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Introduction

The United States banking industry is one of the most sophisticated and complex in the
world. It includes some of the world’s largest financial institutions, including JPMorgan
Chase, Bank of America, Citigroup, Wells Fargo, and U.S. Bank. It also includes over 4,000
community banks that typically have less than $10 billion in assets and are focused on
lending and deposit taking in the geographic areas surrounding their branches.

To manage this diverse industry, the United States employs a dual banking structure
providing regulation at both the national and state level with regulators having different
areas of focus that may be based on the charter type of the institution and the products
and services that it offers. The already complex regulatory regime for financial services is
also in the middle of transformative change, as the agencies work to implement President
Trump’s sweeping regulatory agenda, which seeks to reshape the role of the agencies
governing the industry.

Year in review

In 2025, US banking regulation underwent a pronounced shift toward deregulation,
supervisory recalibration and a more open engagement towards digital asset markets,
driven largely by priorities of the Trump Administration and a coordinated agenda across
the Federal banking agencies. The Federal banking agencies — the Office of the Comptroller
of the Currency (OCC), the Board of Governors of the Federal Reserve System (Federal
Reserve) and the Federal Deposit Insurance Corporation (FDIC) - proposed various,
and finalised some, measures to ease capital and liquidity requirements, narrow the
circumstances under which supervisory findings may be issued and refocus examinations
on material financial risks rather than procedural or documentation gaps. Parallel to
this deregulatory push, the Administration moved to reshape the Consumer Financial
Protection Bureau (CFPB) by curtailing its enforcement activity, withdrawing its prior
rulemakings and guidance materials and scaling back the agency’s examination efforts.
These changes were accompanied by a material reduction in staffing. In addition, and in
further departure from the prior Administration, federal regulators have reversed course
on digital asset policy, encouraging bank participation in cryptocurrency and stablecoin
activities. They also have expedited review and approval of bank merger transactions,
in contrast to the prior Administration’s position that these transactions were inherently
anti-competitive and should be subject to enhanced scrutiny. Additionally, 2025 saw
an intensified federal focus on “unlawful debanking”, with agencies examining whether
large institutions had restricted services to politically or socially disfavoured industries
and moving to eliminate the concept of “reputation risk” from supervisory expectations.
Collectively, these developments reflect a transformative year marked by deregulation,
institutional restructuring and technological integration.

Reduction in compliance burdens and shift of supervisory focus

Throughout 2025, Federal banking agencies have undertaken a broad deregulatory
agenda aimed at simplifying compliance obligations and reducing requirements viewed as
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outdated or insufficiently risk based. The agencies also sought to refocus the supervisory
process on financial risks, deemphasising examination focus on, and supervisory findings
based on, deficiencies in risk management procedures and documentation.

Key initiatives include the following.

Easing capital and liquidity requirements

The OCC, Federal Reserve and FDIC issued a final rule updating the enhanced
supplementary leverage ratio (eSLR) requirements for US global systemically important
bank holding companies (GSIBs) and certain large, affiliated depository institutions. The
banking agencies shifted the eSLR from a fixed buffer to an amount tied to the GSIB
surcharge — an aspect of the GSIBs’ risk-based requirements. This sought to address
concerns that the eSLR was effectively functioning as a primary binding constraint, rather
than as a backstop to the risk-based capital rules — in particular, discouraging institutions
from participating in low-risk activities like intermediation in the US Treasury markets.
In addition, the Federal Reserve made corresponding changes to its total loss-absorbing
capacity (TLAC) and long-term debt rules. The Federal Reserve also proposed changes
to its stress testing framework to improve transparency and released its 2026 proposed
scenarios and models for public comment.

The Federal banking agencies further sought to facilitate community banks’ usage of
the simplified community bank leverage ratio (CBLR) rather than the more complex
risk-weighted capital calculations. The agencies proposed a rule that would lower the CBLR
from 9% to 8% and double the grace period for a bank that has fallen out of compliance
with CBLR eligibility standards. This was part of a broader deregulatory agenda focused on
community banks that also involved changes to the OCC’s community bank exam activities
and a proposed rule to expand their access to streamlined licensing and application
procedures.

Shifting regulatory focus to material financial risks

During 2025, the Federal banking agencies initiated a significant shift in examination
focus from risk management procedural and documentation practices to material financial
risks. These actions included a proposed rule by the OCC and FDIC, and a statement
of supervisory operating principles by the Federal Reserve, restricting the issuance of
supervisory findings to deficiencies posing material financial risk. The OCC and FDIC
similarly sought to define an “unsafe or unsound” banking practice to focus on material
financial risks. The agencies also have acted to remove “reputation risk” from their
supervisory framework and examiner guidance, and the OCC and FDIC proposed a rule
to prohibit the agencies from taking adverse action against a bank, or directing a bank to
take action against customers or other third parties, based on reputation risk.

The OCC has proposed amending its heightened standards for governance and risk
management by raising the asset threshold for compliance from $50 billion to $700 billion
in average total consolidated assets. If finalised as proposed, only a small number of the
OCC's supervised institutions would be subject to strict expectations for their board of
directors, senior management and risk management framework.
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Resolution and recovery planning

The FDIC and OCC sought to overhaul insured depository institution (IDI) resolution
planning and national bank recovery planning requirements less than a year after
enhancements to their respective rules were finalised. These efforts marked a reversal
from the agencies’ position under the prior Administration that the lack of timely and
complete documentation contributed to the 2023 regional bank failures.

The FDIC issued frequently asked questions (FAQs) and exemption of certain content
requirements in advance of IDIs’ initial submissions under its revised resolution planning
rule. The changes eliminated the default resolution strategy of a bridge bank and removed
the FDIC's discretion to make credibility findings based on an IDI's choice of strategy.

The OCC then proposed rescinding its recovery planning guidelines applicable to large
national banks. The OCC indicated these plans were speculative and duplicative of other
efforts, including banks’ general risk management efforts and contingency funding plans.

Transformation of the Consumer Financial Protection Bureau (CFPB)

Since the CFPB’s formation in 2011, the agency has been the subject of ongoing legal
challenges. Since returning to office, the Trump Administration has undertaken sweeping
measures to transform the agency, which it viewed as having overreached on its authorities
and lacking accountability. The Administration initially directed the CFPB to stop nearly
all rulemaking, examination and enforcement actions, moved to terminate a significant
number of its staff, and imposed spending freezes on the agency.

Under the Trump Administration, the CFPB has curtailed its enforcement activity, including
by dropping many enforcement actions that were pursued under the Biden Administration.
The CFPB also withdrew Biden Administration proposed regulations and rescinded
numerous agency guidance documents.

Integrating cryptocurrencies and other digital assets into regulated financial
markets

During the Biden Administration, the Federal banking agencies had discouraged bank
participation in digital asset-related activities. The Trump Administration, however, has
supported a major reorientation of federal policy to integrate cryptocurrency and digital
assets into the broader financial markets. In response, the Federal banking agencies
have rescinded requirements that subjected cryptocurrency and digital asset activities to
enhanced supervisory review procedures and have adopted instead a regulatory approach
that encourages bank participation in digital asset markets.

The most consequential development in 2025 was the enactment of the Guiding and
Establishing National Innovation for U.S. Stablecoins (GENIUS) Act, which creates a
comprehensive federal oversight structure for payment stablecoins (a type of digital asset
designed to maintain a stable value by being "pegged" to a reserve asset). The GENIUS Act
establishes a supervisory framework for stablecoins, establishes permissible activities,
reserve and custody standards, redemption rights, and anti-money laundering compliance
obligations.
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The FDIC has already issued a notice of proposed rulemaking outlining application
procedures for FDIC supervised institutions that wish to issue payment stablecoins, and
the Department of the Treasury is seeking input on rules for its implementation. The OCC
has conditionally approved several national trust bank charters to institutions that seek to
engage in digital-asset custody, settlement and clearing services and stablecoin activities
and proposed a rule to clarify that national trust banks can engage in non-fiduciary
activities as well.

The Federal Reserve has taken steps to integrate non-bank financial institutions, including
cryptocurrency exchanges and stablecoin issuers, into its payment systems. The Federal
Reserve proposed a limited purpose payment account (referred to as a “skinny” master
account) to allow institutions to hold limited overnight balances to facilitate payment
liquidity. These accounts at the Federal Reserve are referred to as “skinny” accounts
because they would not allow access to the Federal Reserve’s discount window, a lending
facility that provides banks with short-term, collateralised credit to meet liquidity needs
during times of stress.

Additional Federal legislation under consideration, such as the proposed Digital Asset
Market Clarity Act, seeks to further bring digital assets into the financial markets by
defining regulatory authority over cryptocurrency assets (other than stablecoins) between
the Securities and Exchange Commission (SEC) and the Commodity Futures Trading
Commission (CFTC). If passed, the legislation may also resolve an open question from
the GENIUS Act as to whether and when third-party crypto exchanges can offer yield-like
rewards on stablecoins.

Receptivity to bank merger applications

During the Biden Administration, President Biden issued an Executive Order that directed
the Federal banking agencies and the Department of Justice to heavily scrutinise bank
merger applications, taking the position that bank consolidation leads to higher fees,
lower interest rates and reduced competition. During 2025, however, the OCC and FDIC
rescinded their policies for enhanced merger reviews. Application review periods shrank
as the agencies returned to the review standards utilised prior to the Biden Executive Order.
President Trump also issued an Executive Order formally revoking the Biden Administration
Executive Order.

Focus on unlawful debanking

In August 2025, President Trump issued an Executive Order targeting what it described as
unlawful debanking — denying, restricting or terminating financial services because of a
customer’s political, religious or social views, or because the customer operates a lawful,
but politically disfavoured, business. In response to the Executive Order, Federal banking
agencies initiated targeted examinations, particularly focused on the largest banks, to
assess whether debanking practices were occurring. In December 2025, the OCC released
preliminary findings indicating that the largest banks had maintained policies restricting
services to industries such as oil and gas, coal mining, firearms, payday lending, private
prisons, tobacco, adult entertainment, political action committees and digital asset firms.
The OCC announced that it was continuing to evaluate accountability measures. The
agencies are also reviewing complaint data for debanking instances related to religious

Banking Regulation | USA Explore on Lexology [


https://www.lexology.com/indepth/banking-regulation/usa?utm_source=TLR&utm_medium=pdf&utm_campaign=Banking+Regulation+-+Edition+17

RETURN TO SUMMARY

beliefs for possible referral to the Department of Justice. These efforts are on top of a
limited number of states recently passing their own debanking-related laws.

The Executive Order also directed Federal banking agencies to remove “reputation risk”
management concepts from their rules and examination materials, which may have
contributed to institutions having debanked certain industries and customers.

Preemption standard uncertainty continues

While banks may elect to be chartered by the Federal government, federally chartered
banks remain subject to the laws of the states where they operate unless Federal law
is determined to preempt their application. The standard for determining whether a
state law is preempted has been the subject of ongoing dispute. Congress sought to
clarify the standard following the 2008 financial crisis, providing that state consumer
financial protection laws are preempted when they are determined under the decisions
of the United States Supreme Court to significantly interfere with the exercise of a
national bank’s powers. Following a 2022 split in decisions between Federal Circuit
Courts regarding whether Federal law preempts state laws requiring banks to pay
interest on mortgage escrow accounts, the Supreme Court sought to clarify application
of the significant interference preemption standard in Cantero v Bank of America.l'-
] Notwithstanding the Supreme Court’s efforts, however, confusion in the lower courts
around the proper application of Cantero and the preemption standard persists, leaving
banks with uncertainty on the scope of consumer compliance requirements applicable to
their businesses.

The regulatory regime applicable to banks

Banking

The United States has a dual banking system, meaning banks may be chartered by the
federal or state government and within each system there are different chartering options.
An institution’s selection of the charter type can be driven by many factors, including
expected product and service offerings, anticipated customer base, the markets in which
the bank will operate, examination costs, preference for a particular primary regulator and
the importance of federal law preemption of certain state laws to the bank’s business
plans. A state-chartered bank is regulated and supervised by both the state in which
it is chartered and by a primary Federal regulator. This article focuses on regulation at
the Federal level because most large financial institutions elect to have national charters
and charters at the state level can vary significantly. In addition, a state-chartered bank’s
primary Federal regulator is generally the FDIC by default or the Federal Reserve if the state
bank elects to become a member of the Federal Reserve System.lz] In choosing whether
to become a member of the Federal Reserve System, a state bank considers the scope
and range of its planned business activities and its preferences for a particular Federal
regulator.

National banks are chartered and regulated by the OCC, which is a bureau of the
Department of the Treasury. The OCC also charters and regulates federal savings
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associations, which historically focused their business activities more heavily on
deposit-taking and mortgage lending, although they are not limited to these activities.
In addition to its chartering authority, the OCC is responsible for implementing certain
Federal banking laws through regulations and supervising and examining national banks
and federal savings associations. While state-chartered banks may choose whether to
become members of the Federal Reserve System, all national banks are required to
become g}embers, although the national bank’s primary Federal banking agency remains
the OCC.

In addition to having a primary Federal regulator (and state regulator for a state-chartered
bank), banks that elect to have their deposits Federally insured, up to designated limits, are
also subject to supervision and secondary-regulation by the FDIC. The FDIC administers
the deposit insurance program and is responsible for resolving failed banks and large and
complex financial institutions. Banks are also subject to the rules promulgated by the CFPB
with respect to designated Federal consumer financial protection laws."! In addition to its
rulemaking authority, the CFPB has supervisory authority over banks with more than $10
billion of assets.

Banks are permitted to engage in financial activities outside of the United States, including
by investing in foreign banks or non-bank companies and by opening branches, which
are subject to regulatory notice and investment limitations.”™ To make US banks more
competitive, banks are permitted to exercise their general banking powers, as well as
additional enumerated powers, abroad, so long as such powers are usual in connection
with the business of banking in the host country.[(’]

While banks can choose to operate as a stand-alone entity, many choose to be owned
through a holding company, referred to as bank holding company (BHC), which must be
registered with the Federal Reserve.”! In addition to their ownership and control of bank
subsidiaries, BHCs are also authorised to engage in other activities through non-bank chain
subsidiaries that have been determined to be closely related, or incidental, to banking.ls]
BHCs that meet certain eligibility requirements may also elect to be treated as a financial
holding company (FHC).M Election of FHC status allows a registered BHC to engage
(through its non-bank chain subsidiaries) in a broader range of activities, particularly
securities and insurance activities, than those permitted to a BHC."

Other Federal financial services regulators

Securities-related business activities in the United States are primarily regulated by the
SEC. The SEC regulates brokers and dealers, investment advisers, investment companies,
securities exchanges and self-regulatory organisations, and clearing agencies. Brokers
and dealers generally must become members of the Financial Industry Regulatory
Authority, a self-regulatory organisation that supervises its members. Business activities
related to commodity interests booked in the United States are regulated by the CFTC.
Commodity interests include futures contracts, options, swaps and certain other leveraged
products. Business activities related to the derivatives markets are regulated by the
National Futures Association, a self-regulatory organisation that is overseen by the CFTC.
Insurance activities in the United States are not subject to a Federal functional regulator,
but insurance is instead regulated at the state level.

Foreign bank organisations (FBOs)
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FBOs are permitted to engage in banking operations in the United States and are regulated
by the Federal Reserve, as well as other Federal and state regulators depending on the
structure of their banking presence in the United States. For example, FBOs may operate
through US subsidiary chartered banks or through branches or agencies (which may be
chartered or licensed by either the OCC or at the state level). FBOs may also establish
representative offices, which do not conduct traditional banking services but rather serve
as a liaison between the foreign bank and its US customers."" An FBO with US non-branch
assets of $50 billion or more is required to establish a US intermediate holding company
that is subject to enhanced prudential standards and is required to hold most of its
ownership interests in any US bank subsidiary or other non-bank US subsidiary.hz]

Prudential regulation

Relationship with the prudential regulator

The Federal banking agencies (the OCC, Federal Reserve and FDIC) establish prudential
standards for the safe and sound operations of banks and are responsible for the
supervision and oversight of banks through examinations and investigations. They also
pursue public and non-public supervisory and enforcement actions against banks when
appropriate and also review and disposition applications and notices for branches,
changes of control, mergers and other expansionary proposals.

The Federal banking agencies issue confidential supervisory ratings to reflect the
agencies’ views of a bank’s or BHC's overall health. Banks are rated using the CAMELS
framework, which measures their Capital, Asset Quality, Management, Earnings, Liquidity
and Sensitivity to Risk (interest rate risk) and are also provided an overall composite rating.
The Federal Reserve also uses a supervisory rating system for BHCs (and FHCs). The
Federal Reserve assesses the largest financial institutions (US BHCs/FHCs with $100
billion or more and US holding companies for FBOs with $50 billion or more of total
consolidated assets) in three areas (Capital Risk Management, Liquidity Risk Management
and Governance and Controls). For smaller institutions, the Federal Reserve uses an
RF1/C(D) rating scale that assesses the BHC's Risk Management (R), Financial Condition
(F) and impact of its non-bank activities on its depository bank subsidiaries (I); provides
a composite rating for the BHC (C); and considers the rating of its depository bank
subsidiaries (D). While these supervisory ratings are indicators of the institution’s overall
health, the ratings also have implications for the institution’s licensing position with its
regulator and may result in increased examinations and supervisory assessments. In 2025
and consistent with other regulatory efforts to refocus supervision on material financial
risks, the FRB revised the LFI framework to expand a BHC's eligibility for a “well managed”
designation.hs]

The prudential standards and supervisory expectations for banks and BHCs increase
based on the size and complexity of the institution. The largest US banks and BHCs are
subject to more stringent capital and liquidity requirements, to resolution and recovery
planning requirements and to enhanced risk management standards and expectations.
As discussed in the "Regulatory capital and liquidity" section, and in connection with
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the Trump Administration’s overall objective of making regulation more risk-sensitive, the
Federal banking agencies are undertaking efforts to further tailor these requirements to
only the largest institutions.

Management of banks

Management and oversight of a bank’s and its subsidiaries’ activities, operations and
employees are the responsibility of the bank’s board of directors and senior management.

Risk management and corporate governance

Federal banking agencies have established standards for the safe and sound operation of
a bank. Banks are expected to have internal operational and management systems and
capabilities that are appropriate for the bank’s size, complexity and risk profile, including
for:

« internal controls and information systems;
+ audit systems;

+ loan documentation practices;

+ credit underwriting practices;

+ interest rate exposure;

+ asset growth practices;

+ asset quality practices;

+ earnings practices; and

. 14
« compensation, fees and benefits."!

[1

The agencies have also set standards for information security practices % and to prevent

. . 16
excessive compensatlon.[ !

The OCC has also established guidelines for risk management for national banks with
at least $50 billion of total assets.l"! The guidelines set heightened standards for the
establishment of:

+ a framework for the management of risk;

+ the roles and responsibilities of risk-creating units at the bank, independent risk
management and audit;

+ strategic plans, risk appetites and concentration limits; and

« talent and compensation management programmes.
The guidelines also set standards for the role of the bank’s board of directors with respect
to risk management.

At the BHC level, the Federal Reserve requires each BHC with at least $50 billion
or more of total assets to have a global risk management framework establishing
policies and procedures for the management of risk at the firm and processes and
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systems for implementing and monitoring compliance with risk management policies and
procedures.

The Federal banking agencies recently have focused on reducing the regulatory
compliance burdens on banks. In late 2025, the OCC issued a notice of proposed
rulemaking that, if finalised as proposed, would raise the asset size threshold for those
institutions subject to heightened standards generally from $50 billion to $700 billion.-
[l The 0CC also took several actions in 2025 to tailor its supervisory activities and
expectations covering community banks (defined as having up to $30 billion in assets)
to their risks, size and complexity.m] Tailoring actions further included early efforts
to update asset thresholds in regulations. Similarly, the FDIC has finalised a rule that
updated thresholds in certain FDIC-administered regulations related to audit, internal
control, reporting requirements and examination processes to reflect historical inflation
and introduced periodic indexing going forward.?"

Registration and oversight of senior management

During the charter licensing process for a national bank the OCC will evaluate the
qualifications of the organisers, directors and executive officers, including their familiarity
with banking laws and regulations as well as their experience with the expected business
activities of the bank.?? The 0CC must also review the hiring of new senior executive
officers or the election of new directors for at least the first two years of the bank’s
operations.ml After this review period, national banks are not required to provide prior
notice of changes to its board of directors or senior executive officer, unless the bank is in
troubled condition, does not meet minimum capital requirements or has been notified by
the OCC to do so.?*!

An application for OCC approval must also include certain information from the senior
personnel, such as biographical and financial information, employment and compensation
arrangements, fingerprint checks, tax check waivers and consent to a background check.-
2% The oCC may disapprove of any member of the board or new senior executive officer
(or change in their role). Management officials of a bank are also generally prohibited
from serving as a management official of an unaffiliated bank if the management interlock
would likely have an anti-competitive effect 2!

Residency and citizenship requirements for directors of national banks

Unless a waiver is requested by the bank and granted by the OCC, directors of national
banks must be citizens of the United States, and a majority of directors must also be a
resident of the state where the bank is located, or within 100 miles of the bank’s designated
main office, for at least one year prior to their election and during their service.” The occ
has discretion to grant a waiver of the citizenship requirement, but non-US citizens may not
make up more than a minority of the total number of directors on the board.?® In contrast,
the OCC may grant an unlimited number of waivers of the residency requirement.lzg]

Roles and responsibilities of bank directors and senior management
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The board of a national bank is accountable for the oversight of the bank’s management,
provision of leadership to the bank and establishment of the bank’s values.®® The board
is also responsible for creating a risk governance framework for the bank and setting the
bank’s strategic direction and its appetite for risk 12

While the board is responsible for strategic direction and oversight, senior management
is responsible for the day-to-day running of the bank’s operations. The board should
hold management accountable for accomplishing the bank’s strategic objectives
while operating within an approved risk appetite framework. The board carries out
its responsibilities by exercising informed and independent judgement in directing
bank strategy and providing credible challenge to management’s decisions and
recommendations where oversight is necessary.[32

The board should include an appropriate mix of executive directors and individuals who
are independent of any relationships with the bank or management. The OCC's (current)
heightened risk management standards for banks with total assets of $50 billion or more
require at least two independent directors 3

The fiduciary duties of a bank’s board of directors are determined by state law. A national

bank may choose to follow the corporate governance provisions of the law of any state

in which the main office or any branch of the bank is located, or in which any BHC of the

bank is incorporated, or it may also choose to follow Delaware state corporation law or the
. . [34]

Model Business Corporation Act.

Expectations for bank holding company directors

The Federal Reserve has also established key attributes for an effective board of directors
that are applicable to a BHC with total assets of at least $100 billion. Boards are expected
to:

+ set a clear direction for strategy and risk appetite;
+ undertake direct management of the board’s information needs;
+ oversee and hold management accountable;

+ support the independence and stature of independent risk management and audit
functions; and

. . . 35
+ maintain a capable board compensation and governance structure.®

The Federal Reserve’s regulations also require each BHC with at least $50 billion of total
assets to have a board risk committee responsible for approving risk management policies
and overseeing the operation of an enterprise risk management framework.2® In addition,

the risk committee of a BHC with at least $100 billion of total assets must review and
approve a contingency funding plan for the BHC and any material revisions to the pIan.[37]

The BHCs must also have a chief risk officer (CRO) with experience in identifying,

. L : [38] ;
assessing and managing risk exposures at large, complex financial firms.”™ The CRO is
responsible for:

+ oversight of the firm's establishment and monitoring of enterprise risk limits;

Banking Regulation | USA Explore on Lexology [


https://www.lexology.com/indepth/banking-regulation/usa?utm_source=TLR&utm_medium=pdf&utm_campaign=Banking+Regulation+-+Edition+17

RETURN TO SUMMARY

implementation and compliance with risk management policies and procedures;
and

* management, monitoring and testing of controls.*!

Compensation

Banks are required to implement safeguards to prevent excessive compensation to
officers, employees, directors or principal shareholders that could lead to material losses
and interfere with the safety and soundness of the bank. Compensation is considered
excessive if the amounts are unreasonable or disproportionate to the services performed,
as further described by regulation.[4°]

In addition, Federal banking agencies have issued guidance to assist banks in developing
. . . . a1 . .

sound incentive compensation practices.” ~ Under this guidance, banks are expected to

regularly review their compensation arrangements.ml Compensation arrangements that

are tied to the achievement of specific metrics should be compatible with effective controls

and risk management and support strong corporate governance.ml

State-chartered banks are also subject to any compensation restrictions or limitations
established by applicable state laws or regulations.

Regulatory capital and liquidity

Banks are subject to capital and liquidity requirements to ensure they have sufficient
resources to remain solvent and continue operations in the event of financial stress. In
the United States, regulatory capital requirements are based on the Basel Ill framework
developed by the Basel Committee on Banking Supervision in 2010. The Basel Ill
framework aims to increase the level and quality of capital banks are required to
maintain, limit leverage at banks, improve liquidity risk management practices and limit
procyclicality. In 2013, US Federal banking agencies adopted capital, liquidity and leverage
requirements for depository institution holding companies and depository institutions
generally consistent with the Basel Ill framework.

The US Basel lll rules set out the elements of regulatory capital for banking organisations
and methodologies for measuring the organisation’s risk-weighted assets (RWAs): a
standardised approach using supervisory developed models and an advanced approach
for large, internationally active organisations using its internal models. Capital ratios are
calculated by dividing regulatory capital by RWAs. Minimum regulatory capital ratios are
required for Common Equity Tier 1 (CET1) Capital (4.5%), Tier 1 Capital (6%) and Total
Capital (8%).[44] Under the US Basel lll rules, institutions using the advanced approaches
are required to calculate each ratio under both approaches and then use the more
binding output. In addition, banking organisations are required to maintain a 4% minimum
leverage ratio of Tier 1 Capital to average total assets.*™ To avoid restrictions on capital
distributions and certain bonus payments, organisations must also maintain an additional
2.5% CET1 capital conservation buffer on top of the minimum 4.5% CET1 requirement.“f’l

Organisations with less than $10 billion of total assets, and that meet other qualifying
conditions, may elect to use a simplified method for calculating their regulatory capital
ratio. These organisations are not required to calculate and report RWAs but instead must
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have a leverage ratio of more than 9% (known as the community bank leverage ratio
(CBLR)) to be considered compliant with regulatory capital minimums and the capital
conservation buffer.*”) A proposed rule issued in late 2025 would lower the CBLR to its
statutory minimum of 8% and extend the grace period during which an otherwise eligible
bank can continue to use the CBLR, while it attempts to regain compliance, from two
quarters to four quarters.ml

Formal liquidity ratio requirements are reserved for the largest banks, as discussed below.
However, all banks are subject to guidance from the Federal banking agencies establishing

. e [49] o . . . .
sound practices of liquidity risk management.” " This includes the supervisory expectation
to maintain a contingency funding plan setting forth processes to manage liquidity
shortfalls under a range of stress scenarios.

In March 2026, federal banking agencies issued proposed rules to revise the capital
framework to implement the final components of Basel Ill (the so-called “Basel Ill
Endgame”). The agencies rescinded a prior 2023 proposal that was heavily criticised by
the banking industry for “gold-plating” the international standards by requiring excessive
amounts of capital and for not sufficiently tailoring the requirements based on risk profile.
The 2026 proposal was designed to make the framework more risk sensitive, reduce
compliance complexity and better tailor requirements to risk.1°"

Additional requirements for large banking organisations

The largest banking organisations are subject to additional buffers, surcharges and
requirements. Regulators currently scale application of these requirements by dividing
these organisations into one of four categories:

1. Category I: BHCs that have been designated as GSIBs;lsz]

2. Category ll: organisations that are not Category | that have (1) $700 billion or more
of total assets, or (2) $100 billion or more of total assets and $75 billion or more in
cross-jurisdictional activity;[53]

3. Category llI: organisations that are not Category | or Il that have (1) $250 billion or
more of total assets, or (2) $100 billion or more of total assets and $75 billion or
more of certain risk indicators (short-term wholesale funding, non-bank assets or
off-balance sheet exposures);[54] and

4. Category IV: organisations that are not Category |, Il or Il that have $100 billion or
more of total assets.”*

The Federal Reserve annually assesses the effectiveness of large BHCs’ capital planning

processes and the sufficiency of their regulatory capital to absorb losses during adverse
. - [56] . . .

economic conditions.” " The results of stress testing are incorporated into the regulatory

capital requirements for these firms by replacing the capital conservation buffer with the

stress capital buffer (SCB).[57] The size of each firm's SCB is assessed annually based on

the stress testing impact on CET1, with a floor for the buffer of at least 2.5%.1%%

The Federal Reserve's stress testing regime has been the subject of recent litigation by
certain bank and business trade groups alleging it is opaque and lacks transparency. In
October 2025, the Federal Reserve released the proposed models and scenarios for its
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2026 stress test for public comment, along with a proposed rule setting forth a process

for publishing and seeking comment on its scenarios and model documentation going

forward.® This followed an April 2025 proposed rule to average stress test results over
. e [60]

two consecutive years to reduce volatility in the SCB.

The largest organisations are subject to other enhanced requirements that are also the
subject of reform efforts. The Federal Reserve applies a capital surcharge to US GSIBs
CET1 requirements. The surcharge is evaluated annually based on the GSIB's assessed
systemic importance during the prior year.[6" As part of their March 2026 proposals to
implement the final Basel Ill revisions to the capital framework, the agencies also proposed
changes to the means for measuring an institution's systemic risk. Category |, Il and llI
organisations are also subject to a minimum Supplementary Leverage Ratio (SLR) of 3%
calculated by dividing Tier 1 Capital by total leverage exposure. In addition to the SLR,
GSIBs are subject to an additional buffer. Previously, the buffer was set at 2%, for a total
e€SLR minimum of 5%. In late 2025, the Federal banking agencies finalised a rule that
revised the eSLR to 50% of the GSIB’s Method 1 surcharge calculation.'*?

Banking organisations are subject to liquidity risk management and net stable funding
rules. The liquidity risk management rules establish a minimum liquidity coverage ratio
(LCR) for Category | and Il organisations to hold enough high-quality liquid assets that at
least equal its projected net cash outflows during a 30-day stress period.[63] Category Il
and IV organisations are subject to the LCR on a reduced basis. The LCR would also apply
to large insured bank subsidiaries (at least $10 billion of total assets) of a Category |, Il
[l and IV holding company. The rule also establishes enhanced liquidity risk management
testing requirements and standards.

In addition, Category | and Il organisations are required to maintain a minimum net stable
funding ratio (NSFR) of its available stable funding to its required stable funding of at least
100%.1%4 Category lll and IV organisations are subject to the NSFR on a reduced basis.
The NSFR would also apply to large insured bank subsidiaries (at least $10 billion of total
assets) of a Category |, Il, lll and IV holding company.

Recovery and resolution

Banks are subject to a recovery and resolution regime designed to protect the stability of
the financial system in the event a bank’s capital and liquidity resources are insufficient to
withstand stress and the bank fails. Failed banks are resolved by the FDIC.* The decision
to close a bank is usually made by the bank’s chartering agency. The FDIC will generally
be appointed as the bank’s receiver and acts to protect the interest of depositors and
to preserve and maximise the bank’s assets. The FDIC has different methods it can use
to resolve an institution, and it may also establish a bridge bank to allow more time to
market a large or complex bank.®® The FDIC is required to pursue the resolution method
that results in the least cost to the deposit insurance fund 17! However, an exception
exists if the Treasury Secretary, upon the recommendation of the FDIC and the Federal
Reserve, determines the bank’s failure may pose a systemic risk, allowing for a guarantee
of uninsured deposits.[f’s]

The preferred method of resolution for holding companies is through the US bankruptcy
code, but the FDIC is authorised to resolve large, complex holding companies with the
agreement of a two-thirds majority of the board of the Federal Reserve and the Treasury
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Secretary, in consultation with the President, and may borrow money from the US Treasury
to fund the resolution.® To the extent borrowed funds are not recovered through the
resolution process, the FDIC will assess any deficit on other large, complex financial
institutions.”””!

BHCs with total assets of $250 billion or more are periodically required to submit resolution
plans or “living wills” to the Federal Reserve, the FDIC and the Financial Stability Oversight
Council.”" Us GsIBs are required to file plans every other year, while Category Il and llI
firms, or “triennial full filers,” file every three years. The Federal Reserve is authorised to
apply living will and other prudential requirements to a BHC with less than $250 billion,
but more than $100 billion, of total assets upon a determination that the requirements are
appropriate to address financial stability risks.l’?

Insured depository institutions (IDIs) with $50 billion or more in total assets also must
periodically make resolution submissions to the FDIC, under a rule revised by the FDIC
following regional bank failures in the spring of 2023.7% |DIs that are not affiliated with
the US GSIBs must make a full submission — a resolution plan for IDIs with $100 billion
or more in total assets and a more limited informational filing for IDIs with between $50
billion and under $100 billion— every other year and provide supplemental information in
the interim years in which they do not make a full submission.” DI affiliates of US GSIBs
are required only to submit full plans every other year.[75]

In April 2025, in advance of initial submissions under the revised rule, the FDIC issued
frequently asked questions (FAQs) and exemption of certain content requirements that
pared back the extent of the submissions.”® In December 2025, the FDIC announced it
intends to propose further revisions to the rule in 2026 that will codify the changes in
the FAQs and potentially further reduce the required content to focus on the information
necessary to effectively resolving a large bank."”!

The Federal Reserve and FDIC must review the credibility of each BHC's plan and may
make, jointly, a determination that the plan is not credible.”® If the firm fails to address
the deficiencies, it may be subjected to more stringent capital, leverage or liquidity
requirements or limits on its growth, activities or operations or even, ultimately, divestiture
of assets or operations.m] The FDIC may also find a material weakness in an IDI’s
submission under the FDIC's resolution planning rule, and the IDI's failure to address these
weaknesses could lead to enforcement action.®”!

The Federal Reserve requires each GSIB to maintain a minimum amount of total
loss-absorbing capacity (TLAC) made up of a minimum amount of eligible external
long-term debt (LTD) and Tier 1 Capital and prescribes certain buffers above the TLAC
minimum.lsﬂ Corresponding changes were made to the required levels of TLAC and LTD in
late 2025 as part of the final rule revising the eSLR 12 Falling below the buffer may result
in limitations on the GSIB’s ability to make capital distributions and certain discretionary
bonus payments.lsa] GSIBs must also hold a minimum amount of eligible external LTD to
absorb losses and support their resolution.®” Eligible LTD is limited to debt securities with
specific features to facilitate absorption of losses, including that the securities must be
unsecured, mature more than one year from issuance, and have “plain vanilla” features.®

Under the OCC's current guidelines, national banks with $100 billion or more in total
assets must also develop recovery plans detailing actions the bank could take to remain a
going concern when experiencing financial stress, but resolution is not imminent.®® The

Banking Regulation | USA Explore on Lexology [


https://www.lexology.com/indepth/banking-regulation/usa?utm_source=TLR&utm_medium=pdf&utm_campaign=Banking+Regulation+-+Edition+17

RETURN TO SUMMARY

threshold for recovery plans was recently lowered from $250 billion in response to the
2023 bank failures, with the OCC also adding requirements for banks to test their recovery
plans and consider non-financial risks. 7! However, in 2025, the OCC issued a proposed
rule to rescind its recovery planning requirements as overly burdensome and duplicative
of other efforts.®®

Anti-money laundering

In addition to the prudential laws and regulations aimed at promoting a bank’s
safety and soundness, banks are subject to anti-money laundering (AML) requirements
through the Bank Secrecy Act (BSA) and its implementing regulations.lag] The BSA and
regulations require financial institutions, including national banks and US branches and
agencies of foreign banks, to establish BSA compliance programmes, including customer
identification programmes, and comply with recordkeeping and reporting requirements.[-
%l Banks are required to file Suspicious Activity Reports (SARs) with the Financial Crimes
Enforcement Network (FinCEN), a bureau of the US Treasury Department, when they detect
a known or suspected violation of Federal law or a suspicious transaction related to
a money laundering activity or violation of the BSA that meets specific criteria and/or
exceeds specific amounts.”"!

BSA requirements are enforced and implemented by FinCEN and the financial institution’s
primary regulator. The BSA also contains criminal penalty provisions, which are enforced
by the US Department of Justice along with other criminal AML statutes.®? In addition to
BSA/AML requirements, financial institutions are subject to limitations and prohibitions
as a result of sanctions against foreign countries, entities and individuals administered,
issued and enforced by the Office of Foreign Assets Control of the US Department
of the Treasury (OFAC), and the bank regulators review the compliance programs of
institutions under their supervision for the adequacy of their controls with respect to OFAC
regulations.[93]

BSA/AML requirements were the subject of some reform efforts in 2025, as the Federal
banking agencies generally sought to reduce regulatory burden. Among other things,
FinCEN and the Federal banking agencies clarified expectations around certain types
of SAR filings and documentation and allowed banks to obtain customer taxpayer
) . . ) . e [94]

identification numbers from third parties under specific circumstances.

Conduct of business

The permissible product and services offerings of banks and BHCs (and FHCs) are subject
to regulation by their primary regulator. The permissible activities of national banks and
federal savings associations are governed by Federal banking laws and implementing
regulations of the OCC. A state bank'’s activities are governed by the laws and regulations
of the state where it is chartered, as well as by Federal banking laws and regulations of its
primary Federal regulator. Federal law and the regulations of the Federal Reserve govern
the activities and operations of BHCs and FHCs.

Banks
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The charter chosen by the bank dictates the types of activities that are permissible,
although over the years differences between the powers of various charter types have
diminished because of legislative and regulatory efforts to provide more parity among
charter types. Banks operating under a charter from the OCC are governed by Federal
law, including the National Bank Act (NBA), and implementing regulations issued by the
OCC. The NBA sets out and serves as the basis for which activities are permissible for
national banks to engage in.®* Those activities include the business of banking and
any activities that are incidental to banking.[%] The OCC also uses its authority to issue
interpretations and guidance on the permissibility of activities, and this guidance has the
effect of authorising activities beyond those that are specifically enumerated.®”!

The powers of state chartered banks are determined by the laws of the state where it
is chartered, Federal law and the regulations of its primary Federal regulator (the FDIC
or Federal Reserve). Many states have adopted laws indicating that their state chartered
banks may engage in the same powers and exercise the same authorities as those Federal
laws and regulations provide to national banks.

Bank holding companies

The activities of BHCs are governed by the Bank Holding Company Act of 1956, as
amended (the BHC Act) and the Federal Reserve's implementing regulations at 12 CFR
Part 225 (also known as Regulation Y).

Regulation Y contains what is often referred to as the “laundry list” of non-banking activities
that that the Federal Reserve has determined are closely related to banking. 8l The Federal
Reserve may also approve certain activities by order.®® Activities included in the laundry
list that are considered to be “closely related to banking” include:

+ extending credit, activities related to extending credit and servicing loans;

+ leasing personal or real property;

+ operating non-bank depository institutions

+ performing functions or activities that may be performed by a trust company;
« financial and investment advisory activities;

+ agency transactional services for customer investments and investment
transactions as principal;

« management consulting and counselling activities;

+ providing support services, such as courier and print services;

+ insurance agency and underwriting;

« community development activities;

+ issuing money orders, savings bonds, and traveller’'s cheques; and

. 100
+ data processmg.[ !

Both the BHC Act and Regulation Y contain eligibility and notice requirements to engage
in new activities and limitations related to the activities that BHCs may perform.
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Financial holding companies

The BHC Act permits BHCs to exercise additional activities that are financial in nature,
incidental to those activities and that are complementary to a financial activity, by seeking
to become an FHC.""" To become an FHC, a BHC must file an election and be “well
capitalized” and “well managed,” and its controlled depository institutions must also be
“well capitalized”, “well managed” and have a satisfactory record of meeting the credit
needs of its communities."® FHCs are permitted to engage in all activities permissible
for a BHC, but also to engage in broader insurance and securities underwriting and dealing
activities. Eligible FHCs are also permitted to make some investments in companies that
engage in activities that are otherwise not permissible for an FHC. These investments
are, however, subject to holding period limits and limits on the ability of the FHC to
engage in routine management of the company.[1°3] FHCs are permitted to engage in their
permissible activities and investments both domestically and, subject to the laws of the

jurisdiction where it may operate, abroad."*

Transactions between a bank and its affiliates

Sections 23A and 23B of the Federal Reserve Act!"® govern transactions between a bank
and its “affiliates,” which broadly covers transactions between the bank (and most of its
subsidiaries) and its BHC/FHC (and the other non-bank companies that the BHC/FHC
owns and controls). The Federal Reserve has implemented these requirements through its
regulations at 12 CFR Part 223, also referred to as Regulation W. Transactions between a
bank and an unaffiliated third party are also captured by the rule to the extent the benefits
of the transaction are transferred to an affiliate of the bank."% Section 23A sets both
quantitative and qualitative limits on a bank’s loans and extensions of credit (referred to
collectively as “covered transactions”) to its affiliates."®” The guantitative limits prohibit
a bank from having covered transactions in an amount exceeding 10% of the bank'’s
capital stock and surplus with any one affiliate and exceeding a 20% limit with respect
to transactions with all of the bank's affiliates."® Further, certain covered transactions
must be secured at all times by permissible types of collateral."* |n addition, banks are
subject to restrictions on acquiring “low-quality” assets from their affiliates.”""” Section
23B of the FRA requires that covered transactions between a bank and its affiliates be on
market terms and at arm's Iength.[m]

Volcker Rule

The Volcker Rule, a response measure to the 2008 financial crisis, prohibits any banking
entity[”z] from engaging in proprietary trading and from acquiring or retaining an
ownership interest in, sponsoring, or having certain relationships with a hedge fund
or private equity fund (Covered Fund).[113] The prohibitions apply only to “financial
instruments”, which include securities, derivatives, futures and options on either and
exclude loans, other forms of commodities other than an excluded commodity, and foreign
exchange and currency.“”]

The Volcker Rule is implemented and enforced by the three Federal banking agencies
with regard to the institutions under their supervision as well as the SEC and the CFTC.-
(151 The Volcker Rule and the implementing regulations apply to the activities of US
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banking organisations within and outside the United States and the activities of FBOs
within the United States, as well as certain non-US activities. There are exceptions
to the Volcker Rule’s proprietary trading and Covered Fund prohibitions, including for
certain risk-mitigating hedging, underwriting and market making-related activities, as well
as exceptions to the proprietary trading prohibition for certain domestic and foreign
government obligations.["f’l The implementing regulations for the Volcker Rule have
been amended over the years, including to add new exclusions and streamline and
clarify existing exemptions, limit certain aspects of compliance programme and reporting
obligations to banking entities with significant trading assets and liabilities, and permit
certain low-risk relationships between a banking entity and Covered Fund.

Swaps and security-based swaps

Depending on their activities, banks and their affiliates may also be required to register
with the CFTC as a Swap Dealer or with the SEC as a Security-Based Swap Dealer (SBSD)
and be subject to central clearing, margin, data reporting and record-keeping requirements.
The SEC has jurisdiction over Securities-Based Swaps (SBS), which are swaps based on
a single security or loan, a narrow-based security index (generally, an index or basket
with no more than nine component securities) or a credit default swap.hm The CFTC
has jurisdiction over other instruments falling within the broad definition of a swap under
the Commodity Exchange Act (CEA).[m] Pursuant to the CEA, the US Securities Exchange
Act of 1934, and related CFTC and SEC rules and regulations, banks and their commonly
controlled affiliates that (1) hold themselves out as a dealer in swaps, SBS or both; (2)
make a market in swaps, SBS or both; (3) regularly enter into swaps, SBS or both with
counterparties as part of their ordinary course of business; or (4) engage in activity causing
them to be commonly known in the trade as a dealer or market maker in swaps SBS or both,
are required to register as a swap dealer, SBSD or both, as appropriate, unless subject to
certain exceptions.mg]

There is an exception to registration as a swap dealer if a person’s transactions do not
exceed the de minimis threshold of $8 billion, and $25 million with respect to swaps
in which the counterparty is a special entity,mo] in aggregate gross notional amount
during the preceding 12-month period.[m] Certain swap transactions do not count towards
the de minimis amount, including interaffiliate swaps, swaps entered into by the bank
in connection with originating a loan with the customer, FX swaps and forwards, and
swaps executed as part of a compression exercise."? There is similarly an exception
to registration as a SBSD if the aggregate gross notional amount of SBS executed as
part of SBS market-making or other dealing activity in which a person or any other entity
controlling, controlled by or under common control with the person[1 2 engages during the
preceding 12 months does not exceed:

+ $8 billion with regard to credit default swaps that constitute SBSs, and $400 million
with regard to SBSs that are not credit default swaps, until the phase-in period ends
on 8 May 2028, at which point the de minimis thresholds will change to $3 billion
and $150 million, respectively; and

+ $25 million with regard to all SBS in which the counterparty is a special entity.“u]
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Funding

BHCs and banks in the United States are funded primarily by fees and income generated
from deposits, savings accounts and products, lending, capital markets activities and other
activities where the bank is compensated by borrowers or customers through fees and
interest. Banks may also fund activities by sourcing deposits from a third-party, rather than
directly with the customer. The FDIC considers brokered deposits to be more volatile and
risky for less healthy banks and has regulations establishing when a deposit is considered
to be from a deposit broker, provides exemptions and imposes restrictions on institutions
that are not considered well-capitalised from using “brokered deposits” and from offering
above-market interest rates. The FDIC’s position on deposits that qualify as brokered
deposits, however, has shifted significantly in reason years. In 2020, the FDIC amended
the definition related to a deposit broker and expanded exceptions to the definition, which
resulted in fewer deposits being deemed covered by the restrictions. Following the 2023
regional banking crisis and acting under the Biden Administration, the FDIC proposed
reversing the 2020 provisions relaxing the definitions and exemptions, citing concerns
with the volatility associated with the use of brokered deposits. Under President Trump’s
Second Administration, however, the FDIC has withdrawn the 2023 proposal.

Banks also have access to the Federal Reserve's discount window. Section 10B of the FRA
and the Federal Reserve’s Regulation A govern the access to and policies over the discount
window. The discount window is designed to prevent BHCs and banks from withdrawing
credit from the market by serving as a low-cost source of funding. Funding from the
discount window, which must be secured by eligible collateral, can be drawn on quickly to
assist banks in managing their liquidity risk, particularly during periods of financial stress.
Banks may also choose to become members of a regional Federal Home Loan Bank, which
provides a source of funding for the activities of their member institutions through grants,
discounted advances, and loans at below-market rates.

Control of banks and transfers of banking business

The control or change in control over banks, and therefore over BHCs as well, is highly
regulated. Under the Change in Bank Control Act (CBCA), prior notice is required by a
person or entity (a “person”) who will control a bank if the person would, directly or indirectly
and alone or in concert with others, have the power to either direct the management or
policies of the bank or vote 25% or more of any class of the bank’s voting securities.I"?
There are also presumptions of control, which may be rebutted, if the person, directly or
indirectly or in concert with others, has the power to vote 10% or more of any class of
a bank’s registered voting securities if, after the transaction, no other shareholder would
own or have the power to vote a greater percentage of the class.["®! After-the-fact notice
of acquiring control of a bank is permitted in certain instances where control is acquired
due to circumstances beyond the person’s control, such as acquiring shares through
inheritance or a gift.[127]

Some acquisitions of control are exempt from the notice requirements of the CBCA,
including transactions subject to approval under the Bank Merger Act or transactions
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described in the BHC Act. Regulatory approvals are required for mergers involving insured
banks, assumptions of deposits, and certain transfers or acquisitions of assets or
assumption of liabilities."?® Under the BHC Act, approval of the Federal Reserve is required
to become a BHC or for a BHC to either acquire a subsidiary bank, more than 5% of a class
of a bank’s or BHCs’ voting securities, or all, or substantially all, of a bank’s assets, or for a
merger of BHCs or a purchase of all, or substantially all, of a BHC’s assets."!

The BHC Act’s definition of control includes, in addition to the 25% brightline rule, control
over the election of a majority of the directors or trustees, or the ability to exercise a
controlling influence over management or policies.[13°] The Federal Reserve’s “control
rule” implementing the latter provision sets forth a number of rebuttable presumptions of
control that apply where the person holds 5%, 10% or 15% of a class of the company’s
voting securities and certain other factors potentially indicative of control are present,
such as board or management interlocks or business relationships exceeding specific
percentages of the company’s total annual revenues or expenses.[m]

Outlook and conclusions

The year 2025 marked a significant shift in bank regulation, oversight, and priorities. After
the 2023 regional bank failures, policymakers focused on extending heightened GSIB-level
standards to regional institutions. In 2025, however, the Federal banking agencies reversed
course. They emphasised tailoring regulatory requirements to a bank’s size and complexity
and redirected their supervisory and enforcement efforts away from governance and
risk-management processes and back toward material financial risks. The agencies also
signalled a more permissive stance toward innovation and industry growth, accelerating
approvals for non-traditional charters and bank combinations and withdrawing Biden-era
guidance that disfavoured digital-asset activities and mergers. The pace of change
remained brisk, with major proposals continuing to emerge through the final weeks of the
year.

Activity in 2026 is expected to be equally intense, at least through the first half of the year.
Regulators have indicated they plan to continue advancing nearly all initiatives undertaken
in 2025 while also pursuing new priorities. For instance, the agencies have already released
their Basel 1ll Endgame proposals for public comment. They also are anticipated to
propose rules shifting BSA/AML enforcement toward evaluating the overall effectiveness
of compliance programs and recalibrating CAMELS ratings to focus on material financial
risk."*@ These efforts will occur alongside finalising rulemaking required under the GENIUS
Act, work to finalise outstanding 2025 proposals and adjustments needed to align with a
smaller agency workforce and evolving administrative priorities.

Although Federal agencies are emphasising reductions in regulatory burden, states are
emerging as an increased point of focus for more stringent financial regulation — a
trend we expect to accelerate during 2026. Former CFPB leaders now in state roles
are poised to reinforce state efforts to fill perceived gaps left by the pull-back from the
prior Administration's consumer-protection agenda and to address risks posed by new
technologies and digital-asset products. We expect new rulemaking and coordinated
multi-state investigations and enforcement initiatives focused on:
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1. limiting fees and charges on consumer banking products;

2. identifying and addressing discriminatory practices in lending and those potentially
arising from artificial intelligence and other new technologies;

3. strengthening consumer privacy protections;
4. regulating debt-collection practices; and

5. shifting the financial consequences of fraud from consumers to financial
institutions.

States also are likely to continue challenging Federal preemption principles through
both political and litigation strategies, and state legislatures may pursue additional laws
expanding protections related to claims of unlawful debanking.

This heightened regulatory uncertainty comes as the banking industry faces
unprecedented competitive pressure. Fintechs and other primarily commercial firms are
increasingly obtaining bank, industrial loan company and trust charters and access to the
Federal Reserve's payment systems, further eroding long-standing separations between
banking and commerce. With regulatory priorities changing more significantly between
presidential administrations, banks seeking growth and technological advancement may
feel compelled to accelerate their strategic initiatives in 2026. As a result, we expect
continued increases in M&A activity and expanded use cases for digital assets and
artificial intelligence by banks, along with more applications for trust banks and other
non-traditional charter types from those currently outside the regulatory perimeter. Federal
agencies, meanwhile, will face pressure to provide appropriate supervision over the risks
associated with these growth initiatives at atime when they are experiencing staff turnover,
workforce reductions and shifting examination priorities.
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