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TH E EVER-GROWING  BANK R EG ULATORY  BURD EN 

Like Mike Tyson pummeling an amateur boxer, regulators have dealt U.S. banks one compliance 

blow after another over the past 18 months: 

• CARD Act. In February 2010, the  Credit Card Accountability Responsibility and 

Disclosure Act took effect, prohibiting card issuers from: 1) Arbitrarily raising 

cardholders’ interest rates; 2) Charging interest on debt that is paid on time during a 

grace period. This prevents the "double-cycle billing" practice; and 3) Assessing fees 

on the remaining interest-only balance of a cardholder who has paid his/her bill on 

time. The impact on financial institutions’ profitability? Decreased revenue from 

lower interest rates and late fees and increased costs from redesigned customer 

statements and disclosure mailings. 

• Reg E. In July 2010, the Federal Reserve mandated an opt-in approach to overdraft 

coverage, allowing consumers to choose overdraft protection and agree to the terms 

and conditions of coverage. In order to charge overdraft fees on ATM and one-time 

debit card transactions, financial institutions must take a number of actions prior to 

paying the transactions and assessing a fee. Similar to the CARD Act, Reg E has 

produced lower fee revenue and higher costs from mass mailings and the need to 

manage opt-in programs. 

• Dodd-Frank Act. Signed into law in July 2010, this act created new regulatory 

agencies including the Financial Stability Oversight Council, the Office of Financial 

Research, and the Consumer Financial Protection Bureau. The law brought about 

new compliance issues for banks regarding DDA, credit card and mortgage 

disclosures; small business loan applications; and identify verification and anti-

money laundering. 

If that wasn’t enough, these regulatory blows come on top of previous resource-sapping laws 

like Sarbanes-Oxley, the USA PATRIOT Act, and the Bank Secrecy Act.  

The result: An ever-growing cost of regulatory compliance—a compliance toll—on banks, credit 

unions, and other financial institutions in the United States.  

TH E COMPLIA NCE TOLL 

For the 100 largest banks in the United States, the annual operational cost of compliance—

encompassing process support, IT support, training, and examination and assessment 

expenses—exceeds US$1 billion, excluding personnel costs for employees who are not dedicated 

to the compliance function and software capital expenditures (Figure 1).
1
 

                                                 
1. Source: Continuity Control. Continuity Control’s Compliance Tax Calculator generates estimates of 

compliance costs based on a bank’s asset size, and relies on data from FFIEC-UBPR, NCUA-FPR and 

studies conducted by Business IQ. These cost estimates exclude capital expenditures and amortization 

and depreciation costs for compliance related software. 
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The cost of compliance exceeds US$500,000 for a bank with US$5 billion in assets. For a financial 

institution with US$500 billion in assets, the annual compliance toll approaches US$32 million 

(Table A). 

Figure 1: The Annual Cost of Compliance for the 100 Largest U.S. Banks 

 

Source: Continuity Control, Aite Group 

Table A: Annual Cost of Compliance by Bank Size 

Compliance Tax on 100 Largest U.S. Banks (US$ thousands) 

 Bank Assets 

Cost component: $5 billion $10 billion $25 billion $50 billion $100 billion $500 billion 

Process support  $377  $662   $1,517   $2,942   $5,792   $28,592  

Examinations  $100   $100   $100   $100   $100   $100  

IT support  $26   $43   $96   $184   $361   $1,771  

Training  $28   $43   $88   $163   $313   $1,513  

TOTAL   $531   $848   $1,801   $3,389   $6,566   $31,976  

Source: Continuity Control, Aite Group 

BARR IERS  TO RED UCING  THE  COMPLIANCE TOLL 

Although a portion of the compliance toll is non-negotiable—the cost for software and people 

represent a compliance infrastructure expense that is difficult, if not impossible, to eliminate or 

reduce—there are opportunities for banks to reduce their compliance toll by eliminating paper. 

And, in fact, initiatives focusing on operational risk and compliance are among the top three 

priorities of bank executives. Arguably, the second-highest ranked priority—moving from paper-

intensive to electronic processes—overlap with risk and compliance efficiency efforts (Figure 2). 
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Automating paper-intensive processes may be a top priority, but nearly half of the CIOs surveyed 

by Aite Group are dissatisfied with their firm’s paperless initiatives, and one-third are dissatisfied 

with their firm’s progress and/or capabilities regarding document management (Figure 3). Only 

one in four banks said that they can provide auditors with real-time data about when documents 

were touched. Yet, of the firms surveyed, just 5% expected to have that ability by 2012. 

Figure 2: Banks’ Branch Priorities 

 

Source: Aite Group survey of 21 bank branch executives, 2009 

Figure 3: Top Five Capabilities CIOs Are Most Dissatisfied With 

 

Source: Aite Group survey of 80 CIOs, 2011 
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What holds banks back from reducing the compliance toll? Although the financial crisis has 

forced many banks to chip away at their organization silos, redundant systems across channels 

and product lines inhibit data access, require duplicate data entry, and cause manual audits of 

documentation. 

But redundancy is only partly to blame. Poor process design is also a major contributor to the 

problem. For many institutions, central processing sites are a bottleneck to document processing 

because the focus of attention is on the initial touch point, often the branch. According to 

Deloitte Consulting: 

“Financial institutions have tended to respond to increased regulations by adding 

people, rather than by leveraging technology and improving processes. In our opinion, 

technology spending may go more often to monitoring compliance, rather than 

improving the performance of compliance management.”
2
 

Deloitte’s opinion is supported by participants in a recent Lexmark/Aite Group webinar. When 

asked where their institution stands relative to having an automated, electronic audit trail of 

documents, seven in 10 respondents said that they have not considered it, but see the need for 

audit and compliance purposes or only just begun to look into how to automate the audit trail 

(Figure 4). 

Figure 4: Status of Audit Trail Automation 

 

Source: Lexmark/Aite Group survey of 124 bank  executives, 2011 

                                                 
2. Navigating the Compliance Labyrinth, Deloitte Consulting, 2007. 
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Initiatives to eliminate paper and processing delays through investments in capture technologies 

are an excellent start. But more needs to be done in order to make a dent in the compliance toll: 

• Customer-facing processes must be free of labor-intensive hindrances for quality 

service to become reality. 

• Information flows from channels to back-offices and back must be seamless, hands-

free and (near) real-time. 

• Back office processing improvements must enable “once and done” intelligent 

movement of information between legacy systems and all resources that need 

access.  

The end-game is an “electronified” enterprise—where  scanning is done early and data is moved 

electronically—enabling real time information management to promote growth and compliance. 

COMPLIANCE B ENEF ITS  OF  ELECTRONIF ICATION 

According to The Economist:
3
 

“Compliance-related controls are by nature costly, and a manually intensive environment 

multiplies those costs. In the absence of uniform and integrated processes, unnecessary 

controls and low risk thresholds can result in excessive alerts.” 

Among banks that have implemented process automation efforts, many bank executives 

surveyed by The Economist have realized a reduction in audit and compliance costs (Figure 5).  

Figure 5: Impact on Audit Costs of Process Automation 

 

Source: Economist survey of 71 bank executives, 2009 

                                                 
3. Economist Intelligence Unit white paper “Strengthening governance, risk and compliance in the 

banking industry”, 2009. 
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Many banks have not invested in these types of initiatives, however. According to the Economist 

survey, four in 10 banks have not implemented initiatives designed to reduce redundancies, and 

half have not automated internal control processes. From branch locations to processing centers,  

electronification delivers immediate benefits from automating manual steps, cutting costs, and 

simplifying audit preparation: 

1. Information capture. Customers’ personal identification and income verification 

documentation (driver’s licenses and pay stubs) are scanned instead of photocopied. If 

there’s an error or omission, document management application routes the documents 

to an exception queue for follow-up processing. Bank employees receive an exception 

notification automatically via email or through the application based on workflow.  

 

Cost savings from improved information capture can come from a number of sources. 

Aite  Group estimates that banks spend US$17 per courier run from a branch to another 

location. Large banks, which generate more than 500 courier runs per week on average, 

spend roughly US$550,000 per year on courier runs that can be eliminated by an 

automated process. A US$36 billion credit union, for example, estimated that it is saving 

US$400,000 annually in offsite paper storage, printing, and mailing costs as a result of 

scanning paper early in the process and moving data electronically. 

2. Application review. Bank underwriters are notified that loan application is ready for 

review. Relevant documents are instantly available, and after completing evaluation, 

underwriter approves or declines the application with an electronic annotation. The loan 

status is updated in the banking software, and appropriate bank personnel are notified 

that the application is approved or declined. 

3. Audit. Auditors examining loan documentation to ensure all requirements and 

regulations are met, finds the appropriate records and sees complete audit trail of every 

document and version. Aite Group estimates that the potential savings on compliance 

costs resulting from automation ranges from roughly US$100,000 for a US$5 billion 

institution to more than US$2.1 million per year for a US$500 billion bank (Figure 6). 
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Figure 6: Potential Compliance Cost Savings from Automation 

 

Source: Aite Group 

C O N C L U S I O N  

As regulatory pressures on the financial services industry mount, financial institutions face a 

growing cost of compliance. Focusing on improving just the productivity of compliance efforts 

will be insufficient to reduce the toll. Financial institutions must improve upstream lending and 

account opening processes.  

While achieving  a paperless environment is a worthy goal for banks, a less-paper environment is 

a necessary—and realistic—starting point. Automating processes by deploying imaging and 

business process management technologies is the transition strategy for migrating away from 

today’s paper- and labor-intensive environment.  


