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The U.S. Supreme Court has agreed to hear the appeal of a case about how the Consumer Financial Protection Bureau (CFPB)
is funded. The headlines should be seen as a positive for the consumer finance sector but investors should not overreact.

The Supreme Court has agreed to hear the appeal of a lower court ruling that the Consumer Financial Protection Bureau's funding
mechanism is unconstitutional. The CFPB is funded directly by the Federal Reserve (Fed) rather than Congress. The CFPB may
request up to 12 percent of the Fed’s budget, and the Fed cannot deny CFPB's request. The Fed is also not subject to
congressional appropriations and is funded by open markets operations and other revenue sources. A lower court ruled that the
double-insulation (i.e., funds not coming from Congress but instead coming from an agency that is also not subject to the
appropriations process) is unconstitutional.

The headlines might move consumer finance stocks (positively), but investors should not overreact to the headlines for
several reasons.

First, the Court apparently will not hear the case until next term (starts in October 2023,) so a decision is still around 12-15
months away.

Second, there might be some speculation that if the Court rules that the CFPB's funding structure is unconstitutional, prior CFPB
decisions might be overturned as a consequence. Investors and industry participants should be skeptical about this view. The
Court might be reluctant to create the chaos that would result from overturning a decade’s worth of regulations and enforcement
actions. Instead, it is more likely that the Court, if it upholds the lower court’s decision that the CFPB is funded unconstitutionally,
would hold that CFPB was acting with the color of authority and that its current decisions and regulations would remain intact but
future funding methods would have to change.

Third, subjecting the CFPB to annual congressional appropriations could limit CFPB's authority and give Congress more leverage
over the agency. However, many CFPB actions are politically popular, and Congress might be reluctant to block or reverse CFPB
rules very often. More likely, Congress could shrink the CFPB's budget which could, in furn, reduce its enforcement capabilities

which is positive for the consumer financial sector.

Finally, there are other remedies besides requiring direct appropriations from Congress. The Court could allow the CFPB to fund
itself through user fees (similar to the Office of the Comptroller of the Currency for example), or the Court could allow the Fed to
limit the CFPB’s budget.

Bottom-line: The Supreme Court’s announcement is positive for consumer financial stocks, but a Court decision might not be

as impactful as some investors think.

Subscribe To Our Podcast!
We recently created a Potomac Perspective podcast. To access a broader discussion of these and other topics, listen and

download the latest episode of our Potomac Perspective podcast.

STIFEL


https://omny.fm/shows/potomac-perspective-with-brian-gardner

DISCLAIMER

This material is for informational purposes only and is not an offer or solicitation to purchase or sell any security or instrument or to participate in any trading strategy
discussed herein. The information contained is taken from sources believed to be reliable, but is not guaranteed by Stifel as to accuracy or completeness. The opinions
expressed are those of the Washington Policy Strategy Group and may differ from those of other departments that produce similar material and are current as of the
date of this publication and are subject to change without notice. Past performance is not necessarily a guide to future performance. Stifel does not provide accounting,
tax or legal advice and clients are advised to consult with their accounting, tax or legal advisors prior to making any investment decision. Additional Information
Available Upon Request. Stifel, Nicolaus & Company, Incorporated is a broker-dealer registered with the United States Securities and Exchange Commission and is a

member FINRA, NYSE & SIPC. © 2023

Stifel, Nicolaus & Company, Incorporated | Member SIPC & NYSE | www.stifel.com 0223.5485264.1

STIFEL

2 | Potomac Perspectives



