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FINANCIAL SERVICES REGULATORY RELIEF:
PRIVATE SECTOR PERSPECTIVES

Thursday, May 19, 2005

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON FINANCIAL INSTITUTIONS
AND CONSUMER CREDIT
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to call, at 10:05 a.m., in Room
2128, Rayburn House Office Building, Hon. Spencer Bachus [chair-
man of the subcommittee] presiding.

Present: Representatives Bachus, Jones, Royce, Kelly, Ryun,
Biggert, Hensarling, Brown-Waite, Pearce, Neugebauer, McHenry,
Sanders, Maloney, Sherman, Moore of Kansas, Carson, Hinojosa,
Green, Moore of Wisconsin, and Clay.

Chairman BAcCHUS. [Presiding.] The Subcommittee on Financial
Institutions and Consumer Credit is meeting here today on regu-
latory relief that will provide representatives of the financial serv-
ices industry with an opportunity to identify regulations that they
consider outdated or not cost-effective. In addition, the witnesses
will have a chance to offer their recommendations for alleviating
the burdens imposed by those regulations.

At this time, I am going to yield to Mr. Royce for an opening
statement because he is chairing a committee on international rela-
tions, and I want to let him do that so he can appear at that meet-
ing.

Mr. RoyCE. Thank you, Mr. Chairman. I thank you for holding
this hearing to address the issue of regulatory relief for the finan-
cial services industry, which is a measure that I believe is construc-
tive and well reasoned and very long overdue.

For far too long Congress has burdened our country’s federally
chartered banks and thrifts and credit unions with well inten-
tioned, but onerous and often outdated rules and regulations pre-
venting them from operating as efficiently and competing as effec-
tively as they could. I support the efforts of this subcommittee to
reduce these unnecessary burdens.

One week ago, Representative Paul Kanjorski and I introduced
H.R. 2317, the Credit Union Regulatory Improvements Act, or
CURIA, which is an updated version of legislation we first offered
in the 108th Congress. As of this morning, I am pleased to an-
nounce we already have garnered the support of 27 cosponsors for
this measure from both parties.

CURIA in the 109th Congress contains significant modifications
regarding the applicable prompt corrective actions, standards and
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net worth requirements for credit unions. The most important
changes replace the capital reform language contained in Title III
of H.R. 3579 with a more comprehensive and robust capital provi-
sion incorporated into Title I of the new CURIA.

Title I of the new CURIA now contains the PCA capital reforms
recently recommended by the National Credit Union Administra-
tion, which oversees federally chartered credit unions and admin-
isters the National Credit Union Share Insurance Fund. The new
PCA provisions in CURIA are modeled after FDIC capital stand-
ards applicable to banks and to thrifts.

I am pleased to see that the testimony of one of our witnesses
today will lay out more specifics on our legislation, so in the inter-
ests of time I would just ask that as this committee addresses regu-
latory relief provisions for financial institutions. I hope that the
chairman and other members strongly consider the needed reforms
Mr. Kanjorski and I have put forward for credit unions.

I would like to thank you, Mr. Chairman, for the opportunity to
speak on behalf of my legislation here for a minute this morning,
and I look forward to the testimony of our witnesses today.

I yield back.

[The prepared statement of Hon. Edward R. Royce can be found
on page 46 in the appendix.]

Chairman BACHUS. Thank you.

I would like to say to our panel of witnesses and to the audience
that Mr. Royce, Mr. Hensarling, Mr. Ryun, Mr. Kanjorski, and Mr.
Moore on this side of the aisle all are on legislation to give regu-
latory relief to our financial institutions. Most of them are here
today, and they are playing a leading role in the legislative pack-
age.

At this time, I recognize the ranking member of the sub-
committee, the gentleman from Vermont, Mr. Sanders.

Mr. SANDERS. Thank you very much, Mr. Chairman, for holding
this important hearing.

I am delighted to welcome our witnesses to be with us today.

The focus of this hearing is on providing regulatory relief to fi-
nancial institutions, which this committee has tried on several oc-
casions to accomplish.

Mr. Chairman, let me begin by saying that I do believe credit
unions are one of the most highly regulated and restricted of all de-
pository institutions in this country.

To ease these regulatory burdens and help credit unions succeed
in the 21st century, I am pleased to be an original cosponsor of the
Credit Union Regulatory Improvement Act introduced by Congress-
men Royce and Kanjorski and the Credit Union Net Worth Amend-
ment Act introduced by the chairman.

Among other things, CURIA will expand credit union invest-
ments in small businesses and create decent-paying jobs. The Cred-
it Union Net Worth Amendment Act will also update statutory lan-
guage to conform to new accounting practices for mergers of credit
unions. I look forward to working with everyone on this committee
to advance these bills.

But, Mr. Chairman, I do not understand why large banks that
have been making record-breaking profits for the past 5 consecu-
tive years need further regulatory relief while consumers, who are
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over $2 trillion in debt, also a record, are far too often left out of
the mix. I think we might want to pay attention not only to the
needs of large banks, but also to the needs of consumers.

Having said that, Mr. Chairman, I would be pleased to work
with you on regulatory relief legislation if we can also include a
provision to expand employee ownership in this country, and I
think we are going to be hearing from Mr. Keeling later on about
that issue.

Let me give you an example of what I am talking about.

Last night, I introduced the Employee Ownership Opportunity
Act, a very bipartisan, tripartisan piece of legislation, with Rep-
resentatives Don Manzullo, Carolyn Maloney, Dana Rohrabacher
and Barbara Lee. This legislation would provide a Community Re-
investment Act credit to financial institutions that offer assistance
to employees to establish employee stock ownership plans, ESOPs,
or eligible worker-owned cooperatives, EWOCs.

Mr. Chairman, providing a CRA credit for the expansion of em-
ployee ownership is, I believe, a win-win. It will be good for banks
looking for new ways to fulfill their CRA requirements, and it will
be good for workers who would like to own their own businesses.

In addition, Mr. Chairman, workers who are also owners, and
one of the important points about worker ownership is that people
who own their own businesses are not going to be going to China;
they are not going to be going to Mexico. They are going to be rein-
vesting in decent-paying jobs in their own community. They are
going to be empowered. Productivity will go up, and it is a direction
that I would like to see our country go.

Frankly, I think it makes a lot more sense for the Federal Gov-
ernment to be helping workers own the places that they work in,
rather than providing huge amounts of corporate welfare to large
multinationals that are going to China.

Mr. Chairman, when we are talking about employee ownership,
we are talking about protecting and creating decent-paying jobs in
this country. Broad-based employee ownership has proven to in-
crease employment, increase productivity, increase sales, and in-
crease wages in the United States. According to a Rutgers Univer-
sity study, broad-based employee ownership boosts company pro-
ductivity by 4 percent, shareholder return by 2 percent, and profits
by 14 percent. Similar studies have shown that ESOP companies
pay their hourly workers between 5 percent to 12 percent better
than non-ESOP companies.

Mr. Chairman, last Congress I thought that one of the most in-
teresting hearings in our subcommittee, and I thank you very
much for holding that, and your interest in this issue, dealt with
the issue of employee ownership. I was delighted that we were able
to work together on that hearing. Another person who remembers
that hearing will be here with us today, and we are delighted that
Mr. Keeling is back again.

This issue, Mr. Chairman, I think is one that can bring conserv-
atives and progressives together. It is absolutely nonpartisan. All
of us are concerned about lower wages in America, the loss of good-
paying jobs. We want people to participate in their economy. So we
look forward to working with you and all members of this com-
mittee on the issue of employee ownership.
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Thank you very much, Mr. Chairman.

[The prepared statement of Hon. Bernard Sanders can be found
on page 49 in the appendix.]

Chairman BacHUS. Thank you, Mr. Sanders.

I will say for the record that employee stock ownership plans and
eligible worker-owned cooperatives, encouraging those, is a win-win
situation for America. I know your legislation. I believe Dana Rohr-
abacher and Don Manzullo, who is Chairman of the Small Business
Committee, have already indicated that they will be supporting
your legislation.

Mr. SANDERS. That is right.

Chairman BACHUS. I am very supportive of that legislation, too.

Mr. SANDERS. Thank you very much, Mr. Chairman.

Chairman BACHUS. Thank you.

At this time, I recognize Mr. Hensarling.

Mr. HENSARLING. Thank you, Mr. Chairman. Thank you for hold-
ing this important hearing. Thank you for your leadership in trying
to help us reduce the regulatory burden on our Nation’s financial
institutions.

When laws are passed and regulations are promulgated, we just
cannot walk away from them. Not unlike a ship that picks up bar-
nacles, it has to be cleaned from time to time. The same is true of
regulations. Many have costs that are passed on to the consumer
in one form or fashion. Many outlive their purposes. Many have
unintended consequences.

The bottom line is that excessive, redundant, and costly regula-
tions can make credit more expensive and less accessible. They can
keep Americans from purchasing their first home, buying a second
automobile to go to work, financing their child’s education, or
maybe launching a small business that creates new jobs in a small
town.

I believe with thoughtful regulatory relief, we can free up more
capital for these valuable purposes without undermining safety and
soundness. I think, Mr. Chairman, we all know that the Federal
regulatory burden particularly falls disproportionately on our
smaller banks and credit unions. These are institutions that typi-
cally have branches that are located in rural and more scarcely
populated areas.

Let’s look at just banks for a moment. Assuming that $1 billion
in assets is the dividing line between small and medium-to-large
banks, the total number of small banks has declined from roughly
12,000 at year’s end in 1993 to a little over 8,000 at the end of
2003. In other words, a decline of almost one-third in just a decade.

Now, I am sure there are a number of reasons for the mergers
and consolidations that led to this decline, but from talking to folks
in my home State Of Texas, I am convinced that the cost and bur-
den of Federal regulation certainly ranks among the top reasons
and really one of the top challenges to their continued profitability
and viability.

This is very worrisome because our smaller financial institutions
are often the economic lifeblood of these small communities. Let me
give you one example in my district. First State Bank of Athens,
Texas, they make almost 100 charitable contributions a year to
groups like the American Heart Association, Meals on Wheels, Dis-
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abled Veterans. They have funded close to $3 million for a 36-unit
low-income housing unit for seniors. They fund Texas Ragtime, a
key employer with 90 employees; Nelson’s Henderson County Door,
Future Matrix Medical Devices, creating hundreds of jobs in Hen-
derson County, Texas.

But every dollar they spend on regulatory compliance is a dollar
they cannot spend on Meals on Wheels or to fund capital improve-
ments at Ragtime to create new jobs. The fact is that this one bank
in Athens, Texas, spends close to $500,000 annually on BSA com-
pliance, Reg B, Reg E, Reg D, CRA, HMDA, HOPA, Reg O, and the
list goes on and on and on.

We must ensure that the banking system, the financial system,
and the people of Henderson County, Texas, are at least receiving
$500,000 in value for the regulatory burden. I fear this may not be
the case.

For that reason, Mr. Chairman, I applaud you for holding this
hearing. I thank you for doing it.

I look forward to working with members of this committee, espe-
cially my colleague from Kansas, Mr. Moore, to draft a comprehen-
sive bill that will put more resources into the hands of those on the
frontlines of community lending and enable more American fami-
lies to realize their dreams.

I yield back.

[The prepared statement of Hon. Jeb Hensarling can be found on
page 40 in the appendix.]

Chairman BACHUS. Thank you.

Mr. Moore, I know you are joining Mr. Hensarling on comprehen-
sive regulatory relief legislation.

Mr. MOORE OF KANSAS. Yes.

Chairman BACHUS. I commend both you gentlemen.

Mr. MOORE OF KaNsas. Thank you.

Mr. Chairman, I would like to thank you for scheduling today’s
hearing, your leadership in calling this hearing on regulatory relief
measures for depository institutions in our country.

I look forward, as Mr. Hensarling just said, to working with him,
Congressman Hensarling, in the weeks and months ahead, and to
hearing suggestions from our witnesses today on how we can re-
duce the regulatory burden on financial institutions.

This subcommittee and the full committee both passed the regu-
latory relief bill by voice vote during the 108th Congress, and the
House passed it 1 year ago by a wide margin. I think it was about
392 to 25. I hope and believe that we will continue this broad bi-
partisan cooperation on this legislation that we have enjoyed in the
past.

Regulatory relief should not be about Republicans and Demo-
crats. It should be about doing the right thing for the lenders in
our communities who have played such an important role in ex-
panding homeownership and creating opportunities for businesses
and for consumers.

Again, Chairman Bachus, thank you very, very much for con-
vening this hearing. I look forward to hearing from the witnesses.

[The prepared statement of Hon. Dennis Moore can be found on
page 43 in the appendix.]

Chairman BACHUS. Thank you.



Mr. Ryun?

Mr. RYUN. Mr. Chairman, thank you. I appreciate your holding
this hearing on regulatory relief for our financial institutions.

I believe the institutions across the spectrum of the financial
services industry do a remarkable job of serving our communities
and making our financial services infrastructure the envy of the
world, and we want to keep it that way.

I believe that virtually all segments of the industry are in need
of some form of regulatory relief, which is why I am pleased to see
this effort to move again forward. I am grateful to my colleagues
on this committee for spearheading the debate, specifically Mr.
Hensarling and Mr. Moore for making this issue a priority.

I am pleased to make a contribution to this debate by sponsoring
H.R. 2061, the Communities First Act, which will provide targeted
regulatory relief for community banks and their customers. I
wholeheartedly supported H.R. 1375 in the last Congress. H.R.
1375 was a comprehensive regulatory relief bill and provides us a
good starting point as we again begin to address this issue.

However, there are additional measures that should be added to
this communities bank issue and the service to small towns and
rural communities of America. The Communities First Act is in-
tended to call attention to the needs of the customers who use
these community banks. Specifically, I believe it is important to
identify areas where resources can be better used for serving cus-
tomers than with compliance with burdensome and unnecessary
regulations.

As this broader regulatory relief effort moves forward, I encour-
age the committee to have a similar focus on serving the needs of
the customers. I also want to say that my intent in introducing
H.R. 2061 is to supplement the debate we are going to have today.
I have some concerns that I believe should be addressed and will
work with those concerned, including in the package a comprehen-
sive package that helps move forward with some more relief.

I am also certainly supportive of the broader effort as I believe
the comprehensive approach is appropriate and needed. I look for-
ward to participating in this debate and helping my colleagues
craft the best bill possible.

Today, I look forward to hearing from our distinguished panel
and have had the opportunity to work with almost all of you, all
the different organizations represented, and I thank each of you for
joining us today and providing your advice and insight to what we
should do as we move forward in this process.

I am confident that we will be able to address many of the con-
cerns of each of the organizations, and again I thank you for being
here.

Mr. Chairman, I yield back my time.

[The prepared statement of Hon. Jim Ryun can be found on page
47 in the appendix.]

Chairman BacHUS. Thank you.

Ms. Maloney?

Mrs. MALONEY. Thank you so much, Chairman Bachus, for hold-
ing this hearing.

I welcome all of the witnesses. You represent a sector of the fi-
nancial services industry that is extremely important to the city
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that I represent, New York City, and to our Nation as a whole. I
am glad that we have an opportunity to hear from you today about
the burdens that regulation and reporting requirements impose on
our financial institutions, particularly those that are not mega-
large, huge institutions, but are more community based.

Whenever and wherever I go in my district, institutions large
and small tell me how hard and very costly it is to comply with
the requirements of the Bank Secrecy Act, to file the currency
transaction reports and the suspicious activity reports, and to com-
ply with the Patriot Act’s know-your-customer requirements. We
have placed tremendous burdens on our banks, and they are on the
frontlines of combating terrorism financing, and they have not
shrunk from this incredibly important role.

But we must make sure that they receive the necessary support
from the regulators, both in terms of examinations and guidance,
and in terms of regulatory requirements. It makes absolutely no
sense for banks to spend an incredible amount of time and money
to file SARs, or the suspicious activity reports, at the maximum of
the regulatory requirement, when Treasury, by the account of its
own Inspector General, cannot even track properly all of the data
that is given to them.

When regulators interpret regulations so as to require compli-
ance at a level that is obviously wasteful because it is beyond what
has any useful purpose, it undermines the legitimacy of the regula-
tion itself. SARs, CTRS, and know-your-customer all serve a very
important purpose, but the Administration’s inability to set the re-
porting requirements at a level that makes sense in terms of the
data’s usefulness to law enforcement is absolutely counter-
productive.

Not only does the industry suffer the costs for no benefit for soci-
ety, but even worse, terrorist data is more likely to go unnoticed
in a huge pile of irrelevant and unnecessary information. More
SARs are not better. We have to figure out how to use this infor-
mation and to streamline it better.

The burdens are particularly heavy on the smaller institutions
for which the costs of compliance are a much higher proportion of
their resources. In light of the failure of the Administration to fix
this problem, Congress is forced to step in.

In the last Congress, this committee reported regulatory reform
legislation. The House passed it. It did not move in the other body.
I expect we will move shortly to advance similar reforms again in
this House. I look forward to any ideas that can make these pro-
grams more effective and less burdensome on the institutions so
that we can really achieve the goal that is set forth.

In that vein, I am proud to be a cosponsor of not only the bill
that passed last year, but three or four other reform bills in the
regulatory relief area. So I look forward to your testimony, and be-
lieve me, I believe both sides of the aisle want to work in any way
to make the system work better for you and for the public.

[The prepared statement of Hon. Carolyn B. Maloney can be
found on page 42 in the appendix.]

Chairman BacHUS. I thank the gentlelady.

Are there any other members who wish to make opening state-
ments?
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I reserved my opening statement because Mr. Royce had to chair
another committee. So at this time, I am going to make a brief
opening statement simply to say that the annual cost of regulations
on our financial institutions, on our banks alone, is $36 billion.

While some of those are necessary for safety and soundness, to
comply with consumer protection laws, to comply with, as Ms.
Maloney mentioned, the Bank Secrecy Act or the Patriot Act or
money laundering measures, or financial crimes legislation, many
of them are not necessary, and many of them, even with the Bank
Secrecy Act or the Patriot Act, seem to be overly burdensome.

The Chairman of our committee, Chairman Oxley, in 2001 really
because of additional burdens placed on our financial institutions
when the Patriot Act was passed into law, indicated at that time
that as a part of the overall legislation on the Patriot Act that as-
surances were made to our financial institutions that Congress
would make a comprehensive review of our bank regulations and
try to both offset the cost of the Patriot Act to the new costs im-
posed by the Congress because of those regulations and other regu-
lations of that nature.

He also indicated at that time that we would look at the Bank
Secrecy Act and review that. We continue to get indications that
the Bank Secrecy Act in some cases is being used in ways it was
not intended by U.S. attorneys and others who simply do not un-
derstand the act or its purpose, and in my mind, in fact on certain
i)ccasions, go against the guidance and counsel of the bank regu-
ators.

Mr. Hensarling and Mr. Moore have taken H.R. 1375, which was
introduced last year. They have refined that and they have, or you
are going to introduce in the near future. I think a result of this
hearing and what you say today will impact that legislation. It is
their intention, along with others, to introduce comprehensive leg-
islation on reg relief.

Also, we have two other pieces of legislation which have already
been introduced, one by Mr. Royce and Mr. Kanjorski, which is reg-
ulatory relief for our credit unions. Mr. Royce has mentioned that
bill, and Mr. Ryun has legislation to try to help our small inde-
pendent banks.

Mr. Sanders mentioned that the large banks, he did not note the
need for relief there, but Mr. Ryun’s bill is particular targeted at
our small community banks. They do pay a disproportionate share
of their funds and their resources to comply with regulatory relief.
So after this hearing, we will be looking at all those legislations
and, hopefully, moving legislation very quickly.

[The prepared statement of Hon. Spencer Bachus can be found
on page 36 in the appendix.]

Chlairman BACHUS.At this time, I would like to introduce our
panel.

Our first panelist is Ms. Terry Jorde, president and CEO of
CountryBank USA—that is in North Dakota, is that right?—on be-
half of the Independent Community Bankers of America; Mr. Brad-
ley Rock, chairman, president, and CEO of the Bank of Smithtown,
New York, on behalf of the American Bankers Association; Mr.
Mark Macomber, president and CEO of Litchfield Bancorp, on be-
half of the America’s Community Bankers; and Mr. Robert Mar-
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quette, president and CEO of the Members First Federal Credit
Union in Pennsylvania.

Where in Pennsylvania is that located?

Mr. MARQUETTE. Mechanicsburg.

Chairman BACHUS. Okay. Thank you.

Mr. Marquette testifies on behalf of the National Association of
Federal Credit Unions, and Mr. Richard Ensweiler, president of the
Texas Credit Union League, on behalf of the Credit Union National
Association; and finally, Mr. Michael Keeling, president of the
ESOP Association, employment stock ownership plans.

Mr. Sanders mentioned legislation dealing with those and the
CRA credits, so we welcome you.

At this time, we will start with Ms. Jorde, with your testimony.

We welcome all of you to the committee and look forward to our
hearing today.

STATEMENT OF MS. TERRY J. JORDE, PRESIDENT AND CEO,
COUNTRYBANK USA (ND), ON BEHALF OF INDEPENDENT
COMMUNITY BANKERS OF AMERICA

Ms. JORDE. Thank you.

Good morning, Mr. Chairman, Ranking Member Sanders, and
members of the committee. My name is Terry Jorde, president and
CEO of CountryBank USA. I am also chairman-elect of the Inde-
pendent Community Bankers of America. My bank is located in
Cando, North Dakota, a town of 1,300 people, where the motto is,
”"You Can Do Better in Cando.” CountryBank has 27 employees and
$39 million in assets.

ICBA appreciates this opportunity to testify. We are especially
pleased that the committee is apparently open to expand on pre-
vious regulatory relief bills, since they included very little true re-
lief for community banks. That is one reason why the ICBA worked
closely with Representative Jim Ryun on his Communities First
Act. It includes relief critical to community banks and their cus-
tomers.

Other financial groups that have been working on the inter-
agency regulatory burden reduction project led by FDIC Vice
Chairman John Reich endorse virtually all of the regulatory provi-
sions in the bill. ICBA hopes that Representative Hensarling will
include many of them in the broader bill he is developing.

Recent studies highlighted in my written statement show that
community banks are losing market share. I agree with FDIC Vice
Chairman Reich that the disproportionate impact of the regulatory
burden on community banks is a leading cause of consolidation in
our industry.

It is not just smaller community banks like mine that are feeling
the pain. Larger community banks as well are drowning in paper-
work and regulatory burden. They are hiring two or three full-time
employees to do nothing but Bank Secrecy Act compliance. They
have spent hundreds of thousands of dollars for Sarbanes-Oxley
Act compliance. In addition, credits unions, with their tax-exempt
advantages and loose membership rules, have made inroads into
small banks’ market segments. That is one reason that ICBA is un-
alterably opposed to the credit union industry’s new proposal to in-
crease their charter powers, H.R. 2317.
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I assure you, community bankers are not crying wolf. If we do
not get meaningful relief soon, more and more of them will throw
up their hands and give up their independence. This would hurt
communities and reduce access to credit by small business, the pri-
mary job-creating engine of our economy. Banks with less than $1
billion in assets make 37 percent of small business loans, almost
three times their share, 13 percent, of bank industry assets. And
they account for 64 percent of total bank lending to farms.

Community banks are particularly attuned to the needs of their
communities and are uniquely equipped to facilitate local economic
development. For example, I spend many hours each month on my
local hospital board and our economic development corporation
working to bring new business to our community. Branches of large
mega-banks do not provide the same commitment.

While we do not offer legislative changes to the Bank Secrecy
Act, community bankers do have serious concerns about the en-
forcement. It is topic 1(A) when bankers discuss regulatory burden.
However, the agencies do have the authority to address most of the
problems. This committee should continue its oversight to ensure
that BSA compliance does not impose an unproductive burden on
the economy and truly achieves its important goals.

The bank regulatory reduction project led by FDIC Vice Chair-
man Reich has done an excellent job in identifying those banking
regulations that are unnecessarily burdensome. Many of them are
hard-wired into Federal statute. The Communities First Act would
make key changes, building on the concept of a tiered regulatory
and supervision system as recommended by Vice Chairman Reich.

Let me give you a couple of examples that would affect my bank.
Section 102 of the act would permit strong banks with assets of $1
billion or less to file a short call report form in 2 quarters of each
year. The current call report instructions and schedules fill 458
pages. A key employee in my bank spends the better part of April,
July, October, and January working on this report. She never takes
a vacation during these months and God help us if she would ever
get sick at those times.

While expensive and time consuming to produce, these quarterly
filings by community banks are not essential to the agencies. The
fact is in banks like mine, the world just does not change that dra-
matically between March 31 and June 30 of each year. The FDIC
will not lose track of us if we file a short form every other quarter
and Mr. Greenspan will still be able to conduct monetary policy
without our real-time data.

Let me give you another example. One of the most wasteful pro-
visions of the Gramm-Leach-Bliley Act has been the requirement
that financial institutions send annual privacy notices. They must
be written in impossible-to-understand legalese. Fixing the lan-
guage is daunting. Section 203 of the Communities First Act would
at least greatly reduce the number of notices that must be mailed.
It says that if an institution does not share information, except for
narrow purposes, and has not changed its policies, it need not send
out the annual notices.

While any size institution could take advantage of this provision,
community bankers are especially interested in having this option.
I can tell you that my customers and their garbage collectors would
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also be grateful. These are just two examples from the Commu-
nities First Act. I am sure other community bankers would high-
light others.

ICBA strongly urges this committee to closely examine each of
the regulatory provisions in the bill and include as many as pos-
sible in your broader regulatory relief measure.

We thank you for the opportunity to testify.

[The prepared statement of Terry J. Jorde can be found on page
97 in the appendix.]

Chairman BACHUS. Thank you.

Mr. Rock?

STATEMENT OF BRADLEY E. ROCK, CHAIRMAN, PRESIDENT
AND CEO, BANK OF SMITHTOWN (NY), ON BEHALF OF AMER-
ICAN BANKERS ASSOCIATION

Mr. Rock. Mr. Chairman and members of the subcommittee, my
name is Brad Rock. I am chairman, president, and CEO of Bank
of Smithtown, a $750 million community bank founded in 1910,
which is located on Long Island in Smithtown, New York.

I would like to make three key points. First, compliance costs
drain bank resources, taking away from the needs of our customers
and our communities. Every new law, regulation or rule means two
things: more expensive bank credit and less of it. During the past
decade, banks have shouldered the effects of some of the most im-
posing legislation of the past 100 years.

Compliance costs for banks today are between $35 billion and
$42 billion per year, and these do not include costs associated with
the USA Patriot Act, the Sarbanes-Oxley Act, the SEC, FASB, and
the Public Company Accounting Oversight Board. If we were to re-
duce the regulatory costs by just 20 percent, the reduction would
support additional bank lending of up to $84 billion. The impact on
our economy would be huge.

Second, regulatory burden is significant for banks of all sizes, but
small banks struggle the most. There are more than 3,200 banks
with fewer than 25 employees. Nearly 1,000 banks have fewer than
10 employees. These banks simply do not have the human re-
sources to implement the thousands of pages of regulations, policy
statements, and directives they receive every year.

Countless hours are spent on compliance paperwork at all levels,
from bank directors and CEOs to managers and tellers. At my
bank, every person has major compliance responsibilities, and one
person has a full-time job just to coordinate all the compliance ac-
tivities.

I personally spend about 1.5 days per week on compliance issues.
Some CEOs tell me that they are now spending nearly half their
time on regulatory issues. This means that bank CEOs spend more
than 5 million hours each year on compliance, time that could be
better spent on ways to improve banking in their communities and
to meet the changing needs of their customers. But the costs do not
stop there. My bank pays more than $100,000 each year to outside
firms to help us to comply with regulatory burdens. This one ex-
pense alone, if it were used as capital, would support additional $1
million of lending in my community.
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My third point is this: Only the involvement of Congress can re-
sult in a reduction of costly regulatory burdens. Bankers have seen
previous relief efforts come and go without effect, while the overall
burden has kept rising. In my written testimony, I list some of the
areas in which ABA is seeking reform. Let me briefly describe two
which have been particularly costly in recent years.

Under the Bank Secrecy Act, banks fill out more than 13 million
cash transaction reports annually. In my area, many of these re-
ports are filed for small businesses like delis, gas stations, and
flower shops, which have nothing to do with potentially criminal
activity. The 35-year-old rules related to cash transaction reports
have lost their usefulness due to several developments, including
more extensive suspicious activity reporting. Consider a small bank
that has 25 employees or less. Many banks of this size have had
to hire an additional full-time employee for the sole purpose of com-
pleting reports related to the Bank Secrecy Act. The cost-benefit
analysis does not make sense.

Second, as a result of the Sarbanes-Oxley Act, accountants have
more than doubled their fees. One community bank in New York
saw its accounting fees jump from $193,000 in 2003 to more than
$600,000 in 2004. New accounting standards frequently cause al-
most complete duplication of bank internal audits without increas-
ing safety and soundness.

In conclusion, unnecessary paperwork and regulation erodes the
ability of banks to serve customers and support the economic
growth of our communities. We look forward to working with you
to find ways to bring greater balance to the regulatory process.

Thank you, Mr. Chairman.

[The prepared statement of Bradley E. Rock can be found on
page 220 in the appendix.]

Chairman BacHUS. Thank you, Mr. Rock.

Mr. Macomber?

STATEMENT OF MARK E. MACOMBER, PRESIDENT AND CEO,
LITCHFIELD BANCORP (CT), ON BEHALF OF AMERICA’S
COMMUNITY BANKERS

Mr. MACOMBER. Good morning, Chairman Bachus, Congressman
Sanders, and members of the committee. I am Mark Macomber,
president and CEO of Litchfield Bancorp in Litchfield, Connecticut.
Litchfield Bancorp is a $175 million State-chartered community
bank, and is part of a two-bank mutual holding company that oper-
ates as a mutual savings bank. I am here this morning rep-
resenting America’s Community Bankers. I serve on ACB’s board
of directors and its executive committee and am ACB’s second vice
chairman.

I want to thank Chairman Bachus, Congressman Hensarling,
and Congressman Moore of Kansas for their leadership in address-
ing the impact of outdated and unnecessary regulations on commu-
nity banks and the communities they serve. ACB is pleased to dis-
cuss ways to reduce the burden of unnecessary regulations on com-
munity banks.

Many of ACB’s specific recommendations have been included in
past regulatory relief legislation adopted by the Financial Services
Committee and the House, including the Financial Services Regu-
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latory Relief Act of 2004, H.R. 1375. The House adopted H.R. 1375
by an overwhelming bipartisan vote of 392 to 25. We greatly appre-
ciate the past support of the Financial Institutions Subcommittee
and the Financial Services Committee, and we hope members of
the committee will support the recommendations that we will dis-
cuss today.

This hearing and this topic are important and timely. Ten years
ago, there were 12,000 banks in the United States. Today, there
are only 9,000 of us left. ACB is concerned that community banks
are significantly hindered in their ability to compete because of the
costs and burden of unnecessary and outdated regulations. We are
particularly concerned about how laws intended to prevent money
laundering and to promote corporate governance are being imple-
mented by regulatory agencies.

Community bankers fully support the goals of the laws against
money laundering, and we are resolute participants in the fight
against crime and terrorism. Yet we face an atmosphere of uncer-
tainty and confusion because regulatory staff in the field, region,
and in Washington are giving banks inconsistent messages. Com-
munity bankers also support the Sarbanes-Oxley Act.

However, the implementation of the act by the Securities and Ex-
change Commission and the Public Company Accounting Oversight
Board, together with the way accounting firms interpret the regula-
tions, have led to unintended consequences that are costly and bur-
densome. That is true for all community banks, including those
that are privately held stock institutions and mutual community
banks like mine.

ACB has provided concrete suggestions to the banking agencies
and other regulators on ways to cut the cost of compliance. We
commend the banking agency in FinCEN on their recent guidance
on money services businesses and the SEC and the PCAOB on the
recent guidance on internal controls. We hope these efforts will
bring greater certainty and lower compliance costs. Yet more needs
to be done. ACB will continue to work with Government agencies
to improve the regulation of our anti-money laundering and cor-
porate governance laws.

A new concern that has been raised by our members is that the
Federal Housing Finance Board may be contemplating imposing on
the community bank members of the Federal Home Loan Bank sys-
tem a third layer of predatory lending regulations. State and Fed-
eral banking regulators already oversee the banking system for un-
scrupulous lending practices. However, our members see no value
in adding another regulator to duplicate what others are already
doing. This can only lead to conflicting requirements and more and
higher costs to the system and its borrowers.

Our written statements endorse 31 amendments to current laws
that will reduce unnecessary regulations on community banks. Let
me mention three. First, a modest increase in the lending limit for
savings associations is a high priority for ACB members. In recent
years, community banks have experienced an increased demand for
small business loans.

To meet this demand, ACB wants to eliminate the lending limit
restriction on small business loans. We would increase the lending
limit on other commercial loans to 20 percent of assets. This ex-



14

panded authority would enable savings associations to make more
loans to small-and medium-size businesses. That would enhance
their role as community-based lenders. It would promote commu-
nity development and contribute to economic growth and job cre-
ation.

Second, ACB vigorously believes that savings associations should
have parity with banks under the Securities Exchange Act and the
Investment Advisers Act. Savings associations and banks should
operate under the same basic regulatory requirements when en-
gaged in identical trust, brokerage, and other activities. As more
savings associations engage in trust activities, there is no sub-
stantive reason to subject them to different requirements. They
should be subject to the same regulations as banks engaged in the
same services.

Third, ACB urges that unnecessary restrictions on the ability of
national and State banks to engage in interstate branching be re-
moved. Currently, national and State banks may only engage in de
novo interstate banking if State law expressly permits. This restric-
tion should be eliminated.

These recommendations, along with those in our written state-
ment, will make it easier and less costly for us to help our commu-
nities grow and prosper and create new jobs. On behalf of Amer-
ica’s Community Bankers, I want to thank you for your invitation
to testify. We look forward to working with you and your staff to
accomplish this goal.

I will be happy to answer any questions you may have. Thank
you.

[The prepared statement of Mark E. Macomber can be found on
page 122 in the appendix.]

Chairman BACHUS. Thank you, Mr. Macomber.

Mr. Marquette?

STATEMENT OF ROBERT MARQUETTE, PRESIDENT AND CEO,
MEMBERS 1ST FEDERAL CREDIT UNION (PA), ON BEHALF OF
NATIONAL ASSOCIATION OF FEDERAL CREDIT UNIONS

Mr. MARQUETTE. Good morning, Mr. Chairman, Ranking Mem-
ber Sanders, and members of the subcommittee. My name is Bob
Marquette. I am the president and CEO of Members 1st Federal
Credit Union, located in Mechanicsburg, Pennsylvania. I am here
today on behalf of the National Association of Federal Credit
Unions to express our views on the need for regulatory relief and
reform for credit unions.

As with all credit unions, Members 1st is a not-for-profit finan-
cial cooperative governed by a volunteer board of directors who are
elected by our member-owners. We were founded in 1950 by nine
members putting $5 in a hat, and from those humble beginnings,
and solely through the support of our member-owners and their
funds, we have grown to our current size, meeting their everyday
financial needs.

America’s credit unions have always remained true to their origi-
nal mission of promoting thrift and providing a source of credit for
provident or productive purposes. A 2004 Filene Research Institute
study entitled, “"Who Uses Credit Unions?” found that the average
household income of those who hold accounts solely at a credit
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union was less than $43,000, while this average for those who sole-
ly hold accounts at a bank was almost $77,000.

Because of our cooperative not-for-profit structure, our members
find that our product service offerings remain widely available to
them irrespective of economic or stock market conditions. Such de-
pendability means we are not in a particular market or product of-
fering today, but out of that area tomorrow simply to bolster our
net income growth. Such a long-term view is only possible because
of our not-for-profit mutual ownership structure, which benefits not
only (ﬁur members, but also our economy and our local businesses
as well.

I am pleased to report to you today that America’s credit unions
are vibrant and healthy and that membership in credit unions con-
tinues to grow, now serving over 86 million Americans. At the
same time, according to data obtained from the Federal Reserve
Board, credit unions have the same market share today in terms
of financial assets as they did in 1980, 1.4 percent, and as a con-
sequence provide little competitive threat to other financial institu-
tions.

Mr. Chairman, as your subcommittee considers regulatory relief,
we hope that you will look at the credit union provisions included
in last year’s House-passed Financial Services Regulatory Relief
Act. We believe these provisions are a positive step in addressing
many of the regulatory burdens and restrictions on Federal credit
unions. The facts confirm that credit unions are more heavily regu-
lated than other consumer financial services providers.

We also hope that you will consider including additional provi-
sions from the Credit Union Regulatory Improvements Act of 2005.
I would like to thank Congressmen Royce and Kanjorski for taking
the lead in introducing this vital legislation.

NAFCU urges the subcommittee to include language in any regu-
latory relief bill to modernize credit union capital requirements by
redefining the net worth ratio to include risk assets as proposed by
the NCUA and included in the CURIA bill. This would result in a
new, more appropriate measurement to determine the relative risk
of a credit union’s balance sheet and also improve the safety and
soundness of credit unions and our share insurance fund.

NAFCU also asks the subcommittee to refine the member busi-
ness loan cap established as part of the Credit Union Membership
Access Act in 1998, replacing the current formula with a flat rate
of 20 percent of the total assets of a credit union. We support revis-
ing the definition of a member business loan by giving NCUA au-
t}ﬁority to exclude loans of $100,000 or less from counting against
the cap.

There is a lot of rhetoric out there on this issue, but I must note
that a 2001 Treasury Department study entitled “Credit Union
Member Business Lending” concluded that credit unions’ business
lending currently has no effect on the viability and profitability of
other insured depository institutions.

Finally, we urge the subcommittee to also include language that
would address the strain that could be placed on merging credit
unions when FASB changes merger accounting rules from the pool-
ing method to the purchase method. This subcommittee held a
hearing on April 13 of this year, and legislation to address this
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issue in the form of the Net Worth Amendment for Credit Unions
Act is moving through the House. We thank you for your leader-
ship on this issue, Mr. Chairman, and we hope that this issue will
also be included in any regulatory relief package.

In conclusion, the state of the credit union community is strong,
and the safety and soundness of credit unions is unquestionable.
Nevertheless, there is a clear need to ease the regulatory burden
on credit unions as we move forward in the 21st century financial
services marketplace. NAFCU urges the subcommittee to consider
the important credit union provisions we have outlined in this tes-
timony for inclusion in any regulatory relief bill.

We look forward to working with you on this important matter
and would welcome your comments or questions, and we appreciate
the opportunity to testify at today’s hearing.

Thank you.

[The prepared statement of Robert Marquette can be found on
page 208 in the appendix.]

Chairman BACHUS. Thank you, Mr. Marquette.

Mr. Ensweiler?

STATEMENT OF RICHARD L. ENSWEILER, PRESIDENT, TEXAS
CREDIT UNION LEAGUE, ON BEHALF OF CREDIT UNION NA-
TIONAL ASSOCIATION

Mr. ENSWEILER. Chairman Bachus, Ranking Member Sanders,
and members of the subcommittee, on behalf of the Credit Union
National Association, I appreciate this opportunity to express the
association’s view on legislation to help alleviate the regulatory
burden under which all financial institutions operate today. I am
Richard Ensweiler, president and CEO of the Texas Credit Union
League and chairman of the Credit Union National Association.

According to the U.S. Treasury Department, credit unions are
clearly distinguishable from other depository institutions in their
structure and operational characteristics and have more limited
powers than national banks and Federal savings associations.
Given the limited time available, I will devote my statement to de-
scribing a few exceptionally important issues for these credit
unions. Most of these are addressed in the recently introduced H.R.
2317, the Credit Union Regulatory Improvement Act of 2005, or
CURIA.

We are very grateful to Representatives Royce and Kanjorski, as
well as Representatives LaTourette, Sanders, Maloney, and other
cosponsors for reintroducing this important bill. As part of our mis-
sion, credit unions are devoted to providing affordable financial
services to all our members, including those of modest means. One
provision that this committee and the House have already passed,
thanks to Representatives Gerlach and Sherman, would better en-
able us to meet the goal. I am referring to H.R. 749, legislation to
permit credit unions to provide broader check-cashing and remit-
tance services.

Accomplishing our mission can also be greatly enhanced by revis-
iting two major components of the 1998-passed Credit Union Mem-
bership Access Act. With 7 years of experience, we have learned
that what was thought to be good policy at the time has actually
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created new problems that need to be resolved to assure that credit
unions can continue to meet their mission.

The first of these is the current cap on member business lending.
There was no safety or soundness reason to impose these limits as
the historical record is clear that such loans are even safer than
other types of credit union loans. In fact, public policy argues
strongly in favor of eliminating altogether or increasing the limits
that credit unions can lend to their small business members from
the current 12.25 percent of total assets to the 20 percent sug-
gested in CURIA.

Small business is the backbone of our economy and is responsible
for the vast majority of new jobs in America. Yet recent SBA and
Federal Reserve Bank of Atlanta studies reveal that small busi-
nesses are having greater difficulty in getting loans in areas where
bank consolidation has taken hold. The 1998-passed law severely
restricts small business access to credit and impedes economic
growth in America. Although few credit unions are currently bump-
ing up against the cap, in a few years that is likely to change.

Then there is the case of many small credit unions. Investing in
the expertise required to run a member business lending operation
is a very expensive proposition. With the 12.25 percent of assets
cap, they could not make up the costs necessary to engage in such
an operation. Their members want the credit union option for this
service, too.

Furthermore, the National Credit Union Administration should
be given the authority to increase the $50,000 threshold as pro-
posed in CURIA to $100,000. This would be especially helpful to
small credit unions as they would then be able to provide the
smallest of these loans without the expense of setting up a formal
program.

Another critical issue addressed in CURIA is prompt corrective
action regulations governing credit unions. Credit unions have
higher statutory capital requirements than banks, but credit
unions’s cooperative structure creates a systemic incentive against
excessive risk-taking, so since there is no profit motive to take ex-
cessive risks, there may be actually less capital required to meet
potential losses than at other depository institutions.

And because of their conservative management style, credit
unions generally seek to always be classified as well, rather than
adequately, capitalized. To do so, they must maintain a significant
cushion above the 7 percent of assets reserve level. CUNA believes
that the best way to reform PCA would be to transform the system
in to one that is much more explicitly based on risk measurement
as outlined in CURIA. It would place much greater emphasis on
ensuring that adequate net worth in relation to risk at a particular
credit union as it undertakes this operation.

At the same time, CUNA believes credit union PCA could incor-
porate a meaningful leverage requirement comparable to that in ef-
fect for other federally insured institutions. CUNA strongly sup-
ports CURIA’s new rigorous safety and soundness regulatory re-
gime for credit unions, which is anchored by meaningful net worth
requirements and are at least comparable to bank PCA.

And credit unions agree that any credit union with net worth ra-
tios well below those required to be adequately capitalized should
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be subject to prompt and stringent corrective action. There is no
desire to shield credit unions from PCA. They are indeed the appro-
priate targets of PCA. Because of the cooperative funding structure
of the national credit union share insurance fund, credit unions are
keenly aware that it is they who pay when a credit union fails.

Reforming PCA along these lines would preserve and strengthen
the fund. It would more closely tie a credit union’s net worth re-
quirements to its risk exposure. It would also free up more capital
for making loans to members and putting resources into the econ-
omy.

Finally, we thank you, Chairman Bachus and others for intro-
ducing and moving H.R. 1042 to address a pending issue before
FASB that would cause undue hardship to credit unions by forcing
them to change from the pooling method of accounting for reserves
in the event of mergers.

In summary, Mr. Chairman, we are grateful to the subcommittee
for holding this important hearing. We strongly urge the sub-
committee to act on this very important issue this year and to
make sure that CURIA is a part of any congressional action to pro-
vide financial institutions regulatory relief. CURIA is our future.
Without CURIA, more credit unions will feel forced to consider con-
verting to a thrift or a bank, and millions of Americans will be de-
prived of a not-for-profit, member-owned financial cooperative, or a
credit union, as an option to respond to their financial needs.

Thank you for this opportunity this morning.

[The prepared statement of Richard L. Ensweiler can be found on
page 51 in the appendix.]

Chairman BacHUS. Thank you.

Mr. Keeling?

STATEMENT OF J. MICHAEL KEELING, PRESIDENT, THE ESOP
ASSOCIATION

Mr. KeEELING. Chairman Bachus, Ranking Member Sanders,
members of the subcommittee, my name is J. Michael Keeling. I
am president of the ESOP Association. Our primary members are
U.S. corporations that are owned by their employees through an
employee stock ownership plan, or ESOP.

Approximately 97 percent of our 1,400 ESOP company members
are private, small-to mid-size businesses. Our member demo-
graphics pretty much represent business as a whole in America. I
have served as the chief staff officer of the Association since April
1991 and first began work with the ESOP group in early 1982,
shortly after leaving a position as Chief of Staff for 10 years with
former Congressman dJ. J. Pickle.

You may wonder what someone who works for companies that
are employee-owned through ESOP has to say to you as you exam-
ine ways to ease and improve the regulation of our nation’s finan-
cial institutions. Before I finish, I would hope that you would con-
clude that discussions of creating employee ownership should be
before your full committee and your subcommittee more so than
the tax and labor committees of Congress.

Let me explain. An ESOP is similar to any other defined con-
tribution plan such as a 401(k) plan, except for two statutory dis-
tinguishing characteristics. Unlike other defined -contribution
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plans, an ESOP must be primarily invested in employer stock and
may borrow money to obtain its asset, the stock of the plan spon-
sor. Attachment A summarizes the research that ESOPs are good
for America, for the ESOP companies, and the employee-owners in
the vast majority of instances. Note the words I used, “borrow
money,” which clearly means you should have an interest in the
approximately 11,000 ESOP companies in America.

But let’s dig a little deeper. First, a big picture statement as to
why your subcommittee should be involved with ESOPs as you
work with your primary concern, our Nation’s financial institu-
tions. Ninety percent of ownership is created in a free enterprise
society by financing. The idea that one can work hard and save a
few pennies and then start their own business and succeed, but
never be financed, is a Pollyanna pipedream. Entrepreneurs get fi-
nanced, and as they pay off their debts or line of credit, they own
more and as what they own grows, they become wealthier.

ESOPs borrow money to enable average-paid persons, the em-
ployees, to be owners. The ESOP method of financing cuts the em-
ployees in on the ownership of what makes people truly financially
secure in a capitalistic system: productive assets. The sources of
ESOP financing are generally from the institutions you oversee. So
ESOPs are intertwined with financial institutions in economic the-
ory and in practicality.

Let’s climb down from the skies a bit. As Mr. Sanders mentioned,
yesterday he introduced H.R. 2547 and was joined by his colleagues
Manzullo, Rohrabacher, Maloney, and Lee. Last Congress, Mr.
Sanders introduced H.R. 2969, which would have established a
lending program in the United States Treasury to facilitate em-
ployees buying their plants under conditions and to operate them
as ESOP companies or employee-owned cooperatives, or EWOCs, as
they are called.

In today’s climate of tight budgets, it will take more work by the
employee ownership community to make the case to you that you
and your colleagues should move forward the H.R. 2969 package.

But as ESOP experts reviewed H.R. 2969, one provision of Mr.
Sanders’s bill jumped off the page as a modest but meaningful first
step in accomplishing several worthy goals. This was the provision
that is now H.R. 2547.

H.R. 2547 provides that the appropriate Federal financial super-
visory agency assessing a financial institution’s record of meeting
the credit needs of its entire community should also include as a
factor the institution’s capital investment loans to support or en-
able manufacturing employees to establish ESOPs or EWOCs that
are at least 51 percent owners of the companies where they work.

Please note the language of H.R. 2547 is very modest. It does not
automatically mean that the agency gives a CRA. The loan has to
be for employees of a manufacturing facility that ends up with at
least 51 percent ownership. In the real world, we are looking at
about 100 to 150 situations like this. In 2003, Congressman Sand-
ers had hearings on H.R. 2969 and we learned of many plants
where the union and management, or nonunion employees and
management could, make a good case that the plant could succeed
as an employee owned company, but yet they did not get financing.
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Still today, too many banks and lending institutions do not un-
derstand the mechanisms in how employee-owned companies work.
I think of Mrs. Maloney in the 1980s and the work she was doing
for her people in the Bronx. Perhaps we would have saved that
Bronx Brass facility, Mrs. Maloney, if we had had this provision in
law.

We come to the win-win situation here. What Mr. Sanders is say-
ing is, listen, banks, help expand employee ownership and you will
get a little easing of your regulatory burden. So it is a modest step.
Indulge me one thought, and I quote a speech: “In America’s idea
of freedom, citizens find the dignity and security of econom