal Credit Opportunity 
Act) apply to the application process and to the credit evaluation process. Auditors and compliance 
officers also face a monumental task when attempting to use a regulation-by-regulation manual to 
write internal control questionnaires and extract audit procedures from the regulation sections of 
these manuals so that functional areas of the bank can be audited for compliance in an efficient 
manner.

Both these problems have been specifically addressed in this manual. Unlike other manuals, this 
one is organized by bank function and provides compliance officers and auditors with complete, 
workable, step-by-step audit guides including ready-to-use checklists for each function.

Organization and Contents of This Manual
The manual is divided into two major parts: (1) discussion chapters on basic auditing techniques and 

(2) guidelines and work papers for separate audit programs organized by bank function. Also included
with this manual is a separate publication entitled A Review of Consumer Laws and Regulations. This
is a summary of laws and regulations that are covered by a comprehensive compliance audit. This
organization allows those responsible for compliance auditing to select just the sections they need.
Compliance officers who are faced with unfamiliar audit responsibility will find the chapters in
Part I on preparing the audit programs to be invaluable. Experienced auditors can go right to the
individual audit programs in Part II.
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Part I

Part I contains three chapters devoted to helping the nonauditor plan and imple ment an audit. 
It presents some basic auditing concepts that provide guidance in planning the overall audit program 
for the bank, and in planning and preparing for each individual audit.

Chapter 1, “Developing the Compliance Audit Program,” is designed to help establish the 
objectives and policies of the bank’s overall compliance auditing pro gram. The various approaches 
to compliance auditing are also discussed in this chapter. The bank compliance auditor can either 
audit for compliance in separate audits, or the compliance functions can be integrated into the 
regular bank audits. Finally, this chapter gives some basic guidance in determining what bank 
functions to audit and in establishing an overall audit plan. Some sample audit plans are given in 
order to demonstrate how an audit might be designed.

Once the overall audit program is established, the individual audits must be developed. This 
is the focus of Chapter 2, “Developing the Individual Audit.” It discusses assessing the risks of 
noncompliance, defining the scope of the audit, and setting the objectives. Audit procedures that 
are covered include administering the internal control questionnaires, reviewing bank forms and 
documentation, and reviewing transactions and operations. The chapter closes with suggestions on 
how to write an effective audit report and recommenda tions on procedural changes to ensure that 
a bank is in compliance.

Chapter 3, “Sampling,” addresses an important technical subject that is unfamiliar to most 
compliance officers without an auditing background—namely, how to select a statistically valid 
sample of bank files or transactions for use in a compliance audit.

Part II

Part II includes 9 stand-alone chapters, each covering an individual audit program for a specific 
bank function. Because audits are conducted by function within most banks, these programs 
integrate all regulations that could affect a particular bank function, using a transactional approach. 
An auditor faced with auditing the real estate lending function or the deposit-taking function, 
for example, can read the chapter relating to that function, copy the audit work papers that are 
provided, and be prepared to begin the audit.

Chapter 4 provides guidelines and work papers for auditing the bank’s overall compliance 
program. This audit should ideally precede the other functional audits because its results have a 
direct bearing on their scope and design.

Chapter 5 covers the entire range of bank marketing and advertising, including loan and 
deposit advertising and Federal Deposit Insurance Corporation (FDIC) require ments for members’ 
advertising. This chapter also covers the Financial Advertising Code of Ethics (FACE) guidelines in 
the internal control questionnaires and audit procedures.

Chapter 6, which covers the deposits audit, is valuable for testing compliance with deposit 
regulations, including IRS regulations, Regulation Q, Regulation E, the Bank Secrecy Act, 
Regulation CC, Regulation DD, and more. New accounts departments, teller areas, and operations 
areas can all be audited with this program. This type of audit has become extremely important in 
light of the potential for fines and penalties for banks that fail to keep required deposit records.
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Chapter 7 covers fair lending and compliance with the CRA. Apart from mere technical 
compliance, effectively auditing the bank’s lending policies and practices to detect illegal 
discrimination is a difficult and inexact science. The audit program presented in this chapter will 
enable the auditor to compare bank policies with actual bank practices and thereby determine if the 
bank faces a potential discrimination or CRA problem.

Chapter 8 on lending and Chapter 11 on consumer leasing cover the compliance audit of all 
phases of loan and lease transactions, from the application stage to collections practices. This is an 
important area because of the great amount of liability to which banks are exposed when they do 
not comply with consumer lending and leasing regulations.

Chapters 9 and 10 present audit programs covering a bank’s open-end credit and real estate 
lending activities, respectively. A vast number of regulations affecting these types of bank products 
are integrated into a series of internal control questionnaires and audit procedures. By using the 
work papers provided, the compliance auditor can be sure of covering every applicable regulation.

Chapter 12, which discusses the audit of a bank’s financial recordkeeping, covers the many 
regulations that require banks to keep certain records. It treats such subjects as Regulation U 
requirements for stock-secured loans; the Right to Financial Privacy Act for government requests 
for information; IRS reporting requirements on mortgage interest, real estate transactions, and 
foreclosed and abandoned property; insider loan information required by the Financial Institutions 
Regulatory Act (FIRA), annual HMDA reporting require ments, and the recently enacted financial 
disclosure regulations.

In sum, the materials in Part II of this audit manual are designed to give bank compliance 
officers and auditors a virtually trouble-free method of auditing all major bank functions for federal 
regulatory compliance. The procedures and work sheets have been organized to provide the greatest 
flexibility for individual bank organizations and products.

Consumer Financial Protection Bureau (CFPB) Regulatory Cite Cross-
Reference

Title X of the Dodd-Frank Act transferred rulemaking authority for consumer financial 
protection laws to the CFPB on July 21, 2011. The CFPB is in the process of republishing the 
regulations implementing those laws with technical and conforming changes to reflect the transfer 
of authority to the CFPB. The republished regulations will carry new citation numbers and certain 
other nonsubstantive changes (for example, changes to the title of the regulation but not the 
content). Regulations in ABA’s Compliance Audit Manual that have only new citation numbers 
and nonsubstantive changes will not be reprinted all at once. Rather, as pages of the manual with 
substantive changes are reprinted, all updated cites and nonsubstantive changes to those pages will 
be included as well. The following chart cross-references prior federal agency rules to the new rules 
as republished by the CFPB on December 30, 2012. 
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CFPB Regulatory Cite Cross-Reference

Prior Agency Rule CFPB Republished Rule

Equal Credit Opportunity—FRB Regulation B (12 CFR 202) Equal Credit Opportunity—Regulation B (12 CFR 1002) 

76 FR 79442—79483 

Home Mortgage Disclosure—FRB Regulation C (12 CFR 203) Home Mortgage Disclosure—Regulation C (12 CFR 1003) 

76 FR 78465—78483 

Electronic Fund Transfers—FRB Regulation E (12 CFR 205) Electronic Fund Transfers—Regulation E (12 CFR 1005) 

76 FR 81020—81058 

Fair Debt Collection Practices Act

15 USC 1692 et seq.

Fair Debt Collection Practices Act—Regulation F 
(12 CFR 1006)

76 FR 78121—78126 

S.A.F.E. Mortgage Licensing Act

Interagency Regulations 

S.A.F.E. Mortgage Licensing Act: Federal—Regulation G 
(12 CFR 1007) 

S.A.F.E. Mortgage Licensing Act: State—Regulation H 
(12 CFR 1008) 

76 FR 78483—78499 

Disclosure Requirements for Depository Institutions Lacking 
Federal Deposit Insurance 

Disclosure Requirements for Depository Institutions Lacking 
Federal Deposit Insurance—Regulation I (12 CFR 1009) 

76 FR 78126—78130 

HUD Interstate Land Sales Registration Program 

Land Registration (24 CFR 1710)

Purchasers Revocation Rights Sales Practices and Standards 
(24 CFR 1715)

Special Rules of Practices (24 CFR 1720)

Land Registration—Regulation J (12 CFR 1010)

Purchasers Revocation Rights Sales Practices and Standards—
Regulation K (12 CFR 1011)

Special Rules of Practices—Regulation L (12 CFR 1012)

76 FR 79486—79527

Consumer Leasing—FRB Regulation M (12 CFR 213) Consumer Leasing—Regulation M (12 CFR 1013) 

76 FR 78500—78520 

Mortgage Acts and Practices—Advertising (16 CFR 321)

Mortgage Assistance Relief Services (16 CFR 322)

Mortgage Acts and Practices—Advertising—Regulation N 
(12 CFR 1014) 

Mortgage Assistance Relief Services—Regulation O 
(12 CFR 1015) 

76 FR 78130—78138 

Privacy of Consumer Financial Information—FRB Regulation P 
(12 CFR 216) 

Privacy of Consumer Financial Information—Regulation P 
(12 CFR 1016) 

76 FR 79025—79050

Fair Credit Reporting—FRB Regulation V (12 CFR 222) Fair Credit Reporting—Regulation V (12 CFR 1022) 

76 FR 79308—79378 

Real Estate Settlement Procedures Act—HUD Regulation X 
(24 CFR 3500) 

Real Estate Settlement Procedures Act—Regulation X 
(12 CFR 1024) 

76 FR 78978—79017 

Truth in Lending—FRB Regulation Z (12 CFR 226) Truth in Lending—Regulation Z (12 CFR 1026) 

76 FR 79768—79017 

Truth in Savings—FRB Regulation DD (12 CFR 230) Truth in Savings—Regulation DD (12 CFR 1030) 

76 FR 79276—79305




