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REGULATORY REFORM: EXAMINING HOW
NEW REGULATIONS ARE IMPACTING
FINANCIAL INSTITUTIONS, SMALL
BUSINESSES, AND CONSUMERS
IN ILLINOIS

Monday, December 5, 2011

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The committee met, pursuant to notice, at 9 a.m., in Chicago, Il-
linois, Hon. Spencer Bachus [chairman of the committee] presiding.

Members present: Representatives Bachus, Manzullo, Biggert,
Dold, and Schweikert.

Also present: Representatives Kinzinger and Walsh.

Chairman BACHUS. This hearing will come to order.

The Financial Services Committee is meeting in Chicago this
morning to take testimony concerning the bank regulations and
their effect on financial institutions.

I would like to thank Mrs. Biggert, the chairman of the Sub-
committee on Insurance, Housing and Community Opportunity, for
organizing this hearing. She has been a tireless advocate of finan-
cial literacy, a dedicated public servant who I think looks after the
people of Illinois very well, and she always seems to have the
health of our Nation’s financial system foremost on her mind, par-
ticularly those in the banking community.

Mrs. Biggert, would you like to say anything at this time?

Mrs. BIGGERT. I have an opening statement.

Chairman BacHUS. I will let Mrs. Biggert give her opening state-
ment, and you don’t need me to give one.

Mrs. BIGGERT. I'm sure they would rather hear from you, Mr.
Chairman, but I'll be glad to do that. I'm sure you’ll have some
more.

Chairman BAcHUS. I don’t want to depress them. I know the
banks are having tremendous problems with the volume of regula-
tions. As you know, Dodd-Frank was the biggest change in our reg-
ulatory law since the 1933 and 1934 Acts, and, in fact, Dodd-Frank
has more rules and more pages than all of those Acts put together,
of all the Acts during the Hoover and Roosevelt Administrations.

To compare it with Sarbanes-Oxley, Sarbanes-Oxley is about 330
pages and 16 rules; Dodd-Frank is over 400 rules. And Sarbanes-
Oxley took 3 years before the Congress, and over 60 hearings.
Dodd-Frank was put together in about 4 months. A third of it was
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written in the last 3 days, so to say it was a rush job would be
kind.

The regulators are about 28 percent through with Dodd-Frank,
and already the regulations would fill two bankers’ boxes, and
that’s even with small print.

And I know the costs of compliance, the costs to comply with
Dodd-Frank continue to go up with every new regulation or every
recalculation, and it could take as much as with compliance, the
cost it could cause the cost of compliance to go up another 50 per-
cent from where it was prior to its passage. I don’t need to tell
these bankers that.

We're going to take testimony on what we need to do, what needs
to be done to address the problems.

Mrs. BIGGERT. Thank you, Mr. Chairman. I knew that we could
get an opening statement out of you. Thank you. And I want to
thank you for holding this hearing, and I want to especially thank
you for choosing this wonderful City of Chicago for such an impor-
tant hearing.

Illinois is home to some of the finest financial institutions in the
country, and I know that these institutions stand ready, willing,
and able to provide the crucial funding that our communities and
small businesses so desperately need.

As I meet with small business leaders in my district, I constantly
hear that they are ready to help our economy get going again but
are unable to access the capital they need to grow in their busi-
nesses. And at the same time, I hear from our community bankers
that they are ready to extend credit to these small businesses, and
have the capital to do so, but they are being stymied by overzealous
and inconsistent regulators.

Lenders large and small are paralyzed by hundreds of unattain-
able and inconsistent financial regulations, chiefly those included
in the far-reaching Dodd-Frank Act. And unfortunately, our jobs
created by access to capital have become a casualty as bankers are
left scrambling to figure out how to play by the new rules.

We cannot expect even the most healthy and well-capitalized in-
stitutions to make loans if they are unable to determine when reg-
ulators might ban certain products, or randomly require them to
post additional capital or arbitrarily change the treatment of a per-
forming loan. Too many bankers are already disproportionately af-
fected by new regulations due to their limited resources, and now
is absolutely the wrong time to invoke and impose new burdensome
compliance clauses on institutions that could better use their re-
sources to provide services and extend credit to their customers.

If we stand any chance for a broad-based economic recovery, we
must get the government out of the way and allow our financial in-
stitutions to resume responsible lending.

I thank the witnesses for being here today. It’s great to see the
friendly faces of a hometown crowd, and I again thank the chair-
man for holding this hearing.

Chairman BACHUS. Thank you.

I am now going to recognize Mr. Manzullo. Don Manzullo is a
senior member of the committee from Illinois. There are a lot of
good friends here.
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Mr. MANZULLO. I'm here ready to receive definitive impact state-
ments. We have people from QSA, Rosemont, Springfield, Chat-
ham, and all kinds of places. It’s good to have you here.

Welcome to Illinois, Mr. Chairman.

Chairman BacHUS. Thank you.

Our next two members—there were 81 freshmen, and 61 of those
freshmen requested the Financial Services Committee. We only had
seven slots, and these two gentlemen to my right: Bob Dold who
is your Illinois Congressman, in the Chicago area, the beautiful
City; and Dave Schweikert from Scottsdale, Arizona. Dave was
treasurer of Maricopa County in a prior life, and he has a financial
background.

Bob?

Mr. DoLD. Mr. Chairman, thank you so much for holding this
hearing. It is certainly great to be here in Chicago talking to those
who provide access to capital for small businesses.

Coming from the private sector, certainly we understand that it
is the lifeblood of small businesses to have access to capital, and
I have had the opportunity to spend some time with many of you
here who are testifying before the committee today, and I certainly
understand some of the issues and the burdens that you face.

And this, I believe, is a particularly important hearing because
the function of a healthy credit market is absolutely essential for
job creation. The number one issue we face today, I think, in the
country is, how do we create sufficient jobs and put our economy
back on track, which is critical for economic growth and prosperity.

Certainty, our credit markets and financial institutions must be
regulated, but those regulations must be sensible, they must be
balanced, and they must account for meaningful differences
amongst our broad and diverse array of financial institutions.

I don’t believe we can have a one-size-fits-all type of regulation
that comes down for all the financial institutions that we have in
front of us today.

Unfortunately, in that respect, our regulatory environment
doesn’t currently meet these reasonable standards. Instead, our
current regulatory environment is needlessly hurting the
functionality and health of our credit markets, and by extension,
hurting our job creators’ business growth and ultimately economic
prosperity.

The regulatory burden is particularly acute for our small finan-
cial institutions which indisputably had little, if anything, to do
with the financial crisis. And that’s because they must necessarily
devote a large percentage of their resources to the enormous cost
of reviewing and analyzing and complying with an avalanche of
regulatory burdens.

I don’t know about many of you; I did have an opportunity to
talk with a smaller financial institution just the other day that
said, “We are hiring,” which was positive. We like to hear people
are hiring, but they were hiring all in compliance, taking a lot of
heads on in compliance.

So they’re trying to cross the “I”s and dot the “I”s and comply
with the rules and regulations that Washington is putting in place,
but not a single one of them was adding to—bringing on people
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who were going to help the bank, who were going to help lend addi-
tional resources out to small businesses that are out there.

So I believe small businesses or small financial institutions are
essential to financing our small businesses which are responsible
for most of the job growth. Two-thirds of all entry-level jobs are
created by small businesses, so across our country, we're going to
rely on smaller financial institutions that I believe have a much
greater understanding of who they’re lending to in terms of, you
see them in your grocery store, you see them at church or syna-
gogue or some other place along those lines.

So with our current economic challenges, all of us in Congress
are obligated to create a legal regulatory environment that strongly
promotes job creation, business growth, and economic prosperity.
And a very important step in creating that kind of regulatory envi-
ronment is understanding clearly what our small financial institu-
tions are dealing with and helping them get some relief from overly
burdensome regulations.

Again, I want to emphasize that we do need regulations; we just
want them to be smart regulations.

I just came from a meeting with somebody who gets regulated
pretty heavily, and he actually used the dresser analogy. Every sin-
gle one of us has a dresser at home. We buy clothes. Eventually,
when we can’t close the dresser drawer, we have to figure out what
clothes we want to get rid of and which ones we want to keep in
our drawer.

The same thing is true with regulations, I would say. If they’re
good regulations, we need to keep them. Just more and more of
them, we need to have a different approach.

So I certainly appreciate each and every one of you taking the
time to be with us today. We certainly look forward to your testi-
mony.

Mr. Chairman, thank you so much for coming to Chicago to hold
an important hearing. It’s important that we hear from some of our
local financial institutions. Thank you so much for your time.

Chairman BacHUS. Thank you, Bob.

At this time, I recognize Dave Schweikert, a member of our com-
mittee, and one of our new freshman.

Mr. SCHWEIKERT. Thank you, Mr. Chairman.

Actually, for Illinois, you should be very proud. You have a lot
of oomph on the Financial Services Committee when Chairwoman
Biggert and the constituents come to a field hearing here.

It will be also be noted that you’re going to have a little sales
tax spike, because my wife and I came in on Saturday and hope-
fully left a nice contribution to the City of Chicago.

Mr. DoLD. We appreciate that.

Mr. SCHWEIKERT. There’s great value to this type of get-together
hearing. What we’re hunting for is often some of the sort of detail
that we don’t get in D.C., where often it is somewhat scripted.

We're also looking for what are the unintended consequences
that have put you in juxtapositions from previous regulations to
new authorships to also certain concerns as rules are being promul-
gated, what do you think sneaks up on your business model and
therefore ultimately hurts your community and our country.
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So as you share your testimony with us, please let us know your
anticipation of what is damaging, but also, if you also have an in-
sight into mistakes in the designs of the regulations that are cre-
ating any undue consequences that we haven’t heard in all of this,
we'll do our best.

Thank you, Mr. Chairman.

Chairman BacHUS. Thank you.

We're also joined by two other members of the Illinois delegation,
and I will ask now for the consent of the committee that without
objection, we will allow them to participate in the hearing.

Not hearing any objection, the two Members from Illinois are Joe
Walsh and Adam Kinzinger.

I used to call “Aaron Schock” “Adam Schock”, and then Adam
Kinzinger showed up. At least I think by now, I have started call-
ing Aaron “Aaron” and Adam “Adam.”

But we welcome both of you, and this is the normal custom that
when we are in a State, Members whose jurisdiction touches on
banking also participate in the hearing, and their opinions do affect
certain aspects of that, and so we invite an opening statement from
you gentlemen.

Mr. KINZINGER. Mr. Chairman, I'll keep it very brief.

I'm Adam Kinzinger from North Central Illinois, and I currently
sit on the Energy and Commerce Committee, and I'm a freshman.
And I want to say thank you for coming to Chicago. As we men-
tioned, Representative Schweikert, thank you for coming all the
way from Arizona to listen.

And I think this is what’s very important is just the idea that,
look, we can go to Washington, D.C., and we can talk about laws
and we can talk about bills and all that kind of stuff, but you really
don’t know how it impacts people until you hear from people so I
just want to say thank you for coming out.

I have been spending the last number of months listening to
folks in the financial industry like Mr. Roolf from Joliet as well as
Kevin Olson from Grundy Bank who I see here and many others,
and I look forward to hearing what you have to say or what you
have to say today.

And the big key is we want to understand that there is a role
for the government in the economy, but what is that role, and we
definitely don’t want to have too much of a role.

So again, we look forward to your testimony. And I want to say
thank you, Mr. Chairman.

Chairman BAcCHUS. Thank you.

At this time, we will hear from our witnesses.

Oh, I'm sorry. Joe?

Mr. WALSH. No, no, Mr. Chairman, that’s fine. I'll be even
briefer.

Chairman BACHUS. I'm sorry.

Mr. WaLsH. That’s okay.

Thank you and thank you for coming into Chicago.

I chair a subcommittee—the Small Business Committee’s Eco-
nomic Growth, Tax, and Capital Access Subcommittee—and we
held a hearing earlier this year on this very topic, so this is a rife
topic.
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It’s good to see some of the familiar faces. We are choking right
now underneath regulation so I am quite interested to hear from
our witnesses.

Thanks, Mr. Chairman.

Chairman BACHUS. Thank you.

Our witnesses are Mr. Greg Ohlendorf, president and chief exec-
utive officer from First Community Bank and Trust, testifying on
behalf of the Independent Community Bankers of America. We are
considering legislation now that the ICBA and American Bankers
proposed. We're beginning to have hearings on those and expect to
move something. We appreciate your organization.

Mr. William Bates, executive vice president and general counsel
of Seaway Bank and Trust on behalf of the National Bankers Asso-
ciation. It is good to see you, Mr. Bates.

Mr. Jim Roolf, chairman of the Illinois Banking Association—I
have mixed emotions about sitting in here with him. When I was
at Alabama and he was at Notre Dame, they beat us twice. It was
a long time ago, and he has his Notre Dame tie on so he can egg
me on. Two Sugar Bowl victories, but anyway, Jim, it is great to
see you again.

And Mr. Jim Renn, president and chief executive officer of the
Lisle Savings Bank, is that “Lisle?”

Mr. RENN. “Lisle,” that’s correct.

Chairman BACHUS. He is testifying on behalf of the Illinois
League of Financial Institutions.

Mr. John Schmitt, president and chief executive officer of the
Naperville Area Chamber of Commerce. Ms. Dory Rand, president
of the Woodstock Institute. And Mr. Bob Palmer, policy Director of
Housing Action Illinois.

And we'll just go from left to right and take your testimony. Nor-
mally, the statements are 5 minutes. Did they tell you all that? But
if you go over a minute or two, we’re usually not going to be—at
a field hearing, since we’re not even in Washington, we’re not going
to be that strict.

We'll start with you, Mr. Ohlendorf.

And we welcome each and every one of you to testify about regu-
latory reform, and examining how new regulations are impacting
financial institutions, small businesses, and consumers in Illinois.

One thing about small businesses—dJoe mentioned that he chairs
the subcommittee. In the last 2 months, our net job growth has all
come from small businesses. Small business, in this recession, has
created 70 percent of the jobs. So the health of small businesses is
important to not only small businesses but large businesses, com-
munities, families, and the Nation’s economy.

Mr. Ohlendorf?

STATEMENT OF GREGORY M. OHLENDORF, PRESIDENT AND
CHIEF EXECUTIVE OFFICER, FIRST COMMUNITY BANK AND
TRUST, ON BEHALF OF THE INDEPENDENT COMMUNITY
BANKERS OF AMERICA (ICBA)

Mr. OHLENDORF. Chairman Bachus and members of the com-
mittee, I am Gregory Ohlendorf, president and CEO of First Com-
munity Bank and Trust, a $150 million asset community bank lo-
cated in Beecher, Illinois, Congressman Kinzinger’s district.
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I am pleased to be here today to represent the nearly 5,000 mem-
bers of the Independent Community Bankers of America, and I
thank you for coming to Chicago to hold this hearing. We appre-
ciate your interest in the impact that new regulations have had on
financial institutions, including community banks.

Community banks are the primary source of credit, depository,
and other financial services in thousands of rural areas, small
towns, and suburbs across the Nation. As such, we play an essen-
tial role in the recovery of our national economy.

Regulatory and paperwork requirements impose a dispropor-
tionate burden on community banks which do not have the scale
of larger banks to amortize the expense of compliance.

I will focus my remarks today on the Dodd-Frank Act, the pre-
dominant but not exclusive source of new bank regulation.

This Act was generational legislation and will permanently alter
the landscape for financial services. It’s a mixed outcome for com-
munity banks, providing both punitive and helpful provisions.
Every part of financial services, including every single community
bank, will feel the effects of this new law.

The community bank business model is based on the strength of
our reputation in the small communities we serve and the long-
term customer relationships that we cultivate.

Community banks don’t engage in abusive consumer practices
and did not cause the financial crisis, and we appreciate the sup-
port our industry received to shield us from some of the provisions
designed to respond to this crisis.

Regulation calibrated to large-bank risks and business models
can suffocate smaller banks, curtail the possibility that we need to
offer customized products and services, which is how we compete
against the larger banks, and thereby harm the communities that
we serve.

We reject the notion that regulation must fall equally on all
banks. That is based on the false premise that a community bank
is just like a mega-bank but on a little smaller scale. We differ not
only in size but in our fundamental orientation toward customers
and communities.

ICBA has persistently advocated for tiered regulation of the fi-
nancial service industry.

Among some of the provisions of the Dodd-Frank Act, the new
Consumer Financial Protection Bureau (CFPB) perhaps carries the
most risk for community banks. We are already required to spend
significant resources complying with consumer protection rules.
Every hour I spend in compliance is an hour that could be spent
with a small business owner or a consumer. CFPB rules should not
contribute to this distraction. The CFPB should use its authority
to grant broad relief to community banks where appropriate.

ICBA also strongly supports legislation passed by this committee
and the House, H.R. 1315, to reform the CFPB and make it more
balanced and accountable in its governance and its rule-writing.

Another concern of Dodd-Frank is the new mortgage lending re-
quirements that run the very serious risk of accelerating industry
consolidation, which would create even more systemic risk as well
as higher costs and fewer choices for consumers, particularly in
small communities.
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Statistically, the Risk Retention Requirement Section 941, if
broadly applied, will disadvantage community banks because they
lack access to the increased capital needed to offset risk retention
despite their conservative underwriting. Similarly, enhanced es-
crow requirements for high-cost loans will create a significant cost
for community banks.

We recommend that community banks’ loans held in portfolio be
exempt from this requirement. Lenders have every incentive to pro-
tect the collateral of loans held in their own portfolios.

In representing our members during consideration of Dodd-
Frank, ICBA focused on making the Act workable for community
banks. This meant seeking exemptions where appropriate. It also
meant seizing the opportunity to advocate for long-sought commu-
nity bank priorities that we believe will strengthen community
banks over the long term.

ICBA was a leading advocate for the deposit insurance provisions
of the Act, including the change in the assessment base from do-
mestic deposits to assets (minus tangible equity) which will better
align premiums with a depository’s true risk to the financial sys-
tem, and will save community banks $4.5 billion over the next 3
years.

The Act also contains provisions that would help rein in the too-
big-to-fail banks and the Wall Street firms that imperilled our
economy, including the creation of the Financial Stability Oversight
Council (FSOC) for banks over $50 billion and systemically risky
nonbanks.

My community banker colleagues and I were galled and pro-
foundly angered when we read last week’s Bloomberg Report on
the Federal Reserve’s secret $7.77 trillion bailout. Borrowing at a
cost as low as one basis point, the largest, riskiest firms turned a
profit of some $13 billion. There must be no repeating of these
events.

In closing, I would like to note that the legislative ideas high-
lighted in my written testimony are included in the Communities
First Act or CFA, H.R. 1697, which has 61 bill sponsors: 40 Repub-
licans; and 21 Democrats. CFA also has the strong support of 37
State banking associations.

In addition to proposed changes to Dodd-Frank, CFA includes
other regulatory and tax relief provisions for community banks.

Thank you again for the opportunity to testify today. Legislation
of the breadth and ambition of Dodd-Frank will generally need
modification.

We look forward to working with this committee to improve the
law and to assure that it is implemented in a way that will impose
the least burden on community banks.

Thank you.

[The prepared statement of Mr. Ohlendorf can be found on page
51 of the appendix.]

Chairman BacHUS. Thank you for your testimony.

Mr. Bates?
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STATEMENT OF WILLIAM BATES, JR., EXECUTIVE VICE PRESI-
DENT AND GENERAL COUNSEL, SEAWAY BANK AND TRUST
COMPANY, ON BEHALF OF THE NATIONAL BANKERS ASSO-
CIATION

Mr. BATES. Good morning, Chairman Bachus, and members of
the committee.

My name is William Bates, Junior. I am the executive vice presi-
dent and general counsel of Seaway Bank and Trust Company in
Chicago, Illinois. We are a $621 million commercial bank with 11
offices and 315 employees. We are a member of the Illinois Bankers
Association. We serve the Chicago area, and we also have a branch
in Milwaukee, Wisconsin.

Thank you for convening this important hearing in Illinois. I ap-
preciate the opportunity to present my views about the current reg-
ulatory environment on behalf of the National Bankers Association.

Our members include banks owned by African Americans, Native
Americans, Hispanic Americans, Asian Americans, and women lo-
cated in 21 States, including Illinois and the District of Columbia.

Our member banks, with a few exceptions, serve distressed com-
munities plagued by many social and economic problems. Our insti-
tutions are deeply committed to providing employment opportuni-
ties, entrepreneurial capital, and economic revitalization in neigh-
borhoods which often have little or no access to financial services,
however, all of the costs, complexities, and time associated with
monitoring, managing, and complying with the current regulatory
landscape are handicapping most banks’ ability to do what they do
best: Serve customers, our local communities, and many local orga-
nizations which rely on banks for help.

Each new rule puts an additional strain on our staffs, and for
many community banks, it is becoming a nearly insurmountable
burden.

When you add to this the more than two dozen proposals estab-
lished under Dodd-Frank for a whole new class of regulation most-
ly to be issued by yet another regulator combined with the uncer-
tainty and legal risks, it is plain to see how difficult it can be to
achieve the right balance between satisfying loan demands and
regulatory demands.

At Seaway, we have seen a significant increase in costs in order
to meet regulatory compliance demands over the last several years.
We currently have three people who spend all of their time on the
Bank Secrecy Act, anti-money laundering, and overall regulatory
compliance, and at least three more individuals who spend up to
25 percent of their time on regulatory compliance, not to mention
the individuals throughout the bank who serve on our Compliance
Committee.

The expenditures that our bank has incurred for regulatory com-
pliance take away from the resources that can be directly applied
to serving the bank’s community. Each new regulation or change
in an existing one adds another layer of complexity and cost of
doing business.

Without quick and bold action to relieve some of the regulatory
burden, there will be a contraction of the banking industry with
banks disappearing from communities over the next few years.
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Each bank that disappears from the community makes that com-
munity poorer.

What can Congress do? We urge you and other Members of Con-
gress to make sure that our regulators are measuring the cumu-
lative effect of all of the rules, current and future, with which tra-
ditional banks must comply.

It is critical that the perceived benefits of each rule be weighed
against this ultimate cost to a bank’s customers, including the cost
that it adds to a particular product or service as well as its impact
on the availability of and access to those products and services.

In addition, because bank regulators have expertise in balancing
the safety and soundness of banking operations with the need to
protect customers, we hope that our primary regulators will have
a more meaningful role in writing rules for the Consumer Financial
Protection Bureau.

Members of the National Bankers Association, along with the en-
tire banking industry, are working to do their best to provide the
necessary financial services and credit to the thousands of con-
sumers and small businesses who need it, and we are working ex-
haustively with those businesses who are struggling in our commu-
nities, however, we need Congress’ help. We want to work with you
and our Members of Congress to restore the economic viability of
our local communities.

Again, thank you for the opportunity to hear our views about the
current regulatory compliance environment and its impact on Illi-
nois and our communities. Thank you.

[The prepared statement of Mr. Bates can be found on page 44
of the appendix.]

Chairman BACHUS. Thank you.

We have heard about a lot of rules and that the benefits are cer-
tainly outweighed by the cost to especially bank customers, and we
will continue to focus on that.

Also, you mentioned your ability to customize products for your
customers. That’s obviously very important and something that we
also are concerned with, that these will restrict your ability to meet
their needs in a way that best suits them.

Now, we will hear from Mr. Jim Roolf, chairman of the Illinois
Bankers Association.

STATEMENT OF JAMES M. ROOLF, CHAIRMAN, ILLINOIS
BANKERS ASSOCIATION (IBA)

Mr. RooLF. Thank you, Chairman Bachus, members of the com-
mittee, and other members of the Illinois delegation.

My name is Jim Roolf, and I am president of First Midwest
Bank, Joliet Banking Center, which is part of an $8.4 billion bank-
ing organization headquartered in Itasca, Illinois.

It’s my privilege to be here this morning as chairman of the Illi-
nois Bankers Association, an organization that represents 325
banks and savings institutions of all sizes across our State.

I would like to start by thanking you for holding this very impor-
tant and historic meeting in Illinois on the subject of regulatory
burden and for giving me the opportunity to present the views of
the IBA concerning the considerable challenges that our members,
banks of all sizes, are facing.
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The banking industry is indispensable, and the health and the
strength of it and the economic strength of our communities are
closely interwoven.

Illinois is home to more banks and savings institutions than any
State in the Nation. There are 636 FDIC-insured banks and
thrifts—584 are headquartered in Illinois, and they represent $341
billion in assets and $276 billion in deposits.

It’s a well-known fact that when a bank establishes its roots in
a local community, that community thrives. In fact, over 575 Illi-
nois banks have been in business for more than 50 years, and the
vast majority of them have been in operation for more than 100
years. Hopefully, they will have the opportunity to continue to stay
in business.

As chairman of the IBA, I have traveled 2,000 miles in the last
few weeks to meet with bankers throughout Illinois, and their mes-
sage was strong and consistent about the negative impact the over-
whelming regulatory burden and escalating compliance costs are
having on their businesses and their ability to serve their cus-
tomers, causing them to question their long-term viability.

Last year, the Illinois Bankers conducted a survey, and the infor-
mation gleaned from it was simply startling. More than 160 survey
respondents said that in addition to compliance costs and the re-
quirement to retain more and more capital and earnings in lieu of
lending, they are likely to consider a merger or a sale of their bank,
and this will have a significant negative impact on communities
throughout our State.

As prudential regulators and the Consumer Financial Protection
Bureau attempt to streamline existing rules and develop new ones
to implement Dodd-Frank, we urge you and all Members of Con-
gress to hold all regulators accountable to determine those costs.
Those costs of compliance are significant.

We hope Congress will exercise prudent oversight over CFPB as
they start to implement the rules, and we urge you to make sure
that they replace layers of regulation as is intended and not simply
add new layers of regulation.

We also want to express our strong support for two bills that are
pending in Congress: H.R. 3461, which seeks to address some of
the examination environment and more precise and understand-
able classification standards for commercial loans, an expedited
and independent appeals process, as well as an independent om-
budsman to ensure consistency in the examination process.

Also, H.R. 1697 and Senate Bill 1600 would provide banks with
some needed regulatory and tax and other of many compliance re-
quirements that disproportionately burden community banks.

In closing, Illinois and the rest of the country can simply not af-
ford to have fewer banks. Our communities depend on banks every
day. The banks and thrifts that are doing the business in Illinois
employ over 95,000 people and have significant local impact. In
other words, they are businesses, too.

Bankers are community leaders. Bankers provide leadership to
countless local and regional organizations and activities that are
essential to the vitality of the communities we serve. And lastly,
banks create jobs.
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Directly or indirectly, we all know that small business lending
plays a vital role in the economic vitality and the recovery by pro-
viding and supplying capital that fuels the desperately-needed job
creation and growth in communities across this State and indeed
the Nation.

Illinois bankers are committed to help restore our economy
through lending and job creation, and we know Congress is com-
mitted to doing the same.

Thank you again for coming to Illinois and listening to us, and
we look forward to working with all of you to achieve our mutual
objectives. Thank you.

[The prepared statement of Mr. Roolf can be found on page 67
of the appendix.]

Chairman BACHUS. Thank you, Mr. Roolf.

Congresswoman Biggert and I would like all the bankers to know
that Chairman Roolf has been to visit us in Washington, he has
visited with us here, and he requested that we hold a hearing in
Illinois and pointed out many of the things about the Illinois bank-
ing community that you covered in your opening statement and
some things we didn’t realize.

There are States where there was a housing bubble, or cir-
cumstances in which underwriting standards were too lax, but Illi-
nois was, I think, probably one of the best examples of a banking
community that did things right and was the victim of others’
missteps, and much of Dodd-Frank is addressed to problems or so-
lutions to problems which your banks didn’t have, and so I think
it gives some valuable insight.

We appreciate your efforts on behalf of Illinois banks. It will
make all of our banks throughout the country stronger if we come
here where you were doing things right before the recession.

At this time, Mr. Renn is recognized.

STATEMENT OF JAMES J. RENN, PRESIDENT AND CHIEF EXEC-
UTIVE OFFICER, LISLE SAVINGS BANK, ON BEHALF OF THE
ILLINOIS LEAGUE OF FINANCIAL INSTITUTIONS

Mr. RENN. Chairman Bachus, members of the House Financial
Services Committee, and members of the Illinois delegation, thank
you for holding a field hearing this morning and allowing me to
testify today.

My name is James J. Renn, and I am the chief executive officer
of Lisle Savings Bank in Lisle, Illinois. We are a two-office mutual
savings bank with $544 million in assets with capital just under
$90 million. We were founded in 1917.

I am also the immediate past chair of the Illinois League of Fi-
nancial Institutions, which is a statewide trade association that
serves State savings and community banking institutions.

The league was founded in 1880, and its purpose is to serve the
Illinois financial institutions’ business and public interests by fos-
tering thrift in homeownership and by sustaining and promoting
the legislative, regulatory, and business interests of its members.

I believe the focus and culture of our bank is very representative
of most of the Illinois League members, and it’s visually reinforced
by viewing our Web site, lislebank.com. On our home page, you see
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our motto: “Every person counts.” Our welcome mat is out for all
local residents regardless of their income level or account balance.

There is also a CEO message for our customers to read explain-
ing the differences among investment banks, national or regional
institutions, and community banks like ours.

Among other statistics, it states the medium-size bank employs
37 people, has $154 million in assets; 3,000 banks have fewer than
30 employees.

Like other small community banks, we believe in developing and
maintaining long-term relationships with customers. One out of
every three banks has serviced a local community for more than
100 years.

Personally, I have been with our bank for 40 out of its 94 years
in business, and I have seen many changes over that course of
time. The most recent and dramatic changes, however, have taken
place in just the past few years.

We do have a plain vanilla business plan to gather local deposits
and portfolio single-family home loans in our market area, yet each
year, we feel unduly paralyzed by the time spent on compliance
and regulatory monitoring.

In today’s environment, we believe the objective of determining
whether a bank is a threat to the FDIC insurance fund has evolved
into micromanaging a private business.

It’s also disheartening knowing that banks such as ours were not
the cause of the housing crisis, yet we are saddled with the per-
ceived remedies.

We currently have 43 policies that require annual board ap-
proval. While there may not be a legal mandate of a one-size-fits-
all approach to regulations and examinations, the policies and pro-
cedures of the very largest banks eventually become the best prac-
tices for the rest of us.

We are struggling with the dichotomy of executing a Home Depot
business plan while really trying to be a small town hardware
store.

For years, there was a calm, business-as-usual environment at
Lisle Savings Bank during safety and soundness compliance and
CRA exams, then loan delinquencies, and foreclosures in real es-
tate demanded our full attention.

In 2009, we were told our compliance management system was
lacking because we didn’t have a full-time compliance officer. So
during the compliance exam, we proactively asked one of our
younger management trainees if he would be interested in learning
the ins and outs of compliance and assume that responsibility on
a full-time basis. He accepted the offer, as he knew promoting from
within had always been our preferred practice.

After spending nearly $100,000 on both training and independent
compliance consulting services over a 12-month period, we saw that
the promote-from-within concept was not going to work in this in-
stance. The learning curve was too steep, and our compliance offi-
cer gave notice of his resignation, deciding the banking industry
and serving in compliance were not for him.

For the very first time, we were in the market to hire an officer
from another bank. After six interviews, we learned that the cost
of meeting the demands of the very experienced compliance appli-
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cants would make our compliance officer the sixth-highest-paid per-
son at the bank.

I hope our pervasive concern with compliance and decision-mak-
ing under the auspices of what will the examiner say can eventu-
ally become secondary to providing the best possible customer serv-
ice and pursuing growth strategies.

The increased regulatory burden and interpretations offered dur-
ing exams result in overwhelming input to our bank’s compliance
team which really consists of the supervisors of customer service
departments.

Compliance expense, excluding salaries, auditing, and training
expenses was $80,000 in 2008, and grew steadily to $140,000 in
2011. These costs are severely, severely understated if we’re to in-
clude the salary expense and allocate overall employee time to reg-
ulatory duties. The cost of Dodd-Frank is, as you know, really un-
known.

Thank you again for the opportunity to testify here this morning,
and please know that your work on behalf of the Nation is greatly
appreciated.

[The prepared statement of Mr. Renn can be found on page 63
of the appendix.]

Chairman BACHUS. Thank you.

D;d you ever hire a compliance officer, or you just couldn’t find
one’

Mr. RENN. Our bank is similar to many smaller institutions in
that people wear several hats, some certainly more than others,
and we had a compliance officer for 15 years but doing IT, human
resource work, but we had never had any compliance issues, and
all of a sudden, in 2009, the work that he had done in the past ap-
parently was not satisfactory.

Chairman BAcHUS. All right. We had some testimony about the
young man promoted within the bank, and we’re hearing that more
and more, people having to go outside their counties and their
States to hire consultants.

Mr. Schmitt?

STATEMENT OF JOHN SCHMITT, PRESIDENT AND CHIEF EX-
ECUTIVE OFFICER, NAPERVILLE AREA CHAMBER OF COM-
MERCE

Mr. ScHMITT. Chairman Bachus, distinguished members of the
Financial Services Committee, and members of the Illinois delega-
tion, thank you for the opportunity to speak with you today.

My name is John Schmitt, and I am the president and CEO of
the Naperville Area Chamber of Commerce, a regional chamber in
the Western Suburbs of Chicago.

Your time is valuable, and I know that you might ask questions
of the witnesses today, so I would like to read an abbreviated state-
ment that we have prepared.

The Naperville Area Chamber of Commerce is proud to have ap-
proximately 1,400 members of every size and sector. On behalf of
all of our members, thank you for holding this field hearing and
studying how recent legislation and regulatory changes are affect-
ing the availability of credit for businesses.
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Today, I am here to provide you with an update from the busi-
ness community and to explain the environment small businesses
are operating in, and the general themes we hear from our mem-
bers about the availability and accessibility of credit.

Our Chamber firmly supports sound consumer protection regula-
tions. Our national economy and global economy are still struggling
to recover from the depths of one of the worst meltdowns in the
history of civilized society.

Small businesses are the majority of our membership, and busi-
nesses in America have been hurt mightily during this recession,
so while today we are discussing what changes can be made to im-
prove the accessibility of credit, I think it is important to remember
just where we have come from.

The recession and its aftermath decimated the small business
community. Small businesses are reeling from soft consumer de-
mand, lowered home values, a difficult economic climate, and dif-
ficulty maintaining and obtaining credit. The culminant result of
this is existing businesses have been pushed to the brink, and
many have had to close.

For reference, we recently completed a review and estimated that
since January of 2008, 300 businesses that were members of the
Chamber have closed and gone out of business.

New businesses are finding it difficult to get started. While small
business is inherently a risky enterprise during the good times, the
recession and the resulting softness of our economic climate has
been a toxic mix for too many entrepreneurs.

While there is a need to save those too-big-to-fail institutions for
the safety and soundness of America and the global economy and
the financial system, today, it is the small businesses, the smaller
institutions, and the American people who are paying the price to
restore the financial system to health.

I don’t know if regulators understand the perils and the risks of
having tunnel vision on their quest to ensure that the mistakes of
the past aren’t repeated and are having on the business commu-
nity.

The Chamber doesn’t fault them for this. It is the job of the regu-
latory community to regulate and prevent too much leverage from
threatening the financial system, but we hope that they are hear-
ing from you, our elected officials, on the importance of enabling
banks to lend to small businesses and start-up firms.

Loans to small businesses didn’t cause our economic meltdown,
but it seems that our natural reaction to the financial collapse and
the past abuses may be hampering our ability to recover by making
it too difficult for small businesses to obtain credit.

Unfortunately, I'm afraid that we are just at the beginning of a
long and difficult struggle for small businesses to obtain the credit
they need to stay open and expand their operations, hire additional
workers, and invest in America’s communities.

I say this because we repeatedly hear that business owners are
spending more and more of their time working on obtaining credit
rather than running their businesses and working on actually
growing the businesses.

One of the most puzzling and disheartening stories we repeatedly
hear at the Chamber is a bank turning away or revoking credit
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from a long-standing and long-established customer. Often with
very little communication, small businesses are told that their ex-
isting arrangements must be reworked and will not be renewed or
that a business must infuse a significant amount of capital and get
the loan renewed.

For a small business, this results in a frantic and difficult chase
to secure financing. This is a distraction from running their busi-
ness and weighs heavily on the decision to hire additional workers.

At this point, I would ask permission to add in the following
anecdotes to the record. I would like to ask permission in refrain-
ing from using business names or organizations that are seeking a
loan.

The Chamber isn’t passing judgment on why their experiences
turned out as they did. I just want to provide you with some exam-
ples of what we have heard and what is important to note and
what we have heard from several organizations that responded to
problems accessing credit. Generally, they’re our long-established
organizations, and the vast majority of our negative experiences
come from businesses in the start-up phase of their business.

On Main Street and in general, the business community has seen
a change in banking relationships. There is a new party in the
transition, and it is the banking regulator. Often, businesses seek-
ing loans are told about this mysterious party, and often, bad news
is delivered in the name of the regulator.

Our Chamber is pleased provide meeting space and other assist-
ance to the Fox Valley Score chapter. Every week, the volunteers
of Score meet with individuals seeking the American dream, to
start a business. Before the recession, generally, the advice focused
on a need to develop a business plan and to submit it to the bank.
Now, however, many of these entrepreneurs struggle to find avail-
able credit for their concept.

A Score counselor recently told me that they were advising cli-
ents to seek access to private capital in lieu of traditional courses
of bringing their business plan to the bank.

That is not to say that every person who thinks of starting a
business is taking this path, but I think it speaks volumes to the
challenges facing new businesses.

Another very successful retail start-up contacted us about the
testimony today. This business owner has a great retail concept
and has been doing very well since they opened their business a
year ago. As they have pursued a loan to expand, they have been
repeatedly denied. They have been told it is because they don’t
have a three-year track record. This is why they put hundreds of
thousands of dollars of their savings into the business they
launched. They are growing increasingly frustrated at the inability
to obtain financing.

The retail businesses are risky enterprises, and if we want to fill
the shopping centers, strip malls, and downtowns of America with
the scores of workers we need, we need to have a ready supply of
credit available to entrepreneurs with an idea and a concept.

Another example from our membership I would like to share
with you is a story of one of the Chamber’s Small Business of the
Year winners and one of our Chamber board members. He has
been trying to expand. He has been trying to do exactly what this
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country needs, purchase another business, invest in it, take a new
retail space, and hire additional workers.

After being told by his bank, where he had a long-standing rela-
tionship, that financing would not be possible, this entrepreneur
has spent the past 10 months trying to find someone else who
would step forward to provide the financing. He is awaiting the
final approval from an SBA lender, however, the inability to obtain
financing has delayed the expansion and investment in the busi-
ness.

It is important to remember many small businesses, unlike large
corporations, often rely on all of the above means of financing for
their business. They use and risk their personal credit, their cash,
their home equity loans, their collateral, their credit cards, any-
thing and everything to get their businesses through lean times.

Small businesses, entrepreneurs, and start-up companies’ most
need of credit is to be available and cheap during the lean times.
Small businesses need banks to give them loans when the small
businesses need them, not when it works for the bank’s ratio or
when they have a proven track record.

As I said before, a small business is an inherently risky enter-
prise, but it brings with it the greatest reward possible in the
American dream.

We need a system that can evaluate and review concepts and
new ideas and find ways to quickly and promptly provide an an-
swer.

Our Chamber believes endless and lengthy delays in obtaining
credit are negatively impacting our economic recovery.

We hope these examples today echo what you have heard, and
I want to visit with you and your constituents so it leads the com-
mittee toward taking action making it easier for small businesses
to obtain and access credit.

Our economy relies on trial and error, success and failure. We
urge you to keep a close eye on the regulatory and banking system
to make sure that it is not stacked against funding the American
entrepreneur. Our Nation desperately needs this talented group of
people to bring us back to prosperity.

In conclusion, we hope that you continue your efforts to under-
stand why small businesses are finding it difficult to obtain loans.

If at the end of the examination, you feel that the regulatory
community is taking an inappropriate or overly conservative ap-
proach towards the availability of credit to small businesses, we
urge you to use your regulatory and oversight authority towards
making changes that will increase the lending and availability of
loans to the budding local entrepreneurs and small businesses.

Thank you for the opportunity to speak to you today. I'll be
happy to respond to any questions that you might have.

[The prepared statement of Mr. Schmitt can be found on page 74
of the appendix.]

Chairman BACHUS. I'm wondering whether the entrepreneurs
who started Apple or Google or Facebook would have gotten a loan
for those risky endeavors?

Mr. ScHMITT. That’s an interesting question.

Chairman BACHUS. Thank you.

Mrs. Dory Rand, Woodstock Institute.
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STATEMENT OF DORY RAND, PRESIDENT, WOODSTOCK
INSTITUTE

Ms. RAND. Good morning. I'm Dory Rand, president of Woodstock
Institute.

Mr. Chairman, members of the committee, and other Members,
thank you for inviting me here to share my perspective with you
today on regulatory reform.

My perspective is based on working with lower-wealth people
and consumers at Woodstock Institute, and as an attorney at non-
profits in Chicago for over 20 years. I also served on the Federal
Reserve Board’s Consumer Advisory Council for the last 2 years,
and I have served as a member of the Board of Directors of the Na-
tional Community Reinvestment Coalition.

Woodstock Institute’s mission is to create a just financial system
in which everyone, including lower-wealth consumers and commu-
nities of color, can create economic security and community pros-
perity. We do this by doing research and policy development on fair
lending, wealth creation, and financial reform issues at the local,
State, and national levels. We work closely with other groups that
provide direct services such as housing counseling, legal services,
and other services to consumers.

While I'm sometimes critical of particular financial institution
products and practices, I do have a history of partnering with
banks of all sizes and credit unions, regulators, and other commu-
nity members to develop services, products, and programs that
serve the needs of underserved consumers and communities.

Representatives of banks and credit unions have served, and do
serve, on my Board of Directors, and many financial institutions
i:lontribute to Woodstock Institute, including some on the panel

ere.

Our research has documented the negative impacts of high-cost,
high-risk financial products and the deregulation we had that led
to this crisis. We know from this research that the negative im-
pacts—high debt, foreclosures, and neighborhood blight—damaged
credit scores, caused bankruptcies, and affected broad segments of
the community, but they are disproportionately concentrated
among lower-wealth consumers: women; communities of color; serv-
ice members; and older persons.

The negative impacts of the risky mortgage products that precip-
itated the foreclosure crisis, often sold through non-depository insti-
tutions beyond the purview of the Federal prudential regulators,
extend far beyond those consumers who directly obtained loans.

The negative impact affects innocent victims including nearby
homeowners, small businesses in communities that lost equity, con-
sumers, customers, access to credit, jobs, and local tax revenue.

Moreover, our local governments have incurred additional ex-
penses for inspections, legal notices, code enforcement, and pro-
tecting vacant and abandoned properties.

Woodstock Institute’s reports about these negative impacts on
consumers and communities have been used to develop better evi-
dence-based policies to protect consumers and communities. For ex-
ample, our reports were used by the Illinois General Assembly to
adopt payday loan reforms, by banks and Federal regulators to
change tax refund anticipation loan policies, and by the City of
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Chicago to pass an ordinance holding mortgage servicers account-
able for maintaining vacant properties.

We believe that the Dodd-Frank Wall Street Reform Consumer
Protection Act of 2010 contains important provisions and tools that
will address many of the problems that led to the current fore-
closure and economic crisis and will make our financial system
more effective, transparent, and fair for consumers, small busi-
nesses, and financial institutions. One of the key provisions re-
quires additional oversight of financial institutions that pose sys-
temic risk to our economy so that we do not again have to use tax-
payer funds to bail out too-big-to-fail institutions.

Another key provision of the Dodd-Frank Act is the creation of
the Consumer Financial Protection Bureau, the CFPB. Among
other things, the CFPB consolidates functions that were formerly
spread out among several Federal agencies and levels the playing
field so that similar financial products will be governed by similar
rules regardless of the type of financial institution providing the
product.

The CFPB also has authority to conduct research, field consumer
complaints, and develop new disclosure requirements so that con-
sumers can better understand financial products and make wise
decisions in a competitive marketplace.

The CFPB is already doing a good job of using its authority to
collect consumer complaints regarding credit cards, for example, to
collect public input and draft new forms for disclosures regarding
mortgage loans and to collect input on streamlining rules and pos-
sibly eliminating rules, as Representative Dold suggested may be
needed.

The CFPB has also conducted extensive outreach to industry,
consumer advocates, and others requesting comments on how to de-
fine “larger market participants” that will be subject to its author-
ity.

As you know, many CFPB functions cannot be fully implemented
until the Senate confirms a Director. These functions include pro-
hibiting unfair and deceptive acts, writing rules related to model
credit disclosure forms, defining larger non-depository institutions,
and examining and enforcing laws against non-depository institu-
tions such as mortgage brokers, payday lenders, student loan pro-
viders, and others.

We hope that the Senate will act quickly to confirm the Presi-
dent’s nominee so that this important work can move forward.

We believe Illinois residents are among those hardest hit by the
foreclosure and economic crisis, and we need the Dodd-Frank Act
and the CFPB to lessen the risk of future financial crises and to
establish a safer and more accountable financial system that works
for everyone.

I ask that Members of Congress refrain from weakening this law
and agency and instead give them time to be fully implemented,
and I look forward to working with you on these issues. Thank you.

[The prepared statement of Ms. Rand can be found on page 61
of the appendix.]

Chairman BACHUS. Thank you.

Mr. Palmer?
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STATEMENT OF BOB PALMER, POLICY DIRECTOR, HOUSING
ACTION ILLINOIS

Mr. PALMER. Mr. Chairman, and members of the committee,
thank you for inviting me to testify. My name is Bob Palmer, and
I'm a policy Director for Housing Action Illinois.

Housing Action Illinois is a statewide coalition formed to protect
and expand the availability of quality affordable housing through-
out the State.

One of our programs is to provide training and technical assist-
ance to HUD-certified housing counseling agencies such as the
DuPage Homeownership Center, the Interfaith Housing Center for
the Northern Suburbs, and the Rockford Area Housing Coalition
represented by some of the Members of Congress here today. Un-
fortunately, this work is far from done.

Recent data released on the foreclosure crisis showed that more
than 46 percent of all single-family homes with a mortgage in the
Chicago area were underwater in this year’s third quarter, far
more than the Nation as a whole.

Nationally, 28.6 percent of homes with mortgages were under-
water at the end of September, and 43.4 percent of all homes sold
in the Chicago area in the third quarter sold for a loss compared
to 34.4 percent nationally.

A new report from the Center for Responsible Lending, that I go
into some detail about in my written testimony, shows that we're
not even halfway through the foreclosure crisis. And this report
also shows that some of the troubling mortgage products that Dory
cited in her testimony are very much strongly linked with higher
foreclosure rates.

We know that the ephemeral question that there’s still no agree-
ment on is whether the foreclosure crisis was a result of too much
or too little regulation.

Many people have tried to blame the Community Reinvestment
Act for the crisis, but a February 2009 Federal Reserve Board
study showed that 94 percent of the high-cost subprime loans sold
nationwide in 2006 were issued by lenders who were not covered
by the Community Reinvestment Act.

We believe that if the regulatory provisions in the Dodd-Frank
Act had been in place back in 2006, the housing market and the
overall economy would have been much healthier today.

Some of these provisions that have yet to be implemented in-
clude: requiring lenders to ensure a borrower’s ability to repay; pro-
hibiting unfair lending practices, such as incentives for subprime
loans, that encourage lenders to steer borrowers into more costly
loans; establishing penalties for irresponsible lending; establishing
consumer protection for high-cost mortgages; requiring additional
disclosures for consumers on mortgages; and establishing the Office
of Housing Counseling within HUD.

One part of the Dodd-Frank law that the Consumer Financial
Protection Bureau has already begun to implement is Know Before
You Owe, an effort to combine two federally-required mortgage dis-
closures into a single simpler form that makes the costs and risks
of the loan clear and allows consumers to comparison shop. Once
this is completed, this will benefit both consumers and lenders.
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In short, I think the Dodd-Frank Act will provide a more level
playing field between different types of lenders, remove some of the
problematic incentives in the mortgage market that led to the fore-
closure crisis in the first place, and give consumers more tools to
make informed decisions before taking out a mortgage loan.

The experience of HUD-certified housing counseling agencies in
Illinois has been that the overwhelming majority of predatory loans
were made by bigger banks and previously unregulated nonbank
lenders. Moreover, it is the big banks that are generally much
harder for borrowers to work with in case of default.

Before the housing bubble burst, the lack of regulation gave the
big banks and unregulated nonbank lenders unfair competitive ad-
vantages against small and community-based lenders which were
generally much more responsible in their lending.

The Dodd-Frank Act authorizes the Bureau to examine all sizes
of nonbank mortgage companies, payday lenders, and private edu-
cation lenders, however, the Bureau generally will only be able to
supervise larger participants in other markets for consumer finan-
cial products and services, and the Bureau must develop a rule,
which they have yet to do, to define those larger participants.

The Bureau will be able to examine companies which have never
been subject to Federal oversight to ensure that no one is getting
an unfair advantage by breaking the law. This will ultimately cre-
ate more fair competition and more transparent markets for con-
sumers.

We also hope that the Senate will quickly confirm the President’s
nominee to lead the Consumer Financial Protection Bureau so that
this important work can move forward.

[The prepared statement of Mr. Palmer can be found on page 58
of the appendix.]

Chairman BacHUS. Thank you, Mr. Palmer.

How many of you have worked with Mr. Palmer and Ms. Rand?
When talking about the Consumer Protection Financial Bureau,
how many of you—and you, Ms. Rand, have worked with them?

Ms. RAND. Yes, sir. I have been to meetings there, and I have
responded to their requests for published comments on a number
of issues.

Chairman BAacHUS. Mr. Palmer, have you worked with them?

Mr. PALMER. A couple of months ago, representatives from the
Bureau had a roundtable discussion here in Chicago for housing
counselors to find out what was happening, the latest trends in the
market, I believe on the same day that we were making a presen-
tation at the Mortgage Bankers meeting.

Chairman BAcHUS. Have any of the other witnesses been work-
ing with CFPB?

Mr. OHLENDORF. I have been involved in four different meetings
with Professor Warren, who was heading up the agency at that
time and trying to get some input as to what we thought was im-
portant.

One of our members who was in those meetings brought up
mortgage disclosures from his loan which was 35 years ago, and it
was four pieces of paper. When he bought the loan, when he closed
the mortgage on his house with the bank, it was a stack that was
several inches high, so we’re trying to show that some of these bur-
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densome regulations that have come on, if there’s a way of stream-
lining those things and a way to make it more meaningful to the
consumer, I think it would be a positive step.

Chairman BACHUS. One thing that you mentioned was the fore-
closures and the new City law here in Chicago.

Actually, I had talked with the regulators—Fannie Mae, Freddie
Mac, and Mr. DeMarco with FHFA—and, of course, as you know,
Fannie and Freddie are 100 percent owned by the taxpayers, and
Mr. DeMarco believes that law is actually going to cost the tax-
payers a considerable amount of money because of the loans that
Fannie and Freddie made.

It’s my understanding that this new law makes the lienholder of
the first mortgage responsible for maintaining the property; is that
correct?

Mr. ROOLF. Yes, it is.

Ms. RAND. That’s correct, sir.

Chairman BACHUS. And these are abandoned properties?

Ms. RAND. What our research showed was that after the filing
of the foreclosure, the mortgage servicer just abandoned the prop-
erty, didn’t proceed with the foreclosure process, but the residents
had already moved out, and so the properties were causing blight
in the neighborhood and cost to the city, and the servicers weren’t
taking care of that property, they were just walking away from it.

Chairman BAcHUS. Then, was it that they weren’t able to fore-
close or they just refused to foreclose?

Ms. RAND. They chose not to proceed with the foreclosure pro-
ceeding. We don’t know why, but I can only speculate they thought
it was more profitable to them to do that than to proceed with a
foreclosure.

Chairman BACHUS. I can’t imagine how it would be more profit-
able for them to not foreclose.

Ms. RAND. It was happening thousands of times in the City and
causing significant problems to lots of innocent neighbors.

Chairman BACHUS. The interest is to see that the property is
foreclosed as soon as possible and put back on the market, is that—

Ms. RAND. Yes, for those properties that are confirmed as vacant
and abandoned, we support a more rapid court foreclosure process,
but for houses that are occupied by residents, of course, we want
time to try and negotiate a loan modification or a principal reduc-
tion or some other outcome.

Chairman BAcHUS. If it is occupied, that would mean there’s
no—is there an obligation on the lienholder?

Mr. RooLF. Mr. Chairman, if I may, I think we need to make a
distinction between an owner of the property and a lienholder of
the property.

Chairman BAcCHUS. Yes.

Mr. RooLrF. First off, as a lienholder, we cannot go on that prop-
erty until the foreclosure is completed.

We have worked in the past—the bankers have worked in the
past to pass legislation in Springfield that would allow for a supe-
rior lien to be placed by the community if they plowed the snow
and cut the grass and did other things to monitor and make sure
that property stayed intact, if you will.
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I think that’s a big distinction, because the foreclosure process
right now in Illinois averages about 504 days from start to finish,
and that’s a very extensive time.

I can’t speak for all the mortgage servicers who perhaps looked
at a property and suggested that it was simpler for them to walk
away. That’s certainly not what I know bankers to do. We have
worked through this process.

Our biggest concern is that we're in a “damned if we do, damned
if we don’t” situation. If we were going to do something to modify
property based on it being vacant before it’s foreclosed on and we
actually take ownership, the individual who abandoned the prop-
erty could come back and litigate against us.

So, I would look for a balance on that if we could arrive at some-
thing, but my biggest concern is this ordinance will cause the sec-
ondary market to look at Chicago and, say, raise some questions,
do I want to buy mortgages that are made in the City of Chicago
because of this additional situation that has been precipitated by
the ordinance, and that ordinance suggests that we have to be
thinking about a last resort on every credit that we make.

It’s difficult enough to assess the risk. It’s also difficult to suggest
that the values of the properties and people who are underwater
which is very unfortunate, but that’s a market force, that isn’t a
banker force.

I built a home 11 years ago that cost me $240,000 to build.
Today, it’s valued at $250,000 after hitting a high of maybe
$300,000. Do I like that? Absolutely not. Have I walked away from
my responsibility to continue to pay the mortgage that I have? Ab-
solutely not.

Chairman BAcHUS. I would think it would obviously impact com-
munity banks that own the mortgages on these vacant properties.
It’s a cost that I'm not sure how you would make up unless you
charge more for the actual mortgages or even vacated that market.

Mr. OHLENDORF. Mr. Chairman, that is absolutely correct. The
cost of originating, you have to take in all of the risks and expenses
that we could theoretically incur.

I have talked to bankers who, because of talk of this ordinance,
have said that theyre just not going to participate in the market.
Every time you withdraw participants from the market, you obvi-
ously end up with less competition and the opportunity for those
that remain in the market for abusive practices and other things
of that nature.

If we have that loan in the marketplace, we have all the risk in
the world, and walking away and taking zero is not the best alter-
native in most situations, at least in the small community banking
world.

Ms. RAND. Mr. Chairman, I would point out that this ordinance
passed the city council twice unanimously. Between the first time
it passed in July and the second time it passed in October, there
were a lot of discussions with the bankers about some of these con-
cerns and some of the definitions that were negotiated, and then
the ordinance did pass again unanimously in October.

And I think you have to balance these concerns with the impact
on the neighbors and the communities in the city. This was costing
the city $36 million a year, so something had to happen.



24

Chairman BacHUS. Thank you.

Mrs. Biggert?

Mrs. BIGGERT. Thank you, Mr. Chairman. Again, thank you all
for being here.

My question would be for Mr. Bates.

Many bankers have told me that they have no recourse when
they have a dispute with their regulator, in other words, the regu-
lator is the judge, the jury, and the executioner for a dispute or a
disagreement in the bank examination.

Can you tell us more about the current appeals process when the
bank management wishes to appeal the examiner’s findings it feels
are unfairly stringent?

Mr. BATES. The major appeal process—first of all, if there is a
dispute, our primary regulator, which is the FDIC, attempts to re-
solve things in the field before they will even issue an examination
report, however, if you can’t resolve things with the field examiner,
there are steps through the FDIC to follow, and if the dispute re-
mains, there is an ombudsman process that a bank can avail itself
of, however, typically, because of the power that regulators hold,
you do feel as though they hold all the cards.

Mrs. BIGGERT. Is this ombudsman someone from the FDIC?

Mr. BATES. Yes, it’s an FDIC or OCC employee, depending on
whom you’re regulated by.

Mrs. BIGGERT. Would it be better to have an ombudsman who
was independent and wasn’t really with either of those agencies?

Mr. BATES. It would probably be better if they were independent
and separate from the agency, but currently, the process is they do
work for the agencies.

Mrs. BIGGERT. So many times, we have heard that the FDIC, the
Director didn’t know what the field person was doing, in other
words, there was a time where the field person went in and said
that they needed to devalue a loan even though it was performing,
even though there had been no lack of payments. The FDIC over-
sight stated that they would never do that, yet that happened; is
that correct?

Mr. BATES. Yes, there have been instances of that, I'm sure.

Mrs. BIGGERT. Mr. Roolf, thank you for being here. You're very
close to my district, so welcome.

In conversations with other bankers, have you found that the ex-
amination procedures are being applied appropriately?

Mr. RooOLF. I think that’s one of the biggest challenges, Congress-
woman, that it’s thought that the examinations are being basically
performed based on the individuals and not necessarily a consistent
application of the regulations.

When you think of regulations and you think that there’s Reg A
through Reg QQ, and then there are about 15 or 16 other Acts that
all banks are expected to follow, it may be difficult for examiners
to apply that uniformly. That might be a challenge.

I have also heard that when there are those challenges and dis-
agreements, oftentimes, the banker doesn’t even want to engage
the regulator to talk about those differences because of con-
sequences that might come as a result.

They may not be implicit, but somewhere in there, there might
be some retribution that comes as a result of that, and that’s the



25

independence in having someone who could visit with a bank and
visit with a regulator independently to assess the situation. I think
it would be a great way to handle that situation.

Mrs. BIGGERT. Thank you.

And Mr. Schmitt, thank you for being here from my district also.

According to some, they say that the decline in loan activity is
attributable in part to the dearth of qualified buyers, for example,
a recent survey by the Federal Reserve and the National Federa-
tion of Independent Businesses indicates that the loan demand is
generally weak.

How do these surveys compare to your experience and why do
they think the loan activity is down?

Mr. ScHMITT. I think loan demand is lower today than it was a
few years ago because we have gone back to having certain quali-
fications where we didn’t have qualifications before.

Prior to being with the Chamber of Commerce, I was in real es-
tate for over 20 years, and when I started, we had ratios that we
had to adhere to, to be able to sell into the secondary market. We
had to ensure that the loan to value was greater than 80 percent.

Over time, a lot of those things went away, and so there were
more people who came into the market who were able to borrow,
and it created some issues. And now, we have had to go back to
more or less like retro real estate, retro lending back with the rules
and regulations again, but we don’t want to pile too many on there.

Mrs. BIGGERT. I have one more question for Mr. Renn, from
Lisle.

We have heard from many bankers about the additional costs,
and you presented in your testimony how the costs had gone up for
compliance burdens. When do you get to the point where it’s too
expensive for your bank to offer certain products or services?

Mr. RENN. I wouldn’t say it has to do with the cost of the prod-
uct. I think it’s the—I had that analogy of a Home Depot business
plan for a small hardware store.

As I said, I have been there 40 years as well. We have many em-
ployees who have been there a very long time, and I think the
point is that the formality and the structure of how the business
is run is just so much different than it was when—I don’t want to
say when I started, because that does go back some time, but it
seems like it’s more for the benefit of the examiner when they come
in. It’s easier for them to look at the minutes of different commit-
tees.

And all the formality of holding really strategic planning sessions
for different departments has gone into just compliance and people
on a committee because we really—and we had one compliance offi-
cer, and compliance is throughout the bank; there’s no question
about that.

So you're taking really in our case employees who are customer
service people in their respective departments, but because compli-
ance also touches part of their jobs, you have these committee
meetings that last long and with minutes, and you're always prov-
ing up the daily activities of the bank.

An example that I can give—and this is maybe a little bit away
from compliance per se, but more with how the bank is run.
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The examination process of banks, there’s the CAMELS rating
which I presume some of you are familiar with. And 2 years ago,
we had our exam, and the “L” in CAMELS is liquidity, and we
have a two, which is okay. That’s good, but I asked a very common-
sense question: “What do you have to do to get a one?” You're al-
ways asking for some guidance.

And there was a kind of a long pause, and they said, “Actually,
your balance sheet has the characteristics of a one.”

So I said, “So you’re saying that really, how we have managed
the bank, we should have a higher rating than we do?”

And he didn’t answer that directly, but he said, “Your problem
is that you didn’t have minutes of your Asset and Liability Com-
mittee, and you didn’t stress that’s your portfolio” which is some-
thing else.

But what’s interesting, when I started, there were only 12 em-
ployees; we have 65 now, and so that answer was like you achieved
the results, but you didn’t prove how you got there, so the results
don’t matter, but proving that you got there counts.

The following year, we had an exam, and I asked that question
again, because we did the things that they had asked, and so the
response was, “You're still a two.”

Mrs. BIGGERT. Thank you.

If I may, Mr. Chairman, I would ask to submit for the record
statements from Michael Steelman, chairman and CEO of Farmers
& Merchants State Bank of Bushnell, Illinois, and Peter Haleas of
Bridgeview Bank & Trust of Bridgeview, Illinois, and the state-
ments submitted by the Bolingbrook Area Chamber of Commerce.

Chairman BACHUS. And they’re here in the audience?

Mrs. BIGGERT. Yes.

Chairman BACHUS. Would each of you gentlemen stand up?
Thank you.

Mr. Manzullo?

Mr. MANZULLO. Thank you. I appreciate your coming here.

Mr. Ohlendorf, what did your bank do to bring about this crisis
in finance and home mortgage?

Mr. OHLENDORF. Honestly, very little. Unfortunately, we were
just kind of participating like a community bank for 95 years has
participated, and something happened, and I'm not sure what.

Mr. MANZULLO. Mr. Bates, what did you do wrong?

Mr. BATES. Absolutely nothing.

Mr. MANZULLO. Mr. Roolf?

Mr. RooLF. Nothing.

Mr. MaNzULLO. Mr. Renn?

Mr. RENN. Nothing.

Mr. MANZULLO. I closed over a thousand loans, I brokered at a
couple of banks and even before RESPA when you had the three
pages like that, and when you go to a closing nowadays, people
don’t read them. You can’t. If you don’t sign them, you don’t get
the house.

So now we have more and more regulations including appraisers
going out, doing RESPA for years, MERS came along, and we
fought that like crazy because with the electronic recorder of the
mortgages, you can no longer track who owned the note to the
county offices on it.
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And as I see what’s going on here, the Federal Reserve has al-
ways had the authority to govern underwriting standards and doc-
uments to the extent it has authority over banks, and it wasn’t
until 2 years ago that the Federal Reserve actually came up with
a rule requiring written proof of a person’s earnings before a per-
son could borrow.

The GSEs either as to the loans they would collateralize and sell
to the secondary market or hold in their own portfolio have always
had the authority. They have underwriting standards to the loans
that they would accept. What did they do? They did nothing be-
cause housing went from a privilege to a right, then it became an
entitlement, and at that point, all the standards fell.

And so here we are with this biggest mortgage collapse going on
because somebody didn’t use any common sense out there, and the
people who did not cause the problem are now—many of them are
sitting before us saying, “You have to do something.”

We had a hearing, Mr. Chairman, I think it was last week, with
the acting Director of the Consumer Financial Protection Board,
and he said they’re examining over 10,000 transactions as to which
they’re trying to determine whether or not they have authority.

This is outrageous, but I would like to, Mr. Ohlendorf, ask you
another question.

I come from Northern Illinois, North Central Illinois, and I'm im-
pressed with the force of bankers here, and I am very, very dis-
turbed on Page 4 of your testimony when you talk about the quali-
fied residential mortgage and because regulations are written in-
correctly and then the Farm Credit System, the direct lenders can
come in and actually threaten to take away your business. Could
you expand on that?

Mr. OHLENDORF. I'm concerned about several of the new mort-
gage rules and the definitions of what they’re going to be.

In a community bank, it’s easy to understand a 30-year plain va-
nilla mortgage, and I wish everyone would qualify for one, but it
just isn’t the truth.

If you’re in rural areas like we are, all our homes aren’t cookie
cutter subdivisions where all of them look alike and they all follow
the same rules. We have people with horses and a barn and other
things like that, and so we make balloon loans which are just a
way that we can portfolio that, hold the interest rate exposure risk
to 5 years, and then refinance the product as 5 years roll along.

They’re starting to define disqualified residential mortgage and
unqualified mortgage and what these terms will be and what the
safe harbors will be. And our significant concern is as they define
these terms, if they're defining them too stringently, what’s going
to happen is a lot of the loans that we as community bankers have
made and the portfolio, which means we have the entire risk, the
credit is on our balance sheet. If this loan fails, it’s ours.

And then you tie the mortgage escrow requirements in on high-
cost loans and the way some of those indices were set which were
set many, many years ago with interest rates as low as the Fed
had allowed them to drop were triggering on very normally-priced
loans triggering into high-cost mortgage loan territory, and so now
I'm saying to my customer, “In order to give you this loan, we have
to escrow your taxes.”
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And we have had these customers for 10, 15, 20 years, and we
have managed their finances quite nicely, thank you, and we have
managed their escrow, and now we look at them and say in es-
sence, what we’re saying is, “We don’t trust you enough anymore
to handle it on your own, we now have to add another layer of bu-
reaucracy.”

That’s always very, very expensive to offer. A lot of community
banks aren’t in that business because it is complex, it is cum-
bersome, and now I'm telling my consumer that, “We really don’t
trust you anymore.”

So what happens with all of these rules and regulations is that
the type of loans that we make, we have been creative, we have
helped people with unusual circumstances and situations become
very successful, and now, because theyre not cookie cutter and
they don’t follow what maybe the definitions turn out to be, all of
a sudden, some of those loans we're going to have a very difficult
time doing.

And again, I have heard bankers say, “We just may not be in
that business anymore, we’re running out of businesses to be in.”

Mr. Schmitt, you have a unique background, having come from
the real estate industry. Why did these standards slip, why did the
normal loan-to-value ratio and the amount of downpayment? What
happened?

Mr. ScHMITT. I don’t know exactly what happened totally. It
might have been a little bit higher than my pay grade at the time,
but I was always told that the loans had to be certain specifications
and certain standards so that they could be sold onto the secondary
market, and so they basically had to be cloned. Okay?

Then I believe they had the ability and the secondary market
began to buy them when they weren’t necessarily cloned and
weren’t all the same, and it had to be greed.

We used to insure anything more than 80 percent financing.
Where it really got kind of absurd is when you would have an 80
percent mortgage, a 10 percent mortgage, another 10 percent mort-
gage, and then can get a line of credit as you walk out the door
of the closing and be underwater.

Mr. MANZULLO. During the height of the real estate heyday,
about 25 percent of the mortgages were collateralized with the
GSEs, and now, it’s about 95 percent, but the GSEs had the au-
thority at that time to insist upon strict underwriting standards.

We have been looking at these all day in the subprime mort-
gages; am I correct? You would know that. That’s a matter of law.

Mr. ScHMITT. Yes, I don’t know why it happened except, as you
said, it went from a privilege up to almost an entitlement.

Mr. MaNzULLO. Thank you.

Chairman BAacHUS. Mr. Dold?

Mr. DorLp. Thank you, Mr. Chairman. I appreciate it. Again,
thank you so much for taking your time to be with us today.

I have had an opportunity to talk to a number of financial insti-
tutions, and many bankers have actually had the opportunity to
talk with me and my staff about the disproportionate impact of the
increasing regulations that are out there, and I'll go back to my
earlier premise.
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We need regulations. We want them to be smart regulations, we
want them to be focused. We just don’t want more of them just to
have them.

Can you talk to me a little bit about how Dodd-Frank—and
again, when we look at the rules and regulations that are out
there, there are an enormous number of rules that have yet to even
be written, and the uncertainty that’s out there that’s being placed
not only on the financial institutions but on those that are looking
to try to comply, can you give me some sort of an indication of how
that’s impacting your business right now in terms of the small fi-
nancial institutions in Illinois?

I guess we’ll go more on this side.

Mr. RoorF. If I may?

Mr. DoLD. Sure.

Mr. RoorF. I talked to a few bankers and I asked them to give
me some live examples. And this happens to come from a bank in
New Lenox, Illinois, a small community bank that was started
about 6 years ago, and they’re a $125 million bank with 24 employ-
ees, and their annual cost right now is about $200,000 a year and
growing. That’s a very significant, significant cost to put on a bank
of that size.

And I think when you recall I mentioned Regulations A through
QQ, any one of those regulations is probably appropriately defined
and put in place, but when you start looking at the cumulative im-
pact that all of those are having, a bank that’s $125 million trying
to comply with the same rules and regulations as someone that
might have 400 people in their compliance division is just some-
thing that I think you’re going to cause banks like this to look at
their organization and say, at what point have we spent so much
money on compliance to a point where we can’t return on invest-
ment to their local investors.

When you talk about these small community banks, their inves-
tors are the hardware store guy, the barber, the doctor, the dentist.
They’re people in the community who invested in their own com-
munity, and thus, this bank plays a very intricate role in it.

And I think that’s the concern, because there are, as I mentioned
earlier, 584 banks that are headquartered in this State. They're in
communities as small as 700 or 800 people. If you take that bank
and continue to layer on this regulation, their survival is indeed in
question.

Mr. MANZULLO. Any one of you can jump in also.

Mr. OHLENDORF. Congressman, we understand as well, as you
stated in your premise, that regulation is part of our business and
it’s certainly required for many things. We get that, but it is akin
to treating a patient with cancer. We don’t go in and kill the body
because that would get rid of the cancer. We go in and try to sur-
gically take out as little as we can and treat the area around it and
then move on.

And unfortunately, these regulations, especially if we have come
down because of the mortgages and because some of the too-big-to-
fail institutions, we all get blanketed with the solution, and we’re
looking for the opportunity to tier out the folks who didn’t do the
wrong thing.
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You have all said, and we appreciate that you're understanding,
that the community banks didn’t cause this problem. We have
talked about that over and over, and we really appreciate your un-
derstanding there, but then also, we can’t just get blanketed with
the solution, and so there have to be places in these regulations
where we can find ways to surgically go after the things that didn’t
go well and the folks who didn’t do the right thing and protect the
rest of us from having to comply because it’s this overlap, as Mr.
Roolf said, this overlap of regulation. One more regulation doesn’t
seem like a lot until you add them all up.

Mr. ROOLF. May I add one thing, Congressman?

Mr. DoLD. Please do.

Mr. ROOLF. Mr. Palmer made a statement earlier about 94 per-
cent of the problem or the financial meltdown, if you will, was
caused by unregulated financial organizations. That’s a critically
important statement because the regulations and those who were
playing by the rules are still playing by the rules.

Don’t misunderstand our concern with whining. We are not
whining; we are indeed concerned. And the 6 percent of us who op-
erate in the world by the regulations, however many of them there
are, are not saying we shouldn’t have regulation, but what we’re
saying is we need to be meaningful in terms of reviewing what’s
there and what continues to be applicable and modify it accord-
ingly.

Mr. DoLD. One of the concerns that I have had is the one-size-
fits-all kind of mentality that Dodd-Frank has really placed on
some of the financial institutions and its impact as Mr. Schmitt, I
think, brought up in his testimony on some of the entrepreneur
small businesses that are out there.

As a small business owner, let me just tell you I recognize that
access to capital is absolutely critical just to run the business each
and every day, and if your receivables are up a little higher, you’re
going to need to dip into perhaps a line of credit that you have at
a bank or something along those lines.

One of the things that I hear about is we have heard about the
banks that have to limit that line of credit in light of that, a
$100,000 line of credit, $50,000 line of credit, and all of a sudden,
if you have $20,000 off on that $50,000 line and you drop that line
to $25,000, all of a sudden, that impacts your credit score because
now you have borrowed a significantly higher percentage.

And so, you find those that are in performing mortgages right
now that all of a sudden, banks are going back to them and saying,
“By the way, your loan to value is now underwater, and we’re going
to require that you put in additional capital,” which for most small
businesses is devastating. They come to you for the access to cap-
ital; you’re not supposed to go to them and ask for additional cap-
ital. And these are the performing mortgages.

And so we hear about the entrepreneur that is 100 percent occu-
pancy in a building that theyre operating that has to go to 22 fi-
nancial institutions just to get access to additional liquidity.

Is this something that you’re experiencing in the banks in your
day-to-day operations, and could you shed a little bit of light on
that?
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And more importantly, really more importantly why we’re all
here is what should we be doing in the United States Congress to
try to rectify that, because I can tell you I have an instance, we
have a thriving practice, physician practice, up in the 10th District
that purchased a building and a piece of property, and the banks
came to them and said, “Look, we’re going to have to foreclose un-
less you come up with an additional million dollars.”

They were able to come up with that additional million dollars,
but I would argue that the highest and best use of that land and
that facility that was built for them is to run this physician prac-
tice. They never missed a payment.

Running a small business, I can tell you that when you factor in
things like rent, that you know you have to pay the bank “X” num-
ber of dollars each and every month, and whether the bank views
that as underwater, theyre viewing it as a block between running
their business.

If you have any examples, I would welcome that, and then we’ll
come down to this end of the table because we don’t want to deny
you the opportunity.

Mr. ROOLF. I have an example of that.

You'll recall I mentioned that I had traveled about 2,000 miles
without leaving the State of Illinois over the last few weeks talking
to bankers in preparation for today, and let me read it just because
I haven’t been able to study it sufficiently, but I think it’s a good
example.

It says: “Allow me to highlight a specific example. We have a
local borrower who owns a gas station which faced an enormous
real estate tax increase. This tax increase caused the borrower to
come to us and plead for assistance, parenthetical, a lowered rate
and a modified amortization schedule, yet because we would be
forced to carry this loan in a troubled debt/restructured category or
TDR as it’s known in the industry, it results in a classified asset.

“We told this borrower we could not help him. As a result, he
shut his business down and fired his employees. The bank was left
with no alternative but to incur a loss via the sale of the asset in
order to avoid carrying the classified asset on the books for an ex-
tended period of time.

“These actions forced upon us were morally gut wrenching. We
did not help an individual, and we certainly did not assist in eco-
nomic recovery.”

This banker specifically asked if we would review the require-
ments of the troubled debt restructure.

If we take a borrower who is struggling and we modify the terms
of their agreement in any way, it becomes a troubled debt restruc-
ture, and as such becomes classified. When it becomes classified,
they charge capital, make the loan provision, and it erodes your
capital base.

This is a very significant issue so this is one that we could look
at very much so. Particularly if the borrower over the last 5 years
has paid as contractually agreed to, we should be allowed to work
with those individuals, and we can’t.

Mr. DoLp. If I can just turn a little bit—and I certainty want to
talk more about this as we go another round. I just want to talk
about the FSOC and then the CFPB for just a second.
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The CFPB has a decision that they make concerning your view
on this and the perspective.

In order to overturn a decision that the CFPB makes or perhaps
the Director, who right now, the sole power really rests with the
Director of the CFPB, and we can all agree that we want consumer
financial protection. I don’t think there’s anybody who wants to see,
or in the room who doesn’t agree that we should be able to have
some protection for the consumers but a decision made by the Di-
rector.

And really, what I would like to do is take it forward 10 years
from now so that we take all politics out of this. So whoever the
President appoints as the Director to the CFPB, that individual
will have a significant amount of power.

The decision that they make, should it be overturned by the
FSOC or Financial Services Oversight Council, right now, it’s a
two-thirds majority to do so. Is that too high a threshold for the
CFPB in terms of something that would have systemic risk?

Mr. OHLENDORF. Congressman, I'm very concerned about that,
and I'm concerned about the single Director as well. I would love
to see it be a panel. I think there’s a lot of power vested if you ap-
point one individual.

Once the CFPB is cut away and it’s out standing on its own, my
prudential regulator which is responsible for safety and soundness
also did my compliance in days gone by and wrote the rules, and
they knew when they wrote those rules—they knew my safety and
soundness situation, they knew the bank safety and soundness.
They were very close. I think there’s a nice relationship there.

Now, we have stripped that and put it over in some corner, and
this two-thirds requirement—and it’s not just two-thirds, it’s two-
thirds under some very limiting circumstances where a rule could
be overturned. Prudential regulators would really pull away from
that.

And they have the regulators, they’re in the banks, they’re in the
bank every year, every 18 months. They’re gathering a lot of good
information about what’s really happening in the field, and I think
it’s very important that they’re staying involved, and I'm very con-
cerned that the bar has been set too high and also the criteria upon
which a decision can be overturned is also very stringent.

Mr. DoLDp. Ms. Rand, if you just wanted to chime in, go ahead.

Ms. RAND. No surprise, I disagree with that opinion. I think it’s
extremely important that the Director and the CFPB have inde-
pendence and autonomy within the context of consulting with the
prudential regulators.

I think part of the reason we got to this foreclosure crisis is be-
cause the prudential regulators were in what we call regulatory
capture; they were too closely identified with the banks that they
supervise.

In fact, I think it was Mr. Chairman who even said, “the regu-
lators are there to serve the banks,” and that’s really how a lot of
them looked at their job. So I think having an independent agency
whose sole purpose is to look out for consumers is absolutely essen-
tial.

Mr. DoLD. I guess I—
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Chairman BacHUS. Ms. Rand, that has been a quote that has
gone around.

My statement was that the regulators were public servants, and
that means they should be public servants to the banks as well as
to their customers, and that was taken out of context.

Actually, it wasn’t even taken out of context. It’s a misstatement
similar to the 60 Minutes show where it said that Immelt told
Paulson that GE might default on some of their obligations, and
that Paulson may have told me, and that I short-sold GE.

I bought GE, so it was a total misrepresentation, but those
things, they take on a life of their own.

Ms. RanD. Mr. Chairman—

Chairman BACHUS. And I can tell you that you see that on some
of the blogs, but if you go back to the original article, you can see
that I said that the regulators should consider themselves as public
servants.

And the question was, do you consider them as public servants
to the banks, and I do. I think they’re there to serve the banks and
everyone else, but you took that out of context. That’s why they’re
called public servants.

Mr. DoLbD. I guess if I can follow up.

Chairman BAcHUS. But I also said that they should enforce the
rules and that they should enforce them right.

Mr. DoLD. I guess if I could just—for clarification, it wasn’t the
existence or whether we should have a CFPB or an FSOC, it was
the threshold of two-thirds, should two-thirds of the FSOC have
the vote because that’s an extraordinarily high threshold. Should
its%ecg simple majority when you look at just who comprises the
F ?

And that was really my question, should it be at two-thirds or
the smaller—

Ms. RAND. I think it should be the two-thirds requirement be-
cause I believe it’s necessary to preserve independence of the agen-
cy, yes.

Mr. DoLD. Okay. Thank you.

Mr. Chairman, thank you.

Chairman BACHUS. Actually, the CFPB is a voting member, so
it’s seven out of nine, which is actually greater than two-thirds, but
someone mentioned the burden.

The burden of proof is that the rule would bring down the entire
American economy, and I doubt that one rule—it may bring down
all of the community banks, it may bring down all of the insurance
companies, but anyway, that’s a debate we are having, whether one
person ought to have that much power, and there are differences
of opinion.

Mr. Schweikert?

Mr. SCHWEIKERT. Thanks, Mr. Chairman. And it’s always sort of
fun trying to explain the differences between selling short and ac-
tually buying long.

Chairman BAcCHUS. And obviously, if you were in a meeting and
someone said “GE is going broke tomorrow,” and 2 days later, you
went out and bought the stock, I have hearing aids, and maybe my
hearing aids were off, but I was a railroad lover and a representa-
tive of GE years ago, and they make the only diesel engines for the
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trains, and I bought it because I thought they had a good business,
and the stock had fallen and fallen and fallen. As opposed to short
selling it because “I didn’t have faith in the financial industry, I
was buying it—produced British aircraft engines.”

They also said I went out and bought financial—here I am the
Financial Services Committee Chairman, and I went out and got
financial services, ETF, and I won’t bore you with what ETF is—
and that I shouldn’t have been doing that, I should have bought
energy or technology and something else.

I didn’t buy financial; I bought energy futures. They were an en-
ergy company, but that doesn’t prevent those stories that will be
out there till the day I die, sort of like all of us in this room, where
do you go to get your reputation back?

Mr. SCHWEIKERT. Mr. Chairman, two things I have learned in
my 11 months now doing this job: you would be stunned how much
public policy is done by folklore; and I'm heartbroken to find out
how often a good story is the story that you can just make up.

Because I'm the guy from out of town, I want to try to do this
quickly, because I know our time is somewhat limited.

Ms. Rand, before there was a part of the discussion of how, I
guess, these local regulations in regards to what a lender—we’re a
nonrecourse mortgage state here, yes?

Ms. RAND. We're a judicial foreclosure state.

Mr. SCHWEIKERT. Yes.

That the lender is obligated to go in and maintain and board up
a property that’s declared abandoned by a municipality?

Ms. RAND. I don’t have the details at my fingertips, Congress-
man, but my understanding is that for confirmed vacant and aban-
doned properties where the foreclosure is not yet complete, the
servicer has some obligations under the ordinance that require
some upkeep so that—

Mr. SCHWEIKERT. So there’s an ordinance that actually allows
them to gain access onto the property?

Ms. RAND. It requires them to do some maintenance so that it
doesn’t become a blight on neighboring properties.

Mr. SCHWEIKERT. I appreciate the blight thing. We have dealt
with that.

What I mean is just how the municipality—specifically how the
municipality from a governmental standpoint is able to gain access
to the property, and very often, they attach a lien.

It’s an interesting property rights issue if you’re going to have a
lienholder who now goes and has access to that. I will make a point
to read about this.

I must tell you, we have been—one of the things I have great in-
terest in is mortgage insurance and the way you securitize some
of these, the mechanics out there, and I always have this great con-
cern we're heading towards a time where there will be a differen-
tial in the pricing of loan mortgage guarantees because of if it truly
takes 500 or 600 days to do a judicial foreclosure here, you're a lot
more expensive than a deed-of-trust State such as I come from
where it can be—I think we’re averaging 4 or 5 months.

Just reality, you deserve to pay a premium on your loans because
your loans are more expensive, and why should my folks in Arizona
be subsidizing your mortgage instruments?
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Just understand—and as you stack other things on, just under-
stand that you will—not only for your court system, the type of
loan instruments you do or your regulatory system, you deserve to
pay a premium. Other folks in other parts of the country, why
should we be subsidizing them?

I have a great interest because it’s not often we get to sit down
with community bankers in this type of forum, I hear lots of discus-
sion in literature about the mark-to-market and how often we’ll
have an occasion where you have a performing strip center. And I'll
use this because I have a little article with me about this very situ-
ation.

A strip center, long-term tenants, a couple of them even credit
tenants, the strip center down the street goes through foreclosure,
sells here. The regulator walks in and says, “Yes, this is a per-
forming loan, yes, you have some credit tenants, but yes, you have
too high a debt ratio when we adjust to the sale over here, go get
your owners to bring in some cash.”

Have any of you had that experience? I'll take anyone.

Mr. RooLF. I would say that’s not an untypical situation. I think
that those occurrences happen across the State.

In terms of working with bankers as I have, as I said, over the
last few weeks, I have heard examples from them where they were
required to ask for additional equity and for additional collateral
of some sort, equity in your business or additional collateral that
helps bring that loan to value and balance.

Mr. SCHWEIKERT. When you have had that type of occurrence,
has your discussion with regulators looked at either the tendency
or the cash flow? Because I come from the world where you would
look at the cap rate and say yes, the cap rate works and my pay-
ment history works, but even though those things would look fairly
solid, you would still be having to go into the capital call.

Mr. RooLF. We would still be challenged in that regard, yes.

Mr. SCHWEIKERT. Is that a consistent story here you come
across?

Mr. ROOLF. It would be unusual to ask for a show of hands, but
you could ask the bankers in the room specifically, and I would not
be out of line to suggest that every one of them has had that expe-
rience over the last 2 or 3 years.

Mr. SCHWEIKERT. While it’s a concern to so many of us, if you
have an ongoing concern that’s working, you have just pushed on
a level of uncertainty to not only the lender but also that other
business saying just because some—forgive my language—screw-
ball made a mistake and this all of a sudden, is your gas station
example—the economic future now is in the hands of not your loan
performance, not your quality of your capital and not your history
but this becomes now that mark-to-market issue.

Mr. ROOLF. And you have taken out the judgment that the bank-
er uses to assess the risk and the character of the individual
they’re doing business with. That’s an important component of the
loan arena.

We have to know our borrowers and we have to understand what
it is they’re trying to do, and if we can’t give them the benefit of
the doubt, then we have a vertical climb trying to make loans any-
where.
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Mr. SCHWEIKERT. Mr. Chairman, I know I'm out of time, but this
goes to anyone else in the room. I am trying to collect—

Chairman BACHUS. You're actually 2 minutes shy.

Mr. WALSH. Mr. Chairman, don’t tell him that.

Mr. SCHWEIKERT. I'm sorry. I'm the guy from out of town. Okay?
Did I mention all the sales tax revenue?

Mr. WALSH. Yes.

Mr. SCHWEIKERT. In all sincerity, I'm doing my best to collect
something beyond those examples, sort of regulatory examples, so
I can sort of ferret into it where regulatory policy needs to go so
we stop creating this sort of uncertainty and this sort of wake of
damage that comes with this sort of policy, so thank you, Mr.
Chairman.

Mr. ScHMITT. We have used the term a lot, “performing loan,” a
performing loan, and there’s no credit for a performing loan any-
more.

Many times, with some of these rules and regulations, the per-
forming loans are forced into noncompliance and they can’t perform
anymore so we have seen the example that you have used and ev-
erything throughout our community with a number of people.

Chairman BAcHUS. Adam?

Mr. KINZINGER. Thank you, Mr. Chairman, and thank all of you
for coming out. And those in the audience, thank you for coming
out as well and taking an interest.

And specifically, Mr. Ohlendorf and Mr. Roolf, as district resi-
dents, it’s great to have you here.

I want to say that one of the things I have seen in just the 10
or 11 months I have been in Congress now is, I get people from all
over the place coming in and talking about this thing, Dodd-Frank,
and talking about how it’s going to affect them. And this is to the
level of what I never expected when I went to Congress.

I have had people who run grain elevators come in and talk to
me about the impact that Dodd-Frank is going to have on their
business and people from all walks of life. It’s like this is a monster
that really has its hands in places you never would have imagined.
I wouldn’t be surprised if a little league team doesn’t come in and
start talking about how it affects their life.

But, in the process of all this, we’re trying to find that balance
between too much government regulation, which freezes up the sys-
tem and continues to stagnate the economy, and no government
regulation, which also is bad for the economy, and we saw to an
extent in the past what no government involvement or no regula-
tion has done, so we're trying to find that.

But let me just—I want to get more of a 10,000-foot view on this
because we have had a lot of good discussion here, and I'm not
going to take my time just to take it, but as regulators are imple-
menting Dodd-Frank, as they’re coming in, they’re barely even
making a mark so far on what needs to be done, but as that is
being implemented, if you could give these folks who are imple-
menting it one takeaway of one thing to keep if mind as they're
building this up, what would it be? What would be—TI'll just go
down the line.

What would be from each of you the one thing that you would
love to tell these folks?
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Mr. OHLENDORF. Congressman, it is good to see you.

What we would like to see is that the community bank business
model be taken into consideration while these rules are being writ-
ten.

I think in real life, there is an opinion on Dodd-Frank in a num-
ber of places regarding the difference between large banks system-
ically and more financial institutions and community banks, and
you see it littered in the bill, in the law now, and there are places
where community banks were given some exceptions and
carveouts.

There are also a lot of places in the rule-writing process where
that can also take place, and I think there has been given some
rope in order to craft the law and write the rules in such a way
that community banks are considered and are considered as being
different.

And again, we have all said how many times that we didn’t cre-
ate it and we’re different and we serve a different market.

I think every time there’s a rule written, the folks who are writ-
ing the rule, whether it’s an agency or whether it becomes another
piece of legislation, we have to consider the impact on community
banks, we have to consider how the rule could be written so that
it has the appropriate impact on those who need to have the impact
and no inappropriate impact on those who are just sort of left as
collateral damage.

Mr. KINZINGER. Thank you.

And the rest of you, I also want you to keep in mind that some
of these rules are going to span multiple agencies, and that can be
? situation that’s going to be even more difficult and more con-
using.

Mr. BATES. I would echo what Mr. Ohlendorf said, and I would
like the regulators to remember that even though there may be ex-
emptions for community banks on certain things, a lot of the regu-
lations that will go into place will then turn around and be used
as best practices that over time, community banks will have to ad-
here to, and again, the cost of implementing these best practices
as well as the actual regulations that we have to comply with come
around them.

Mr. KINZINGER. It also takes out of the—it seems like from what
I hear from folks, this is going to take out of the community bank
process the ability to make a decision based on you are part of that
community, you know somebody, you know their history. Beyond
just what you see on paper, it’'s maybe the experiences that you
have, and I think maybe that’s a touch that community banks have
that big banks don’t.

Mr. Roolf?

Mr. ROOLF. They clearly have that issue.

Have you ever closed a business and then walked into the same
supermarket, the same aisle with the individual you put out of
business? I can tell you it isn’t fun.

I think as we look at all of the regulation that’s out there, if I
could do one thing in this whole great scheme, it would be to make
sure that people understand that we are not trying to eliminate
regulation; we just want it to be done in a consistent and rational
fashion.
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Now, that may be one large, large task to accomplish as we look
at the myriad of regulation that’s out there already. Some have
clearly outlived their usefulness.

So 1f we could look at—if I could have one thing, it would be to
look at what we have eliminated and establish what’s appropriate
and practical in today’s environment.

I will restate it. We are not for eliminating regulation. We are
for making sure that it’s well-thought-out, practical, and something
that is consistently applied throughout our industry.

Mr. KINZINGER. Mr. Renn?

Mr. RENN. I believe you used that phrase “the 10,000-foot view,”
and Dodd-Frank is really just it’s an add-on to rules that we have
now, and I think that my point of my testimony is that you can
accomplish things and that substance over form and Mr.
Ohlendorf's comment about have things applicable to what we'’re in
business for.

Our balance sheet is a little bit different than our business model
is a little bit different than the other witnesses, but that’s my big-
gest take on it is that you have to have rules and policies, proce-
dures and you're examined for things that are applicable to your
business, that we don’t feel that we’'re—we feel that we’re micro-
managed.

Mr. KINZINGER. For the next three, Ill have to ask you to keep
it real brief. We're up against time.

Mr. SCHMITT. Mine would be basically you cannot write rules and
regulations for one-size-fits-all. We have different size banking, and
we have different size businesses. There has to be some flexibility
coming into account, some judgment calls when dealing with these
various businesses and organizations.

Chairman BAacHUS. Ms. Rand?

Ms. RAND. I think the CFPB should continue to do what it start-
ed, which is to create evidence-based policies based on input from
consumers, from the industry, from the general public, and take all
that information, look at real facts and then create—I agree with
Jim—practical, consistently-applied policies that protect con-
sumers.

Mr. KINZINGER. Thank you.

Mr. Palmer?

Mr. PALMER. And I would say that Dodd-Frank levels the playing
field between the big banks, community banks and the previously-
unregulated others so I think in the long term, leveling the playing
field is actually good for community banks because the foreclosure
crisis happened because big banks and unregulated lenders were
able to make really risky loans that the community banks didn’t,
and because of that, they captured more market share so elimi-
nating that situation, again, is good for consumers and is good,
again, for community banks.

Mr. KINZINGER. Thank you, sir. Mr. Chairman, thank you again.
And a special thanks to Mr. Schweikert.

Chairman BAcHUS. Mr. Palmer, one thing. Youre correct what
you have said of unregulated and subprime lenders.

Some of the large regulated banks bought unregulated subprime
lenders. They were actually a sub—they were an unregulated affil-
iate. And we actually changed that in a subprime lending bill about
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a year before Dodd-Frank, and it included provisions which I had
written and introduced in 2005.

But you’re right, the big banks sort of fooled us when we would
say, are you doing this, no, but the story was they were doing it
in their unregulated affiliates.

1 So once bitten, twice shy, but yes, they were coming in the back
oor.

Mr. WALSH. Thank you, Mr. Chairman. I'll be very brief.

A couple of questions for our four bankers. And Mr. Ohlendorf,
let me go off of your analogy.

In attacking the cancer, did Dodd-Frank kill the body, or would
you describe it as a whole as surgical precision? If the four of you
could give a concise answer to that?

Mr. OHLENDORF. It was clearly a mixed bag, and the jury is still
way out.

There were certain things inside the deposit insurance reform,
and the raising of the deposit insurance limits was very important
in the community banks, there’s no question.

There are so many—I think the statistic was 28 percent of the
rules actually haven’t been written and the scope and size of the
legislation is very, very challenging. The interchange is going to be
a big problem. There are a lot of things that came into the bill that
are going to be a big problem.

We knew it would have been naive to suggest that a bill of this
sort wouldn’t have come out, but Congressman, unfortunately, I
think the jury is still out on a lot of it.

We're very concerned about how CFPB gets done, and to talk
about what Chairman Bachus was suggesting, the unregs are still
unregulated. There is nobody who is able to go after those folks so
that piece of carveout that was written, I'm sure, at 3 a.m., was
pretty clever, and those folks are still unregulated.

So all the unregs and the CFPB right now affect all of us here
at the table, and the ones that we were most concerned about that
were in my analogy of cancer are still out there without any regu-
lation. So it’s going to take a lot to see how that all gets reined in,
and I'm going to leave the verdict out there for now.

Mr. WALSH. Mr. Bates, did your government kill the body, or was
it surgically precise?

Mr. BATES. To extend the analogy, community banks, for the
most part are the healthy tissue in the body, and we want to en-
sure that the solution does not further endanger the healthy tissue
and does work to root out the cancer so were essentially hoping
that the regulators and the government will be very prudent in
what they do and enact regulations that will protect consumers
without raising the costs and the risks to community banks to do
business.

Mr. WALSH. Mr. Roolf?

Mr. RooLF. Congressman, we had an opportunity to meet with
some of our regulators in Washington during the month of Sep-
tember. In a couple of instances, at the very highest level within
those regulatory agencies, it was suggested to us that Dodd-Frank
would not differentiate between the very largest and the very
smallest, even though there are some thresholds identified or em-
bodied within that legislation.
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And further, they used the health care analogy of, you break
your arm, you go to the hospital, and they treat you with radiation
and chemo, and you die. That’s essentially what they told us Dodd-
Frank would do, and it was startling to me that regulators would
be really that candid, but I think that’s the concern that’s out
there.

Think of driving—and all of us have revelations from time to
time. I had one the other night.

I was driving on the interstate, and it was a crystal clear
evening, and I was thinking about Dodd-Frank and thinking about
today and the things I would say and more importantly not say.
And it dawned on me that I was driving 65 miles an hour on a
moonlit night. The road was clear so I was able to keep doing my
business, if you will, without any question.

All of a sudden, I hit a wall of dense fog, and I'm driving and
I'm thinking somebody’s behind me, in front of me, I don’t know
if they’re on the other side of the road or directly in front of me,
coming from the side or coming right side or left side. All of a sud-
den, I'm in a fog, and I’'m not really sure what to do.

I think that’s what Dodd-Frank has done in many respects to our
industry because there are so many unknowns in this process—28
percent of it has been—the rules have been developed. There are
4,000 pages for 28 percent. That’s 4,000 pages on top of Regulation
A through QQ plus all of the other Acts that I have referred to.

It’s an inordinate amount of business and regulation that has
been placed on an industry where, quite frankly, consumers have
many options. And if we don’t do our job and do it effectively, that
customer is going to say, “Jim, I'd like to bank with you, but be-
cause of “X,” I'm going somewhere else, because they do it a little
better than you and a little less expensive.”

So I guess I would encourage all of the Members of Congress to
understand that while we need to make sure that we are protecting
the consumer, don’t underestimate the intelligence of the American
consumer. They’re pretty good at it.

Mr. WALSH. Mr. Renn?

Mr. RENN. Being the fourth person, I don’t think I can add that
much more to what has been said. The only thing that I might
think of is when we have an exam, the examination team often-
times quarrel among themselves about certain things, their view-
point on certain things.

And so when this is all sorted out, I guess one thing I would like
for you to think about, for us to think about, is that when you're
examined, whatever this monster would look like at the end, will
the people who are looking at you have uniform application of the
law, will they understand it, and will they agree among themselves
on certain aspects that they’re looking at?

Mr. WALSH. Again, just being a freshman in Congress, that’s
probably my biggest frustration with this job is you have described
it as a monster. We know it’s a monster. We're not quite clear what
it’s going to look like yet, but we tend to create these monsters, and
then we scramble for the next few years to try to make that mon-
ster look like something, but it’s still a monster.

I'm going to try to pin you down on it for a yes-or-no answer.
This monster, if you go back a day before Congress approved Dodd-
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Frank in toto, if this entire bill was plopped in your lap a day be-
fore the previous Congress passed it, would you have advised us to
vote yes or no on the entire package? Yes or no?

Mr. Renn, I will start with you.

Mr. RENN. No.

Mr. WALSH. Mr. Roolf?

Mr. RooLF. No.

Mr. WALSH. Mr. Bates?

Mr. BATES. No.

Mr. WALSH. Can you top that, Mr. Ohlendorf?

Mr. OHLENDORF. I don’t know what to do with that. There’s no
good answer to that, Congressman. I'm sorry.

Mr. WALSH. Mr. Chairman, thank you.

Chairman BACHUS. Thank you.

This concludes our hearing.

I want to say this: Consumers were abused, and the regulators
did not do their job in protecting consumers in many cases, and so
the American people were, I think, sometimes traumatized and de-
manded action.

We did have a credit card boom, we had a subprime boom, and
we had Dodd-Frank, and there are parts of Dodd-Frank, the Sta-
bility Oversight Board, that could—I think could be beneficial.

And if the Consumer Financial Protection Bureau would spend
its time on going after the bad actors, I will say Elizabeth Warren
did state almost every time she spoke that she wanted to go after
the unregulated bad actors. And we know they’re there, we know
we have been there, and the bank regulators don’t have jurisdiction
over them, and I think there could have been a better solution.

And another thing that happened, not only did the banks buy un-
regulated affiliates, some of them, not your entities, but they also
padded these securitizations and sold them to the American people,
and so they are—but the community banks are the victims of some-
one else’s malfeasance and misconduct.

But we appreciate your time and we appreciate all of the views,
and by having everyone’s views, I think we’re better off for it.

[Whereupon, at 11:17 a.m., the hearing was adjourned.]
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Chairman Bachus, Ranking Member Frank and members of the
committee, my name is William Bates, Jr. | am the Executive Vice
President and General Counsel of Seaway Bank and Trust Company, in
Chicago, lllinois. We are a $621 million commercial bank with 11 offices
and 315 employees. We are a member of the lllinois Bankers
Association. We serve the Chicago area, with a population of
approximately 4 million people. We also have a branch in Milwaukee,

Wisconsin.

We support numerous churches, schools and community groups
through charitable donations, and thanks to our partnerships with
leading corporations, we are able to reinvest in our family of customers

and local businesses. Our mission remains to help minority

1
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professionals and entrepreneurs obtain financial assistance they need,
and to be responsive to the credit needs of our local communities.

Thank you for convening this important hearing in lllinois. 1 appreciate
the opportunity to present my views about the current regulatory
environment on behalf of the National Bankers Association. The
National Bankers Association was founded in 1927 as the trade
association for the nation's minority and women-owned banks
{(MWOBs). Our members include banks owned by African-Americans,

Native-Americans, Hispanic-Americans, Asian-Americans, and Women.

MWOB's are located in 21 states and the District of Columbia. In the
aggregate, MWOBs have assets in excess of $8.8 billion dollars and
service over 1.5 million depositors. Collectively, the individuals who
serve on the boards of directors of our member banks represent some
of the most influential leaders in minority communities and urban
centers across the country. Since 1980, the NBA has formed a
successful partnership with Treasury representatives of Fortune 500

corporations.

MWOBs, with few exceptions, serve distressed communities plagued by
many social and economic problems. Our institutions are deeply

committed to providing employment opportunities, entrepreneurial



46

capital and economic revitalization in neighborhoods which often have

little or no access to financial services.

Like Seaway Bank and Trust Company, banks everywhere are working
hard to provide quality financial services and to make credit available—
especially in this challenging economy. Yet, we are feeling more
pressures from our regulators than ever before, posing unprecedented
obstacles to serving our customers and lending at a time when our

communities need us more than ever before.

All of the costs, complexities and time associated with monitoring,
managing and complying with the current regulatory landscape are
handicapping most banks’ ability to do what they do best—serving
customers, local communities, and many local organizations who rely

on banks for help.

Each new rule requires significant time and money and builds upon
volumes of existing regulations. This is putting an enormous strain on
our staffs, and for community banks, which are disproportionately
affected due to their more limited resources, diminishing revenue
streams, and with limited access to capital—it is becoming a nearly

insurmountable burden.
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When you add to this the more than two dozen proposals established
under Dodd-Frank for a whole new class of regulation — mostly to be
issued by yet another regulator— combined with the uncertainty and
legal risks—it is plain to see how difficult it can be to achieve the right

balance between satisfying loan demands and regulatory demands.

At Seaway we have seen a significant increase in costs in order to meet
regulatory demands over the last ten years. We have had to devote
significant resources to comply with the Bank Secrecy Act. We currently
have three people who spend all of their time on the Bank Secrecy Act,
anti-money laundering, and overall regulatory compliance and at least
three more individuals who spend up to 25% of their time on regulatory
compliance, not to mention the individuals throughout the Bank who

serve on the Compliance Committee

Historically, the cost of regulatory compliance as a share of operating
expenses is two and one-half times greater for small banks than for
large banks. The expenditures that our bank has incurred take away
from the resources that can be directly applied to serving the bank’s

community.
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While there are many examples of the costs associated with regulation,
I would like to highlight some of those associated with residential

mortgage loans.

The application process has changed several times with new HUD
regulations and RESPA requirements. The process for ordering and
reviewing appraisals has become more cumbersome and involved. The
extra forms that are required with early disclosures, along with having
to register and fingerprint mortgage loan officers, not only adds to the
costs associated with this type of lending, but it creates delays,
additional costs and confusion for borrowers. A typical mortgage file,

today, will have more than 100 pages by the time the loan is closed.

Every new regulation, or change in an existing one, adds another layer
of complexity and cost of doing business. Without quick and bold
action to relieve some of the regulatory burden, there will be a
contraction of the banking industry, with banks disappearing from
communities over the next few years. Each bank that disappears from

the community makes that community poorer.

What could Congress do?
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As other witnesses have suggested, we urge you and other members of
Congress to make sure that our regulators are measuring the
cumulative effect of all of the rules-current and future—with which
traditional banks must comply. It is critical that the perceived benefits
of each rule be weighed against its ultimate costs to a bank’s
customers—including the costs that it adds to a particular product or
service, as well as its impact on the availability of and access to those

products and services.

In addition, we know that you have heard many suggestions about how
to reverse some of the potential or perceived threats of the Consumer
Financial Protection Bureau (CFPB). While we are pleased that Dodd-
Frank allows community banks with less than $10 billion in assets to
continue to be examined by their primary regulator, we remain
concerned about CFPB regulations, to which community banks will be
subject. In particular, the CFPB should not implement any rules that
would adversely affect the ability of banks to customize products to

meet the needs of their customers.

In addition, because bank regulators have long expertise in balancing

the safety and soundness of banking operations with the need to
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protect customers, we hope that prudential regulators will have a more

meaningful role in writing rules for CFPB.

Members of the National Bankers Association along with the entire
banking industry are trying to do their best to provide necessary
financial services and credit to the thousands of consumers and small
businesses who need it, and we are working exhaustively with those
businesses who are struggling in our community. However, we need

Congress’ help!

We want to work with you and our Members of Congress fo restore the

viability of our local communities and or state.

Again, thank you for the opportunity to hear our views about the

current environment and its impact on lllinois and our communities.
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OPENING

Chairman Bachus, Ranking Member Frank, and members of the Committee, ] am Greg
Ohlendorf, President and CEO of First Community Bank and Trust, a $150 million asset
community bank in Beecher, [llinois. Iam pleased to be here today to represent the
nearly 5,000 members of the Independent Community Bankers of America. Thank you
for convening this hearing on “Regulatory Reform: Examining How New Regulations are
Impacting Financial Institutions, Small Businesses, and Consumers in [llinois.” It’s good
to see the Committee convene here in Chicago to get a first hand view of our region’s
economic conditions and to discuss the impact of the legislation and regulation enacted in
Washington.

We appreciate your interest on the impact that new regulations have had on financial
institutions, including community banks. Community banks are the primary source of
credit, depository, and other financial services in thousands of rural areas, small towns,
and suburbs across the nation. As such, we will play an essential role in the recovery of
our national economy. Regulatory and paperwork requirements impose a
disproportionate burden on community banks thereby diminishing their profitability and
their ability to attract capital and support their customers and communities. The time
they spend on the myriad of new laws and regulations is time that cannot be spent
working with small business and consumer borrowers who are trying to work their way
out of the difficulties they have suffered through in the recent economic downturn.

The predominant, though not the exclusive, source of new bank regulation is the Dodd-
Frank Act, and T will focus my remarks on that new law. This Act was generational
legislation and will permanently alter the landscape for financial services. Every
provider of financial services — including every single community bank — will feel the
effects of this new law to some extent. The community bank business model is based on
the strength of our reputation in the small communities we serve and in the long-term
customer relationships we cultivate. Community banks don’t engage in abusive
consumer practices and did not cause the financial crisis, and we appreciate the support
our industry received to shield us from some of the provisions designed to respond to the
crisis. Because we pose no risk to consumers or the financial system, the manner in
which we are regulated should be distinct from that of large banks and Wall Street firms.
Regulation calibrated to large bank risks and business models can suffocate smaller banks
and thereby harm the communities we serve.

What’s the impact of the Dodd-Frank Act on community banks? It has provento be a
mixed outcome, combining both punitive and helpful provisions. A law this broad,
disparate, and multi-dimensional cannot be easily characterized. Undeniably, the law
will result in additional compliance burden for community banks and it will be
challenging for them to cope with. The full and ultimate impact won’t be known for
years, depending on how the Jaw is implemented and how the market adjusts to it.
There’s still an opportunity to improve negative provisions in the law — with the help of
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this committee and Congress — and provisions that could be helpful to community banks
are still at risk of being weakened in the implementation.

It is also important to note that while T will focus my remarks on the Dodd-Frank Act, the
Act was just one of a number of legislative and regulatory responses to the nation’s
financial crisis and resulting recession. The harsh examination environment and changes
to credit card and overdraft protection rules, for example, have had a profound impact on
community banks. With those caveats, let me turn to the specific provisions of the Act,
beginning with our concerns.

Consumer Financial Protection Bureau

While we are pleased that the Dodd-Frank Act allows community banks with less than
$10 billion in assets to continue to be examined by their primary regulators, I[CBA
remains concerned about CFPB regulations, to which community banks will be subject.
ICBA strongly opposed provisions in the Dodd-Frank Act that excluded the prudential
banking regulators from the CFPB rule-writing process. Bank regulators have long
expertise in balancing the safety and soundness of banking operation with the need to
protect consumers from unfair and harmful practices.

The Act gives the prudential regulators the ability to comment on CFPB proposals before
they are released for commment and an extremely limited ability to veto regulations before
they become final. This veto can only be exercised if, by a 2/3 vote, FSOC determines
that a rule “puts at risk safety and soundness of the banking system or the stability of the
financial system”. This is an unreasonably high standard and one that should be amended.

ICBA strongly supported legislation passed by this Committee and the House to
strengthen the accountability of the CFPB. The Consumer Financial Protection Safety
and Soundness Improvement Act (H.R. 1315), sponsored by Rep. Sean Duffy (R-WI),
would reform the structure of the CFPB so that it is governed by a five member
commission rather than a single director; strengthen prudential regulatory review of
CFPB rules by reforming the voting requirement for an FSOC veto from a 2/3" vote to a
simple majority, excluding the CFPB Director, and change the standard to allow for a
veto of a rule that “is inconsistent with the safe and sound operations of United States
financial institutions”™ — a much more realistic standard than under current law.
Additionally, H.R. 1315 would postpone transfer of functions to the CFPB until its
Director is confirmed. Combined, these changes would better protect the safety and
soundness of the financial system, and provide reasonable measures to insulate
community banks from additional regulatory burden.

Community banks are already required to spend significant resources complying with
voluminous consumer protection statutes. CFPB rules should not add to these costs. The
Dodd-Frank Act gives the CFPB authority to exempt any class of providers or any
products or services from the rules it writes considering the size of the entity, the volume
of its transactions and the extent to which existing law already has protections. 1CBA
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urges the CFPB to use this authority to grant broad relief to community banks and/or
community bank products where appropriate.

Risk Retention

Community banks make commonsense mortgages supported by sound, conservative
underwriting. As the banking regulatory agencies implement Section 941 of the Dodd-
Frank Act, which requires mortgage originators to retain credit risk on non-qualified
residential mortgages, ICBA strongly urges them not to define “qualified residential
mortgage” too narrowly.  An unreasonably narrow definition of QRM will drive
thousands of community banks and other lenders from the residential mortgage market,
leaving it to only a few of the largest lenders. Too narrow a definition will also severely
limit credit availability to many borrowers who do not have significant down payments or
who, despite high net worths, have relatively low incomes and high debt-to-income
ratios. In ICBA’s view, the definition of QRM should be relatively broad and encompass
the largest portion of the residential mortgage market, consistent with the stronger
underwriting standards called for by the Act. An unduly narrow definition of QRM will
disadvantage community banks because they lack access to the increased capital needed
to offset risk retention requirements, despite conservative underwriting. What’s more,
community banks operating in rural areas will be driven out of the market by Farm Credit
System direct lenders who carry an exemption for the loans or other financial assets that
they make, insure, guarantee or purchase.

Escrowing for taxes and insurance would be costly for small lenders

The Act’s new mortgage escrow requirements will be costly to our members. Rural
customers have unique credit needs, collateralized by rural properties, which do not lend
themselves to securitization. As a result, community banks that serve rural customers
tend to hold loans in portfolio, where the lender is exposed to the entire credit risk of the
borrower for the full term of the loan. They not only have “skin in game,” but bear the
full risk of default. For this reason, portfolio lenders exercise special diligence in
underwriting, and we believe that portfolio loans held by banks with assets of less than
$10 billion should be exempt from the requirement that first lien mortgage lenders
establish escrow accounts for the payment taxes and insurance. There is a significant
cost involved with establishing escrow accounts, particularly for community banks that
have small lending volumes, and many community banks would need to outsource their
escrow services at a significant cost. The costs are such that an escrow requirement could
lead many community banks to sharply reduce or eliminate their mortgage businesses.

Community Banks Must Be Able to Rely on Credit Rating Agencies

The Dodd-Frank Act requires the regulatory agencies to replace all references to “credit
ratings” with an “appropriate” standard for measuring creditworthiness. Community
banks, lacking the resources to independently analyze credit quality, will be
disproportionately affected by this provision.
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As an alternative approach that addresses the legitimate concern with credit ratings,
ICBA recommends amending Dodd-Frank to reintroduce the use of credit ratings, but
also give the regulators the authority to confirm the credit ratings in those situations
where additional credit analysis is warranted.

Municipal Advisor Registration

Another concern for community bankers is the Dodd-Frank Act municipal advisor
registration requirement, Community banks have always provided traditional banking
services such as demand deposits, certificates of deposit, cash management services,
loans and letters of credit to the municipal governments of the communities they serve.
Community banks provide these services under close supervision by state and federal
bank regulators. The Dodd-Frank Act provision, if interpreted broadly by the SEC, could
force thousands of community banks to register as municipal advisors with the SEC and
the Municipal Securities Rulemaking Board and be examined by the SEC in order to
continue providing traditional banking services to municipalities. An act as simple as a
town treasurer phoning a community bank to inquire about CD rates could be enough to
trigger registration. ICBA strongly supports legislation introduced in the Senate, the
Private Company Flexibility and Growth Act (S. 1824), sponsored by Senators Pat
Toomey (R-PA) and Tom Carper (D-DE), to provide an exemption for banks from this
onerous and over-reaching requirement.

ICBA-SUPPORTED PROVISIONS

In representing our members during consideration of the Dodd-Frank Act, ICBA focused
on making the Act workable for community banks. This meant seeking exemptions
where appropriate. It also meant seizing the opportunity to advocate for long-sought
community bank priorities. I will now turn to the provisions of the Act that ICBA
supported and that we believe will strengthen community banks over the long term.

Tiered Regulation

First, the Act sets a precedent for tiered regulation of the financial industry. Community
banks have little in common with Wall Street firms, mega-banks, or shadow banks and
did not cause the financial crisis or perpetrate abusive consumer practices. Community
banks have a much different risk profile because their business model is built on long-
term customer relationships, and they cannot succeed without a reputation for fair
treatment. For these reasons, ICBA believes it’s appropriate to tier regulation of the
financial services industry. Overly prescriptive regulation would only reduce community
banks’ flexibility in serving the unique needs of their customers. Moreover, regulation
has a disproportionate impact on community banks because they have fewer resources to
dedicate to compliance. We are pleased that Congress recognized these facts and our
priority during the implementation phase is to press the regulators to carry through on the
Act’s clear preference for tiered regulation. We will also urge the regulators to use the
flexibility they have under other statutes to implement a tiered regulatory system.
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Deposit Insurance

ICBA was a leading advocate for the deposit insurance provisions of the Act, including
the change in the assessment base from domestic deposits to assets (minus tangible
equity), which will better align premiums with a depository’s true risk to the financial
system. This provision has reduced my bank’s FDIC assessment by 25%, and will save
all community banks $4.5 billion over the next 3 years.

The Act also permanently increased the deposit insurance limit to $250,000 per depositor
and provided a two-year extension of the Transaction Account Guarantee (TAG)
Program, which provides unlimited deposit insurance coverage for non-interest bearing
transaction accounts. Both of these provisions will help to offset the significant
advantage enjoyed by the too-big-to-fail mega-banks in the cost of their deposits.

Too Big To Fail

ICBA has long expressed coneerns about too-big-to-fail banks and the moral hazard they
pose, well before the financial erisis. A report in last week’s Bloomberg Markets
Magazine on the financial assistance provided by federal regulators to the nation’s largest
and riskiest financial institutions at the height of the recent financial crisis vividly
demonstrates the hazard and the bitter unfairness of allowing some banks and other
financial firms to accumulate such power. Trillions of dollars in secret Federal Reserve
Board “no strings attached” loans at rates as low as 0.01% allowed these too-big-to-fail
institutions to net $13 billion in additional profits. Community banks arc more finely
tuned to these concerns because we and our customers feel the direct impact. It’s
challenging for us to compete against mega-banks whose TBTF status gives them
funding advantages. For this reason, we’re pleased that the Act takes steps to mitigate
TRBTF.

ICBA supported the creation of the Financial Stability Oversight Council (FSOC) whose
duties include identifying and responding to risks to financial stability that could arise
from the failure of a large, interconnected bank or nonbank. We also support the FDIC’s
new resolution authority that will empower it to unwind large, systemically-risky
financial firms. The government must never again be forced to choose between propping
up a failing firm at taxpayer expense and allowing it to fail and wreak havoe on the
financial system.

These and other provisions will help level the financial services playing field.
Regulation of “Shadow” Bank Competitors

ICBA is pleased that non-banks will be subject to federal examination and enforcement
for the first time. The “shadow” financial industry has been most responsible for
victimizing consumers while avoiding serious regulatory scrutiny. This segment of the
financial services industry should be brought under the same regulatory umbrella as
commercial banks. As I mentioned carlier in this testimony, under Dodd-Frank, the
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CFPB has discretion in defining non-depository “covered persons” subject to CFPB rules,
examination and enforcement. ICBA urges the CFPB to define “covered persons”
broadly.

SOX 404(b) Relief

The Act permanently exempts public companies with capitalization of less than $75
million from the auditor attestation requirements of SOX 404(b). ICBA has led the fight
to exempt smaller public companies since SOX was enacted in 2002. However, the $75
million exemption threshold is far too low to provide meaningful relief. We are grateful
to this committee for passing legislation sponsored by Rep. Stephen Fincher (R-TN), the
Small Company Job Growth and Regulatory Relief Act (H.R. 3213), which would
exempt all companies with a market capitalization of less than $350 million.

Communities First Act

Many of the legislative ideas highlighted in this testimony have been included in the
Communities First Act (H.R. 1697), legislation sponsored by Rep. Blaine Luetkemeyer
(R-MO), himself a former community banker, which has over 55 cosponsors from both
parties and the strong support of 37 state banking associations. ICBA is grateful to this
committee for convening a hearing on CFA on November 16 at which our Chairman had
the opportunity to testify. In addition to Dodd-Frank Act amendments, CFA includes a
range of provisions that would offer regulatory and tax relief to community banks.

CLOSING

Thank you again for the opportunity to testify today. Like most pieces of legislation,
especially those that run to 2,300 pages. the Dodd-Frank Act is a mixed outcome for
community banks. I hope that my testimony, while not exhaustive, helps to clarify some
of the concerns as well as the bright spots in the Dodd-Frank Act for community banks.
Legislation of this breadth and ambition will generally need some modifications or
enhancements, and we look forward to working with this committee to improve the law
and to ensure that it is implemented in a way that will impose the least burden on
community banks.
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My name is Bob Palmer. I'm Policy Director for Housing Action Illinois. Thank you for
inviting me to provide my perspective on how new regulations required under the Dodd-
Frank Wall Street Reform and Consumer Protection Act of 2010 are impacting financial
institutions, small businesses and consumers. Personally, | have over 20 years
experience in affordable housing organizing, advocacy, training, and finance.

Housing Action lllinois is a statewide coalition formed to protect and expand the
availability of quality, affordable housing throughout the state. One of our programs is
to provide training and technical assistance to HUD-certified housing counseling
agencies. Since the beginning of the foreclosure crisis we've also worked with
counseling agencies and others to advocate for public policy responses to better assist
homeowners facing foreclosure and return health to the housing market, one of the
most important things needed to improve the economy and create jobs.

This work is far from done. More than 46% of all single-family homes with a mortgage in
the Chicago area were underwater in this year's third quarter, far more than the nation
as a whole. Nationally, 28.6% of homes with mortgages were underwater at the end of
September; 43.4% of all homes sold in the Chicago area in the third quarter sold for a
foss, compared to 34.4% nationally.!

A new report from the Center for Responsible Lending finds that we are not even
halfway through the foreclosure crisis. Among homeowners who received loans between
2004 and 2008, 2.7 million households, or 6.4%, had already lost their homes to
foreclosure as of February 2011. An additional 8.3%—3.6 million households—were
still at immediate, serious risk of losing their homes.?

Supporting the case for more regulation of the mortgage market, the report also found
that loan characteristics and foreclosures are strongly linked. The study examines
outcomes on different loan types and finds a pattern of higher foreclosures and
delinquencies associated with specific mortgage characteristics. Loans originated by
brokers, hybrid adjustable-rate mortgages (“ARMs,"” such as 2/28s), option ARMs, loans
with prepayment penalties, and loans with high interest rates (a proxy for subprime
mortgages) all have much higher rates of completed foreclosures and are more likely to
be seriously delinquent.

The Right Amount of Regulation

! “Home Values Flat in Third Quarter on Slow Road o Housing Market Bottom.”
Zillow.com, 11/07/11

% “Lost Ground, 2011: Disparities in Mortgage Lending and Foreclosures,” Center for
Responsible Lending, November 2011.
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A fundamental question which we know there is a great deal of disagreement about is
whether the foreclosure crisis was the result of too much or too little regulation. Many
people have unfairly tried to blame the Community Reinvestment Act for the crisis, but
a February 2009 Federal Reserve Board study showed that 94% of the high cost
subprime loans sold nationwide in 2006 were issued by lenders who were not covered
by CRA regulation.?

We believe that if the regulatory provisions in the Dodd-Frank Act had been in place
back in 2006, the housing market and the overall economy would be much healthier
today. Some of these provisions to be implemented include:

* Require Lenders Ensure a Borrower's Ability to Repay: Establishes a simple federal
standard for all home loans: institutions must ensure that borrowers can repay the
loans they are sold.

* Prohibit Unfair Lending Practices: Prohibits the financial incentives for subprime
loans that encourage lenders to steer borrowers into more costly loans, including the
bonuses known as "yield spread premiums” that lenders pay to brokers to inflate the
cost of loans. Prohibits pre-payment penalties that trapped so many borrowers into
unaffordable loans.

» Establishes Penalties for lrresponsible Lending: Lenders and mortgage brokers who
don't comply with new standards will be held accountable by consumers for as high
as three-years of interest payments and damages plus attorney’s fees (if any).
Protects borrowers against foreclosure for violations of these standards.

+ Expands Consumer Protections for High-Cost Mortgages: Expands the protections
available under federal rules on high-cost loans-—Ilowering the interest rate and the
points and fee triggers that define high cost loans.

* Requires Additional Disclosures for Consumers cn Mortgages: Lenders must disclose
the maximum a consumer could pay on a variable rate mortgage, with a warning that
payments will vary based on interest rale changes.

* Housing Counseling: Establishes an Office of Housing Counseling within HUD to
boost homeownership and rental housing counseling.

One part of the Dodd-Frank law that the Consumer Financial Protection Bureau (CFPB)
has begun to implement is “Know Before You Owe”, an effort to combine two federally
required mortgage disclosures into a single, simpler form that makes the costs and risks
of the loan clear and allows consumers to comparison shop. Once this is completed,
this will benefit both consumers and lenders.

In short, | think that it's hard to make the case that the new regulations will have a
negative impact on job creation, put significant burdens on small financial institutions
or lessen the ability of lenders to make mortgage loans. In the long-term, the new
regulations should have a positive impact in all these areas, provide a more level playing
field between different types of lenders, remove some of the problematic incentives in

3 “Staff Analysis of the Relationship between the CRA and the Subprime Crisis.” Board
of Governors of The Federal Reserve System Division of Research and Statistics,
11/21/2008.
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the mortgage market that led to the foreciosure crisis in the first place, and give
consumers more tools to make informed decisions about taking out a mortgage loan.

Dodd Frank Regulations Level Playing Field for Small and Community-Based Lenders

The experience of HUD-certified housing counseling agencies in linois has been that
the overwhelming majority of predatory loans were made by bigger banks and
unregulated nonbank lenders. Moreover, it is the big banks that are generally much
harder for borrowers to work with in the case of default. Before the housing bubble
burst, the lack of regulation gave the big banks and unregulated nonbank lenders unfair
competitive advantages against small and community-based lenders, which were
generally more responsible in their lending.

The Dodd-Frank Act authorizes the CFPB to examine all sizes of nonbank mortgage
companies, payday lenders, and private education lenders. However, the CFPB generally
can supervise only “larger participants” in other markets for consumer financial
products or services, and the CFPB must define such larger participants by rule before
it can begin its nonbank supervision program in these other markets. Under the Dodd-
Frank Act, the CFPB must issue an initial “larger participant” rule no later than July 21,
2012.

That CFPB will be able to examine companies that have never been subject to federal
oversight to ensure that no one is gaining an unfair advantage by breaking the law. This
will ultimately create more fair competition and more transparent markets for
consumers.

We hope that the Senate will act quickly to confirm the President’s nominee to lead the
CFPB so that this important work can move forward.
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I am Dory Rand, President of Woodstock Institute. Mr. Chairman and Members of the
Committee, thank you for inviting me to share my perspective on financial regulatory reform.
My perspective is based on working on behalf of lower-wealth persons and financial services
consumers as president of Woodstock Institute and as an attorney with nonprofit organizations in
Chicago for over 20 years. I served on the Federal Reserve Board’s Consumer Advisory Council
for the last two years. I also serve on the Board of Directors of the National Community
Reinvestment Coalition. My bio contains additional background information.

Woodstock Institute’s mission is to create a just financial system in which lower-wealth persons
and communities of color can achieve economic security and community prosperity. We conduct
research and policy analysis on fair lending, wealth creation and preservation, and financial
systems reform issues at the local, state and national levels. We work closely with other groups
that provide direct lending, housing counseling, legal, and other services to consumers.

While [ am sometimes critical of certain financial institution products and practices, I also have a
history of partnering with banks of all sizes, credit unions, regulators and others to develop
products, services, programs, and regulations that meet the needs of underserved consumers and
communities. Representatives of banks and credit unions have served, and do serve, on
Woodstock’s board of directors and we receive grant support from many financial institutions.

Woodstock’s research has documented the negative impacts of high-cost, high-risk financial
products and deregulation in the home and consumer lending markets. We know from this
research that the negative impacts -- high debt, foreclosures and neighborhood blight, damaged
credit scores and bankruptcy — affect broad segments of society, but they are disproportionately
concentrated among lower-wealth consumers, women, and communities of color. The negative
impacts of the risky mortgage products that precipitated the foreclosure crisis, often sold through
nondepository financial institutions beyond the regulatory sphere of the federal prudential
regulators, extend far beyond those consumers who directly obtained loans. The negative
impacts affect innocent victims, including nearby homeowners, small businesses, and
communities that lost equity, customers, access to credit, jobs, and local tax revenue. Moreover,
local governments have incurred additional expenses for inspections, legal notices, code
enforcement, and protecting vacant and abandoned properties.
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Our reports about these negative impacts on consumers and communities have been used to
develop better, evidence-based policies to protect consumers and communities. For example, our
reports were used: by the [llinois General Assembly to adopt payday loan reforms; by banks and
federal regulators to change tax refund anticipation loan policies; and by the City of Chicago to
pass an ordinance holding mortgage servicers accountable for maintaining vacant properties.

We believe that the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010
contains important provisions and tools that will address many of the problems that led to the
current foreclosure and economic crisis and will make our financial system more effective,
transparent and fair for consumers, small businesses, and financial institutions. One of the key
provisions requires additional oversight of financial institutions that pose systemic risks to our
economy so that we do not again have to use taxpayer dollars to bail out “too big to fail”
institutions.

Another key provision of the Dodd-Frank Act is creation of the Consumer Financial Protection
Bureau (CFPB). Among other things, the CFPB consolidates functions that were formerly spread
out among seven federal agencies and levels the playing field so that similar financial products
will be governed by similar rules, regardless of the type of financial institution providing the
product. The CFPB also has authority to conduct research, field consumer complaints, and
develop new disclosure requirements so that consumers can better understand financial products
and make wise decisions in a competitive marketplace. The CFPB is already doing a good job of
using its authority to collect public input and draft new forms for clear disclosure of mortgage
loan terms and to collect complaints regarding credit cards, for example. The CFPB has also
conducted extensive outreach to the industry, consumer advocates, and others requesting
comments on how to define “larger market participants™ that will be subject to its authority.

As you know, many CFPB functions cannot be fully carried out until the Senate confirms a
director. These functions include: prohibiting unfair, deceptive or abusive acts; writing rules
related to model credit disclosure forms; defining larger nondepository institutions; and
examining and enforcing laws against nondepository institutions such as mortgage brokers,
payday lenders, student loan providers and others. We hope that the Senate will act quickly to
confirm the President’s nominee so that this important work can move forward.

IHinois residents are among those hardest hit by the foreclosure and economic crises. We need
the Dodd-Frank Act and the CFPB to lessen the risk of future financial crises and to establish a
safer and more accountable financial system that works for everyone. [ ask that members of
Congress refrain from weakening this law and agency and, instead, give them time to be fully
implemented.

1 look forward to working with you on these issues.
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Testimony of James J. Renn
On Behalf of the Hllinois League of Financial Institutions
Before the United States House of Representatives
Financial Services Committee
In Chicago, lllinois
December 5, 2011

Good Morning.

Chairman Bachus, Ranking Member Frank, and members of the House Financial
Services Committee, thank you for holding this field hearing in Chicago and for allowing
me to testify today.

My name is James J. Renn. | am the President and Chief Executive Officer of Lisle
Savings Bank in Lisle, lilinois. Lisle is located 25 miles directly west of Chicago. Lisle
Savings Bank has $524 million in assets with capital of just under $90 million. We are a2
mutual savings bank that was founded in Chicago in 1817 and moved to Lisle in 1959.
We have two offices staffed by 58 full-time employees and 7 part-time employees. We
were, since our founding, and remain yet today, a residential home lender that holds our
mortgages in our portfolio.

| am also the immediate past chairman of the Hlinois League of Financial institutions
which is a statewide trade association that serves the state’s savings and community
banking institutions. The League was founded in 1880 and its purpose is to serve the
llinois financial institution business and public interest by fostering thrift and
homeownership and by sustaining and promoting the legislative, regulatory and
business interests of its members.

A consistent theme emerges when | consider the thrift and bank members of the lllinois
League of Financial Institutions. It may sound old-fashioned, but these members
demonstrate hometown banking at its best. These are community banks where the
officers, directors, and employees know their customers because they are their
neighbors. These community-based thrifts and banks are more than community
lenders; they are community leaders. In the lobbies of these member thrifts and banks,
you will usually find the glass-walled office of the president within a few steps of the
customer service areas — just like my office at Lisle Savings Bank. This connection of
the primary officer of the thrift and bank to the people who are the depositors and
borrowers of the institution is a link that has been lost in the “Wall Street” approach to
finance. This link, however, is alive and well in cities and towns across lilinois and |
know the llinois League members will continue this tradition as our state and nation
work through this recession and recovery.

| believe the focus and culture of our bank is visually reinforced by viewing our web site
www.lislebank.com. On our home page, you see our motto “Every Person Counts.”
You will also see three rotating pictures. One picture is of a senior couple, another is a
picture of a muiti-generational minority family and the third one is of a young couple with
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their young boy. Our welcome mat is out for all local residents regardless of their
income level or account balance. There is also a CEO Message to our customers
explaining the differences among investment banks, national or regional institutions and
community banks like Lisle Savings Bank. | draw your attention to the letter because its
text is so representative of the members of the Hlinois League of Financial Institutions
and community banks across the country. | will read a few key sentences: “While the
United States has approximately 7,700 banks with more than $13 trillion in assets and
two million employees, most banks are really small businesses. The median size bank
employs 37 people and has $154 million in assets. Three thousand banks have fewer
than 30 employees. Like other smaller community banks, we believe in developing and
maintaining long-term relationships with customers. One out of every three banks has
served its local community for more than 100 years.”

Lisle Savings Bank takes great pride in being a home lender where our mortgages are
funded by Main Street and not Wall Street. Our employees are local residents who
enjoy seeing family, friends and neighbors as customers and they are part of the fabric
of our community. The most humbling professional compliment | ever received was by
a local newspaper columnist who listed my living in Lisle as one of the top reasons to
live in Lisle.

Personally, | have been with the bank for 40 out of our 94 years in business and, as you
would suspect, | have seen many changes in that course of time. The most recent and
dramatic changes, however, have taken place in just the last few years. The reason we
are in business is to gather local deposits and make single family home loans in our
market area. However, the board of directors, management and staff all feel paralyzed
by the time spent on compliance and regulatory monitoring. We can imagine the
trepidation of not wanting to be on the last examination team before a bank failure,
however, we believe the objective of determining whether a financial institution is a
threat to the FDIC insurance fund has evolved into the micro-managing of a private
business. We understand the ripple cause and effect of the housing debacle on bank
regulation, but are frustrated and discouraged knowing so many people agree that
banks such as ours were not the cause of the real estate tsunami. Having earned
nearly $90 million in capital in 94 years, we view this position of strength as our “rainy
day” money to withstand business cycles.

Yes, we have foreclosures and real estate owned, but we know this too shall pass. We
want to live to fight another day, but strongly believe that the regulatory burden comes
at too high a price in terms of dollars spent, employee time and the distraction of
documenting our daily activities in terms of policies, procedures and committee minutes.
We currently have 43 policies that require annual board approval. While there may not
be a legal mandate of a One-Size-Fits-All Approach to regulations and examinations,
the policies and procedures of the largest financial institutions eventually become “best
practices” for everyone else. There is certainly a feeling that we are struggling with the
dichotomy of executing a Home Depot business plan while maintaining our small town
hardware store roots.

For years there was a business-as-usual environment at Lisle Savings Bank during
safety and soundness, compliance and CRA exams. Then loan delinquencies,
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foreclosures and real estate owned demanded our full attention. In 2009, we were told
our compliance management system was lacking and we were too big not to have a full-
time Compliance Officer. We were not sure what could have changed seemingly
overnight, so we asked one of our younger management trainees if he would be
interested in leaming the ins and outs of compliance and assume that responsibility on
a full-time basis. He accepted the offer as he knew promoting from within had been our
standard operating procedure when a position became available. This practice has
contributed to our track record of high employee retention. After spending nearly
$100,000 on both training and independent compliance consulting services over a
twelve month period, we leamed the promote from within concept was not going to work
in this instance. The learning curve was far too long and our Compliance Officer gave
his notice of resignation. He decided the banking industry and certainly compliance
were not for him. We were unaccustomedly in the market to hire an officer from another
bank for the very first time. After some preliminary telephone discussions and several
personal interviews, we learned the cost of an experienced compliance officer would
make a Compliance Officer the sixth highest paid position at the bank.

1 hope that common sense will prevail and that our pervasive concern with compliance
and “what will the regulators think” will become secondary to providing the best possible
customer service, product development and growth strategies. Right now though the
threats to the future of a bank our size and certainly even smaller institutions are very
real. The increased regulatory burden — laws passed by the Congress and the state
General Assembly, rules promulgated by federal and state regulators, pronouncements
by the Financial Accounting Standards Board, and interpretations offered by on-sight
examination teams result in overwhelming input to our bank’s compliance team which
primarily consists of supervisors of customer service departments. | wish | had the
foresight to factor in additional costs of the Dodd Frank legislation. Compliance
expense {excluding salaries), auditing and training expenses were $80,000 in 2008;
$111,000 in 2009; $118,000 in 2010 and $140,000 in 2011. These costs are severely
understated if we were to include salary expense and allocate overall employee time to
regulatory duties.

Thank you for the opportunity to testify here today at the local hearing of the House
Financial Services Committee. The lllinois League of Financial Institutions and |
appreciate your work on these important issues and your willingness to hold a field
hearing to gather evidence for your future use. | can be reached at 1450 Maple
Avenue, Lisle, IL 80532 or Jay Stevenson, the President of the Hlinois League of
Financial Institutions, can be reached at 133 South 4™ Street, Suite 206, Springfield, IL
62701.

Your work on behalf of the nation is greatly appreciated.
Jafnes J. Rénn

President and

Chief Executive Officer
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James J. Renn Biography

James 1. Renn has been a Lisle/Naperville area resident since 1959. He graduated from
Naperville Community High School in 1967 and from Northern Illinois University in 1971. Mr.
Renn is currently the Chief Executive Officer of Lisle Savings Bank and celebrated his 40" year at
the bank on November 1, 2011.

During his tenure at the bank, he has served on the boards of many local organizations such as
the Lisle Convention and Visitors Bureau, Lisle Area Chamber of Commerce, Rotary Club of Lisle,
President’s Advisory Committee of Benedictine University and parish council at St. Margaret
Mary Church. He has also served on the boards several bank trade organizations such as
Chicagoland Association of Financial Institutions and Illinois League of Financial Institutions.

He is immediate past Chairman of the Board of the llinois League of Financial Institutions and
currently serves on the boards of the West Suburban Community Pantry and the Lisle District
202 Education Foundation Board. Mr. Renn has been a member of the Rotary Club of Lisle
since 1996 and has 14 years of perfect attendance. He was also on a Parents Task Force at
DePaul University to encourage parents of current students to make financial contributions to
DePaul.

He enjoys his role as a greeter at St. Margaret Mary Parish on Sunday mornings.

Mr. Renn lives with his wife, Laurie, and two children, Aaron and Emily, in Green Trails in Lisle.
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Testimony of James M. Roolf
U.S. House Committee on Financial Services
On behalf of the
Winois Bankers Association
Before the
Committee on Financial Services
United States House of Representatives

December 5, 2011
Chairman Bachus, Ranking Member Frank and members of the committee, my
name is James Roolf, and | am President of First Midwest Bank’s Joliet Banking

Center, which is an $8.4 billion bank headquartered in ltasca, IHlinois.

It is a privilege for me to be here today as Chairman of the lllinois Bankers
Association {IBA), which represents well over 325 banks and savings institutions of

all sizes across our state.

Hinois is home to more banks and savings institutions than any other state in the
nation. There are 636 FDIC-insured banks and thrifts with nearly 5,000 banking
offices doing business in Hllinois. Of those, 584 are headquartered in Hlinois,

representing $341.5 billion in assets and $276.3 billion in deposits.

I'd like to start by thanking you for convening this important and historic hearing,
and for giving me the opportunity to present the views of the IBA concerning the
considerable challenges that our members, banks large and small across the state,
are facing from the current—and yet to be determined—future regulatory

1
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environment and the impact that these challenges are having on consumers and

local communities.

No doubt in recent months, you have heard from hundreds of witnesses who
have testified before you that the strength and health of the banking industry and

economic strength of our communities are closely interwoven.

It is a well-known fact that when a bank establishes roots in a local community,
that community thrives. Many lilinois banks have been in their communities for
decades and hopefully they will have the opportunity to be there for many more

decades to come.

In fact, over 575 lllinois banks have been in business for more than half a century
the majority of which have served their local communities for more than a
century! These numbers clearly demonstrate the staying power and commitment

Hlinois banks have to their customers and the communities they serve.

What is troubling, though, is that current regulatory pressures are forcing many
banks and savings institutions—particularly smaller ones—to make difficult
choices, including whether or not to get out of certain business lines, or simply

cut their losses and merge or sell their banks.

This means that lllinois inevitably will have fewer local banks, ultimately resulting
in less competition and fewer choices for consumers. This, combined with less

access to credit, the loss of jobs in our local communities and reduced
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opportunities for many charitable and other organizations, will be devastating to

an already struggling economy.

Since the beginning of the financial crisis in 2008, regulators have closed 50 lllinois
headquartered banks, and another 28 lllinois banks have been merged out of
existence. And we continue to see a large number of mergers as banks try to find

ways to survive in this ever increasing regulatory environment.

As Chairman of the IBA, | have traveled 2,000 miles in the last few weeks to meet
with hundreds of lllinois bankers throughout the state. And their message is
strong and consistent about the impact the overwhelming regulatory burden is

having on their business and their ability to serve their customers.

Many lllinois banks—particularly community banks—no longer are talking about
introducing new products and services, marketing strategies, business loan
development, customer retention and acquisition, or delivery platform
innovations. Instead, they are hiring new compliance personnel, shifting other
staff resources to compliance issues, creating new compliance policies, buying
new software to ensure compliance, and paying legal and consulting fees to help
comply with these new regulations and manage their regulators’ ever-increasing
expectations—all at the expense of their customers, local communities and

shareholders.

And, as compliance burdens continue to increase and costs escalate, many

community bankers are questioning the long-term viability of their banks, which
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lack the requisite resources necessary to comply with current, new, and yet to be

determined, complicated regulations.

Last year, the illinois Bankers Association conducted a survey of all banks in the
state. We asked about how the current regulatory environment is affecting their
business and how they expect the future regulatory environment will impact their

costs of doing business as well as their business decisions.

More than 160 banks and thrifts responded to our survey, and some of the data
that we gleaned was simply startling. In addition to outsourcing compliance
functions, hiring additional staff, and retaining more capital and earnings in lieu of
lending, many community banks will consider options we feared the most. More
than one third of the banks surveyed said they are likely to consider merging with

other banks, or selling their bank to a larger institution.

Of the total number of banks and thrifts in lllinois, 423 of them are under 5250
million in assets. Consider the significant impact on the state of lllinois and its

communities if these banks can’t survive amid the mass of new regulations.

My written testimony contains an attachment of just a few “real life” examples
from Hlinois bankers that | have heard. One comment from a bank with under
$250 million in assets stands out because it mirrors what we hear over and over
again.....The comment (in part), reads: “We used to devote half of one employee’s
time to compliance, and now we have at least one full-time employee plus two

other staff with compliance related duties. We estimate this additional cost at
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around $50,000, annually. He further stated: “we have raised our fees on virtually
every loan type to try to make up for all of our compliance work in making loans.
The biggest burden by far is 1-4 family residential mortgages. | can see many
banks getting totally out of making home mortgages. | would say this is the most
overwhelmed with regulations | have felt in my 20 years in banking, and it is a
fight every day to keep our employees up to date and fully trained. | cannot see
the viability of banks under $100 million. They will not have the staff to do this,
and if they hire outside vendors, then they will not make any money for their local

investors, so why do it?”

As regulators and the Consumer Financial Protection Bureau attempt to
streamline existing rules and develop new ones to implement Dodd-Frank, we
urge you and all members of Congress to hold all regulators accountable to
determine the real costs of compliance, particularly the cumulative effect of
constantly changing rules on a banks’ ability to carry out its core business of

serving its customers and providing credit.

It is crucial that the perceived benefits of each rule be weighed against its
ultimate costs to a bank’s customers—including the costs that it adds to a
particular product or service as well as its impact on the availability of access to

those products and services.

We hope Congress will exercise prudent oversight of the CFPB as they start to
implement rules. We urge you to make sure that the CFPB does not add a new
layer of regulation, instead of replacing layers of regulation as it was intended.
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We also want to express our strong support for two bills that are pending in
Congress. H.R. 3461 seeks to address some of the concerns related to the
examination environment by cailling for timely examination reports, more precise
and understandable classification standards for commercial loans, an expedited
and independent appeals process, as well as an independent ombudsman to
ensure consistency in exams. Also, H.R. 1697/S. 1600 would provide community
banks with some needed regulatory and tax relief, as many compliance
requirements disproportionately burden community banks, and ultimately would
help community banks free up the needed capital to continue serving their
customers and communities.

In closing, llinois and the rest of the country cannot afford to have fewer banks.
Our communities depend on banks every day. Banks create jobs! We all know
that small business lending plays an essential role in the economic recovery and in

creating desperately needed job growth.

Banks are businesses! lllinois-headquartered banks and thrifts employ over
58,200 lllinois residents, and together with out-of-state banks and thrifts doing
business in the state, the lllinois banking industry employs over 95,000 people in

Illinois, who all contribute to the local economy.

Bankers are community leaders! They provide leadership to numerous
organizations and activities that are important to our communities—whether it is
the local United Way chapter or food bank, or serving on the board of a hospital
or local chamber of commerce—bankers facilitate economic vitality in

communities across this State and indeed the Nation!
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Thank you again for coming to lilinois, and for allowing illinois bankers to candidly
discuss our concerns regarding the regulatory environment, and to recommend

some solutions to help foster a strong economy.

linois bankers are committed to helping restore our economy, and we know
Congress is committed to doing the same. We look forward to working with you

to achieve our mutual objective.
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Tor House Committee on Financial Services

Regarding: Regulatory Reform: Examining How New Regulations are Impacting Financial
Institutions, Small Businesses and Consumers in Ilinois

By: John Schrmutt
President & CEO

Naperville Area Chamber of Commerce

Delivered: Monday, December 5, 2011, 9:00 a.m.

Our Mission:

Through the commitment and engagement of our Members, the Naperville Area Chamber of
Commerce provides leadership for the benefit of the business community by promoting economic
growth, advocating the interests of business, providing service and education to Members and
community, and meeting Members’ needs.

The Naperville Area Chamber of Commerce is the second largest chamber of commerce in Ilinois and has received the prestigions
designation of 5-Star Accreditation from the United States Chamber of Commerce. An honor bestowed on only 75 Chambers in
the nation, ont of the nearly 7,000, for their Member’s i and engay n pr

their regional business community.

ing free enterprise and strengthening
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Statement of John Schmitt
President & CEO
Naperville Area Chamber of Commerce
November 22, 2011
Chairman Bachus, Ranking Member Frank, distinguished members of the Financial Services
Committee and membets of the Illinois delegation, thank you for the opportunity to speak with you

today. My name is John Schmitt and [ am the President & CEO of the Naperville Area Chamber of

Commetce, a tegional chamber in the western suburbs of Chicago.

Our Chamber is proud to have approximately 1,400 members of every size and sector. Qur
Chamber’s diverse membership base includes small start-up companies, Main Street retailers, non-
profits, and some of our nation’s largest companies. This provides us with regular interaction with a
wide spectrum of business backgrounds, needs, business models and challenges. On behalf of all of
our members thank you for holding this field hearing and studying how recent legislative and

regulatory changes are affecting the availability of credit for businesses.

Today’s other panelists ate issue expetts about how the Dodd-Frank Act and creation of the
Consumer Financial Protection Buteau are affecting the banking industry and affecting the
accessibility of credit. These bankers are the experts because they are the businesses that are dealing

on a daily basis with bank examiners, officials and of course, customers secking loans.

Today, I am here to provide you with an update from the business community and to
explain the environment small businesses are operating in, and the general themes we hear from our
p P g m, g

members about the availability and accessibility of credit.

Our Chamber firmly supports sound consumer protection regulations. Our national
economy and global economy are still struggling to recover from the depths of one of the worst
meltdowns in the history of civilized society. Small businesses, who ate the vast majority of our

membership and businesses in America, have been hurt mightily during the recession.

So while today we are discussing what changes to could be made to improve the accessibility,
1 think it is important to remember just where we've come from. The recession and its aftermath

have decimated the small business community.
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Small businesses ate reeling from soft consumer demand, lowered home-values, a difficult cconomic

climate, and difficulty maintaining and obtaining credit.

The cumulative result is that existing businesses have been pushed to the brink and many
had to close. For reference, we recently completed a review and estimate that since January of 2008,

300 businesses that were members of our Chamber have closed and gone out of business.

New businesses are finding it difficult to get started. While small business is inherently a
risky enterprise during the good times, the recession and the resulting softness in our economic

climnate has been a toxic mix for too many entreprencurs.

While there was a need to save those “too big to fail,” for the safety and soundness of
America’s and the global economy and financial system; today it is the small businesses, the smaller
institations and the American people that are paying the price to restore the financial system to

health.

Thankfully, the credit markets are opening again, but I fear they are open only for some of
our nation’s business community. For the small business community there are too many hurdles and
too much uncertainty in quickly obtaining loans — even for seemingly credit worthy businesses.

There are additional examples of this sentiment available later in my statement.

I believe there are two competing desires that are seemingly at odds and are at fault for the
difficulty in small businesses to obtain credit. From a macro-perspective there is the desire get the
economy growing, which will require businesses to have ready access and availabile credit. This
desire is juxtaposed with the continuing efforts of the regulatory community to ensure stabilization
of our banking system, making sure it remains systemically healthy, averting failures, and of course,

avoiding any further bailouts.

I'm reminded of my high school economics class and the lesson focusing on our inability to

have our cake and it eat it too.
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1 don’t know if regulators understand the perils and tisks of having tunnel vision on their
quest to ensure that the mistakes of the past aren’t repeated are having on the business community.
The Chamber doesn’t fault them for this, it is the job of the regulatory community to regulate and
prevent too much leverage from threatening our financial system — but we hope they are hearing
from you, our elected leaders, on the importance of enabling banks to lend to small businesses and

start up firms.

Loans to small businesses didn’t cause our economic meltdown, but it seems as if our
natural reaction to the financial collapse and past abuses, may be hampering our ability to recover by

making it too difficult for small businesses to obtain credit.

Jnfortunately, I am afraid that we are just in the beginning of a long and difficult struggle
for small businesses from obtaining the credit they need to stay open or to expand their operations,
hire additional wotkers and invest in America’s communities. [ say this because we repeatedly hear
that business owners are spending more of their time working on obtaining credit, rather than

runaing their businesses or working on actually growing their business.

One of the most puzzling and disheartening stories we repeatedly hear at the Chamber is a
bank turning away or revoking credit from longstanding and long-established customer. Often, with
very little communication, small businesses are told that their existing arrangements must be
reworked or will not be renewed, or that a business must infuse a significant amount of capital to get

a loan renewed.

For a small business, this results in a frantic and difficult chase to secure financing. This is a
distraction from running their business and weighs heavily on their decision to hire additional

wotkers.
Reports From the Trenches
At this point, I would ask permission to enter the following anecdotes into the record. 1

would ask your permission in refraining from using the business names or organizations that they

were seeking loans from. The Chamber 1sn’t passing judgment on why their experiences turned out
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as they did, I just want to provide you with examples of what we have heard. And it is important to
note that we heard from several organizations that have reported no problems accessing credit.
Generally, these were long established organizations and a vast majority of our negative experiences

come from businesses in the start-up phase of their business.

On Main Street and in general, the business community has seen a change in their banking
relationship. There is a new party in the transaction and that 1s the banking regulator. Often,
businesses secking loans are told about this mysterious party and often bad news is delivered in the

name of the regulator.

While I know the construction industry and real estate markets are widely credited with
playing a major role in the financial meltdown there are two anecdotes that speak directly to this

point.

The first is the example of one of a local construction and land developer who, despite never
missing a payment and having 100 percent, again 100 percent occupancy, had to go to 22 banks
before he could obtain the credit necessaty to continue to run his business. Not a good expetience

and one that is directly attributable to the industry’s changing valuations of certain assets.

Another is the example of one of the most prominent real estate development firms in our
community. They wete a conservative organization and were not overly leveraged. They had a path
forward to survive the recession and remain a going concern. Instead however, banks stepped
forward and would not renew their loans and instead sought millions of additional capital be infused

to maintain the status quo.

Like the previous example, this business had never missed a payment and none of the
properties were distressed. At the end of the day the owners faced a choice between infusing

millions into the enterprise and slogging it out, or taking the option of simply walking way.

After review and debate by the business” owners they decided the path they would take
would be to file bankruptcy and close down. Both the bank and the business were within their right

to act as they did, but we did not achieve the desired result.
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New Business Start Ups

Our Chamber is pleased to provide meting space and other assistance to the Fox Valley
SCORE chapter. Every week the volunteers at SCORE meeting with individuals seeking the
American dream, to start a business. Before the recession, generally the advice focused on the need

to develop a business plan to submit to a bank.

Now however, many of these entrepreneurs struggle to find available credit for their
concept. A SCORE counselor recently told me that they were advising clients to seek access to
private capital, in lien of the traditional course of brining their business plan to a bank. It’s not to
say that every person who thinks of starting a business is taking this path, but I think it speaks

volume to the challenges facing new businesses.

One of the SCORE counselors advises clients on his experiences running a small business
and the difficulty they face in financing. This counselor did not have a loan renewed for his business
that was in the pharmaceutical industry, and a business with $9 million in revenue and 50 employees

shut its doors.

Another very successful recent retail stattup contacted me about my testimony today. This
business owner has a great retail concept and has been doing very well since they opened their
business over a year ago. As they have pursued a loan to expand, they have been repeatedly denied.

They have been told it is because they don’t have a three-year track record.

This is while they’ve put hundreds of thousands of dollars of their savings into the business
to get it launched. They are growing increasingly frustrated at the inability to obtain financing. While
retail businesses are a risky, if we want to fill the shopping centers, strip malls and downtowns of
America with stores and workers - we need to have a ready supply of credit available to

entrepreneurs with an idea and a concept.
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This business ownet I believe the business has been looking to obtain financing from
ptivate sources, alumni networks and others. However, the lack of access to credit has been

frustrating and diverted significant attention away from growing their business.

The Need For Credit For Existing Businesses

Another example from our membership I would like to share with you is the story of one of
our Chamber’s Small Business of the Year Award winners and Chamber board members. He’s been
trying to do exactly what this county needs, purchase another business, invest in 1t, take a new retail

space and hire additional workers.

After being told by his bank where he had a longstanding relationship that financing would
not be possible, this entrepreneur has spent the past ten months trying to find someone else who
would step forward and provide the financing. He is awaiting final approval from an SBA lender.
However, the inability to obtain the financing has delayed the expansion and investment in this

business.

Another example I would like to share is one I learned from speaking to one of our
community’s most prominent business leaders. They have a 25-year track history and have several

successful business ventures in town.

Their business, a hybrid showroom and retail storefront is a partnership with another
prominent and successful business pattner. They saw opportunity in the marketplace and wanted to
expand into a new product line. While secking a loan from an institution where they have significant
deposits they were told they could get a loan for the amount they requested, but only if they put the

same amount of money in a cash deposit at the same bank.

Thankfully these entrepreneurs had the means to make this arrangement work, but it does

not speak well to the availability of credit to creditworthy individuals.
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The Role of Credit

It is important to remember that many small businesses — unlike large corporations, often
rely on an “all of the above” means of financing their business. They use and risk their personal
credit, cash, home equity loans, collateral, credit cards, anything and everything, to get their business

through the lean times.

Small businesses, enttepreneurs and start up companies most need credit to be available and
cheap during their lean times. Small businesses need banks to give them loans when the small

businesses need it, not when it works for a bank’s ratio or when they have a proven track record.

Unfortunately it appears that our banking system and banking regulators have grown risk
averse and unwilling to take a chance on small businesses when they most need it. We need a capital

structure that finances the hopes and dreams of America’s entreprencurial class.

As 1 said before, small busintess is an inherently risky enterprise. It brings with it the greatest
reward possible in the American dream. We need a system that can evaluate and review concepts
and new ideas and find a way to quickly and promptly provide an answer. Our Chamber believes

endless and lengthy delays in obtaining credit are negatively impacting our economic recovery.

There is no regulatory structure, loan classification system or ratio that can define whether a
small business concept will be successfil. We have tens of millions of small businesses in this
country because we have entrepreneurs willing to tisk it all, and people willing to invest in this

opportunity.

We hope these examples today echo what you have heard as you visit with your constituents
so that it leads this committee towards taking action to make it easier for small businesses to obtain
and access credit. Our economy relies on trial and error, success and failure. We urge you to keep
close eye on the regulatory and banking system to make sure that it is not stacked against funding
the American entrepreneur. Our nation desperately needs this talented group of people to bring us

back to prosperity.



82

Compliance Costs

QOur Chamber asks the members of this committee to ask the regulatory authorities, agencies
implementing new regulations, to continue to focus on the impact new mandates have on small

businesses.

Overall the small Business Regulatory Enforcement Fairness Act panel has been successful
at reworking regulations that would have a significant and burdensome cost on our nation’s small
businesses. The Chamber and our members hope that you would ask that all of the rules, regulations
and mandates requited in Dodd-Frank be considered on the impact they have on the small business

community.

Small businesses do not have a compliance department, or the benefits of economies of

scale. Every regulation and the time it takes to comply shows up directly on their bottom line.

Please remember that small businesses use every means possible of financing their business
and any actions which increase the costs of botrowing or credit, directly impact the ability of small

businesses to open and ultimately compete in the marketplace.

Conclusion

We hope you will continue you efforts to understand why small businesses are finding it so
difficult to obtain loans. If at the end of your examination you feel that the regulatory community is
taking an inappropriate, or overly conservative approach towards the availability of credit to small
businesses, we urge you to use your regulatory and oversight authority towards making changes that

will increase the lending and availability of loans to budding entrepreneurs and small businesses.

Thank you for the opportunity to speak with you and I am happy to respond to any

questions you have. Thank you for your service to our nation.

HH#it
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Chairman Bachus, Ranking Member Frank and members of the committee, my name is Peter
Haleas. I am Chairman of the Bridgeview Bank Group, in Bridgeview, llinois. We are a $1.4
billion commercial bank with 15 offices and 290 employees including an active mortgage

company.

I believe that community banks offer one of the few solutions to lift our economy out of malaise.
Jobs and economic growth are stimulated by community banks which provide “blood” to small

businesses and communities which are the backbone of our nation.

One specific example is a $20,000,000 construction loan for a new grocery store (among several
other stores), the fifth in a family operated chain of grocery stores. This project not only
provided jobs for construction, but the grocery store added 200 new jobs not to mention
additional community needs like police and fire support. This loan, made in a challenging time

for commercial real estate lending is a success not only for the bank but the community as well.
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Unfortunately the harsh regulatory pressures have stalled lending. Regulators are fine
individuals who generally are conscientious and are trying to do what is right for the banking
system. We value our strong ties with them. However, it is the regulatory system which is
flawed. To quote former Chairman Barney Frank and Congressman Walt Minnick from their

letter to regulators dated October 29, 2009:

Community banks became strong and viable players in the financial services industry
because they fill an important need, and it would be short-sighted to weaken that role
through over-zealous regulatory actions — actions based not on wrong-doing or poor
management practices at these banks, but on changes in the economic environment and

toughening regulatory standards.

We agree. The system needs to change.

To begin, the exam environment continues to be harsh and as a result, hampers economic
growth. Many banks have received arbitrary capital requirements well above statutory limits for
a well capitalized institution with limited time to achieve these higher marks. Consequently,
banks are forced to pass up sound loan opportunities in order to preserve capital ratios. In fact
many bankers discuss shrinking their balance sheets in order to achieve capital ratios placed on
them by regulatory orders. Consequently, community lending suffers and the current process in
requiring additional capital at best seems arbitrary and punitive. In addition, increased

percentages required in a bank’s loan loss reserve do not count in a capital ratio. Simply put,
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higher capital ratios coupled with higher loan loss percentages which do not count as capital
stifle lending activity as banks race to preserve capital and use cash to bolster its allowance for
loan losses (“ALLL”). One possible solution is to allow all funds in loss reserve to be included
in a bank’s capital calculation. Another possible solution is to fix capital ratios at an acceptable
level for all banks so that privately held institutions have ample opportunity to achieve the

required mark.

As community banks, we also believe banks have a moral and social responsibility to the
communities we serve. In part, this means assisting Borrowers who in good faith are trying to
survive. Yet another regulatory categorization dissuades this effort. The Troubled Debt
Restructuring (“TDR™) categorization of virtually any borrower accommodation forces a bank to
mark to market the value of the underlying collateral on a loan (depleting capital) and carry the
loan as a classified asset (the problem “bucket” for regulators). Does this not cut against the
spirit of how a bank is supposed to support its community? We are charged with assisting
housing in blighted areas (CRA) yet dissuaded from helping horrowers who potentially supply

jobs to help in affording the homes? These diverging policies are inconsistent.

Allow me to highlight a specific example. We have a local Borrower who owns a gas station
which faced an enormous real estate tax increase. This tax increase caused the Borrower to
come to us and plead for assistance (a lower rate and modified amortization schedule). Yet
because we would then be forced to carry this loan in a TDR category resulting in a classified
asset, we told this Borrower we could not help himi. The result? He shut his business down and

fired his employees. The Bank was left with no alternative but to incur a loss via the sale of the
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asset in order to avoid carrying a classified asset on the books for an extended period of time.
These actions forced upon us were morally gut wrenching. We did not help an individual and we

certainly did not assist an economic recovery.

Specifically, we would ask Congress to review the requirements on TDR and allow banks to

positively reflect borrowers accommodations on their balance sheets.

One concrete suggestion to the TDR issue is to disallow the requirement to mark a loan to
market value simply when accommodating a Borrower. After all, the Bank has taken an
economically injurious action (by lowering an interest rate) in order to attempt to help a

Borrower.

Another positive step Congress could take to assist the economic recovery is allow Banks a three
to seven year window to amortize a mark to market on property securing impaired loans. Quite
simply, banks are currently forced to follow a current market analysis subjecting the Bank to the
lowest ebb of devaluation. A longer amortization period would provide bankers with the
opportunity for the market to correct itself and not deplete precious capital ratios. This action by

Congress could help strengthen lending activity.

Another ABA and IBA supported bill, H.R. 3461, the Financial Institutions Examination
Fairness and Reform Act sponsored by Representatives Shelley Moore Capito (R-WV) and
Carolyn Maloney (D-NY), warrants strong support is intended to address a number of concerns

with bank examinations. The bill would ensure that financial institutions receive timely
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examination reports, including ali of the documentation that regulators used to make their
determinations. It would provide for new standards for exams, which would include restricting
the placement of commercial loans in nonaccrual status solely because collateral has deteriorated
in value, and not require new appraisals on commercial loans unless new funds are involved. In
addition, the bill would establish an Independent Office of Examination Ombudsman within the
Federal Financial Institutions Examination Council (FFIEC), and would create a timely,

independent, and fair process for financial institutions to discuss examination decisions.

Congress has the power to fix our economic problems of today through, in large part, easing the
regulatory burden confronting community banks. The entire banking industry simply wants to
ensure that we can have a supervisory climate that contributes to the economy and job growth
rather than stymies it. Thank you for the opportunity to testify before the Committee, and for

your keen interest in helping find ways to restore economy and create jobs.

Thank you.
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Chairman Bachus, Ranking Member Frank and members of the
committee, my name is Michael Steelman, I am the Chairman and
CEO of Farmers and Merchants State Bank of Bushnell, Illinois, a
$58 million dollar community bank located in west central lllinois,
in a community of 3200 people. Our bank was chartered nearly
100 years ago, in 1913, and we have 19 full-time employees and 3
part-time employees. We are an employee owned ESOP bank, with
the employees owning nearly 50% of our company. | appreciate
the opportunity to provide members of the committee with a
community banker’s view of the impact of federal rules and

regulations upon our company, our customers and community.

No one today wants to listen to bankers complain. Nevertheless,
what is happening to community banks today is like a large weight
on our chests that is slowly, yet surely squeezing the last breath

from community banking in this country.

When [ started in community banking over 25 years ago, I thought
the compliance burden was heavy. One of my first duties included

computing Regulation Z percentage tolerances to within 1/8 of a
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percent, and keeping a log of that. We dealt with several other
regulations at that time, and thought we were over-regulated. In

hindsight, that was nirvana.

Since that time, including the agriculture crisis of the 80’s, the
Savings and Loan crisis, and the sins of our brethren big banks and
Wall Street firms, there have been many well-intentioned attempts
to rescue consumers from perceived problems, and rules and
regulations have been added and added again. In my community
bank, officers and employees spend an inordinate amount of time
trying to understand and comply with the incredible number of
rules and regulations that affect us every day in our business. Two
employees spend nearly all their time dealing with compliance.
Everyone, including the tellers, spend a large part of their day
dealing with compliance forms and duties. We have had to hire a
full-time professional compliance firm to help with our compliance
program, at a very high cost for a very small bank. Many of my
younger employees spend so much time in compliance that they
don’t really understand what real banking is, which should be to

provide service to our customers.
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The compliance process for community banks in this country
subsumes and swallows the underlying goal of regulations. Let me

give you an example.

The Bank Secrecy Act, which deals with money laundering, among
other things, is a worthy and laudable program. However, with a
300 page examination manual, and many more hundreds of pages
of rules, regulations and procedures, banks - not the money
launderers - become the target of the process. The examiners, as
they are trained to do, hone in on any violations of the program,
and the process becomes their focus, not the true goal of catching
the bad guys. The banks become the bad guys. We become the
subject of regulatory actions and fines, all from this labyrinth of
rules and regulations that are impossible for any one small

institution to understand or fully comply with.

Well before this maze of money-laundering rules, we successfully
identified a money launderer, cooperated with law enforcement,
caught the person who was attempting to launder money, and we
did so without the incredible amount of rules that are layered into
the process today. We did that with common sense and

cooperation with the authorities.
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The residential real estate closing process is a perfect example of
the over-kill of regulations. What should be a relatively simple,
understandable and fair process for a home loan customer has
become arduous and laborious with a complete lack of clarity.
From mortgages and notes that have become many multi-page
documents that must cover every possible outcome that might
affect a borrower, to HUD disclosures that are nearly unintelligible,
to many more pages of spurious disclosures, a typical real estate
closing is now a 100 page nightmare. Hardly any borrower [ know
completely reads all of the documents. My employees do the best
they can to go through every document with the borrowers, but
the borrowers simply become frustrated, thinking we bankers
created this mess, as opposed to the incredible number of

regulations that we must comply with to simply close a home loan.

Although the Consumer Financial Protection Bureau is attempting
to draft simpler disclosure forms, as a community banker, every
time I hear “simplify the process” from Washington, I grow
apprehensive. It has never become simpler, it has never become
less complicated, and it rarely benefits the consumer by
outweighing the costs and agony it creates. For example, the draft
consumer financial protection bureau settlement disclosure form

does attempt to shorten some of the disclosures. However, I note

4
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that included on the draft forms are an item captioned “lender cost
of funds,” which it describes as the cost of funds used to make a
loan to the borrower. It further states “this is not a cost to you.” |
find it interesting that CFPB is attempting to put the cost of the
“product,” that is the mortgage, on the face of the disclosure. 1
can’t think of any other product sold in the United States which the
government forces the seller to include his cost of producing the
goods to the buyer. This will simply exacerbate the distrust
between customers and banks. Homebuyers will demand to know
why, if cost of funds is 1%, banks are charging them 4%. A higher
cost of funds would reflect the fact that we are paying our deposit
customers higher rates. This disclosure would not be understood

and would be confusing for customers.

The creation of the Consumer Financial Protection Bureau, upon
the passage of the Dodd-Frank Act, will have broad and yet
unknown effects on community banks. Although the CFPB wiil
examine institutions with more than $10 billion in assets, even if
we are not examined by the CFPB, any new consumer protection
rules will still apply to community banks. We are already
examined by the Federal Reserve Bank, the FDIC, and the State of
Illinois. Another layer of regulator is nearly incomprehensible. To

try and understand the CFPB’s authority to curb practices that it

5
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deems “unfair, deceptive and abusive,” obviously broad and
subjective terms, will be very difficult to deal with. Everyone
agrees that abusive practices should be curbed. Who defines
abusive, and what exactly that means to community banks and
their customers is the question. We are affected by what large
institutions may have done in some fashion. Regulation flows
down hill, and we are impacted by rules intended for the mega

banks and Wall Street firms.

Although well intentioned, the rules and regulations have in many
instances, forced banks to become “police” for nearly every
financial action in the country. Mandates such as Bank Secrecy
Act, internet gambling and other regulations that force us to watch
for, report and follow up on financial actions of customers are for
us, simply unfunded mandates. Community banks only have so
many resources to do our basic job of accepting deposits, and
lending to our customers and small business. All of the actions
that congress forces us to take to become a financial watchdog for
the country are unfair, burdensome, ill-productive, and create an

industry of compliance and regulation, not a solution to problems.

There are unintended consequences of otherwise well-intentioned

rules and regulations. The economies of small towns are

6
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weakened because our resources must be directed toward
compliance and not loans and helping our small business owners
and consumers. Needless to say, fewer jobs are created or kept,
and the larger goal of a strong local, state and national economy
falls by the wayside. The uncertainty that surrounds existing
regulations, and how examiners may interpret them are a
burgeoning threat. Huge enactments, such as Dodd-Frank, create
massive amounts of new rules and regulations, many of which are
yet to come. The overall uncertainty created by this environment
means that we become hesitant to lend or to take affirmative
action that we would otherwise take in a simple, stable regulatory

environment.

Community bankers fully accept the fact that there are some rules
and regulations that are appropriate and necessary. But, the sheer
weight and number of regulations that exist today, and that are
forthcoming, are too much. Many of my fellow community bankers
have given up, sold out, merged or are ready to do so. This will be
tragic for small business owners and consumers in small towns
that are understood by the local community banker, but that
certainly will not be well-served or understood by larger banks

that will never understand the rural base.



95

I am very proud of the fact that our bank has served our farmers,
small businesses, local manufacturers and consumers for nearly
100 years. We know and trust our customers and we are the
major contributor in all other ways to our community. The story
of our small bank is repeated hundreds and thousands of times
across this country. We are simply asking you to preserve the
community banking system. We must be freed from the
cumulative, choking regulations that keep coming even as we

speak.

Thank you for your time and your thoughtfulness in hearing the

concerns for our community bank and its customers.



