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OVERSIGHT OF THE CONSUMER
FINANCIAL PROTECTION BUREAU

Wednesday, March 16, 2011

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

The subcommittee met, pursuant to notice, at 10:02 a.m., in room
2128, Rayburn House Office Building, Hon. Shelley Capito [chair-
woman of the subcommittee] presiding.

Members present: Representatives Capito, Royce, Manzullo,
McHenry, McCotter, Pearce, Westmoreland, Luetkemeyer,
Huizenga, Duffy, Dold, Canseco; Maloney, Gutierrez, Watt, Acker-
man, Hinojosa, McCarthy of New York, Baca, Miller of North Caro-
lina, Scott, and Lynch.

Ex officio present: Representative Bachus.

Also present: Representatives Neugebauer, Garrett, and Green.

Chairwoman CAPITO. The committee is called to order. I would
like to welcome everyone to what I believe will be one of the most
important hearings that the subcommittee will hold this Congress.

We are joined this morning by Professor Elizabeth Warren, Spe-
cial Advisor to the Secretary of the Treasury for the Consumer Fi-
nancial Protection Bureau, who will be answering questions from
the members of the subcommittee about the creation of the Con-
sumer Financial Protection Bureau which we are going to call the
CFPB, because I can’t get those four words out in great succession
very quickly.

So I would like to welcome her and thank her for her participa-
tion. She has made a request because of her scheduling issues; she
can only be in the hearing until 12:30. So we want to respect that.
And I think we will have a good and vibrant hearing and plenty
of time to do that.

The debate over the creation of the CFPB was intense, with
many members having very different opinions on the best way to
modernize the financial regulatory system for consumer protection.
I think we can all agree that there were lapses in oversight and
inherent problems within the regulatory structure.

That said, many of my colleagues in the House of Representa-
tives have serious concerns about the creation of a new bureauc-
racy with little congressional oversight. Many of us would have
preferred to truly cut the red tape and create a modern regulatory
structure that demands better communication between Federal reg-
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ulators and provides consumers with the tools they need to report
fraud in the system.

What consumers need is a regulatory structure that allows for
them to obtain information on a variety of financial products and
then make an informed decision about which products best suit
their financial needs. And from reading the professor’s statements,
she will be addressing those issues.

One of my concerns with the creation of the CFPB was that con-
sumers could start to lose the ability to choose from a wide variety
of products. It would be better for all parties if a portion of the bu-
reau’s budget was a part of the annual appropriations process.
Claiming that congressional oversight is present because Congress
has the ability to overturn rules, I don’t believe is the most effec-
tive way to conduct oversight.

Additionally, I have questions about the role the staff of the bu-
reau are playing in ongoing rulemaking. It has come to light that
representatives from the bureau have been playing an active role
in settlement discussions between large mortgage servicers, regular
regulators and State attorneys general.

By statute, the bureau will not be operational until July of this
year. I think the involvement of bureau employees in these discus-
sions raises some questions. I have many more questions for Pro-
fessor Warren and realize that time is limited. I would like to
thank her again for joining us today and for her willingness to
meet so many Members of Congress. In her statement, she men-
tions that she has met with over 60 Members, and certainly, as one
of those Members, I appreciate that very much.

I would like to now recognize the ranking minority member, the
gentlelady from New York, Mrs. Maloney, for the purpose of an
opening statement, and I am going to scoot out very quickly, but
I will be back.

Mrs. MALONEY. But not before I thank you for calling this hear-
ing and for your friendship and for your leadership on so many im-
portant issues including this one.

And thank you and welcome to Elizabeth Warren, who has been
at the forefront of the effort to create a consumer bureau for years.
Thank you for your service and for your commitment to all Amer-
ican families. You have a been a true champion for the American
consumer and for fair and you—and I am getting reports from all
sectors, all stakeholders and our financial community that you
have reached out to them and you have been fair and balanced in
your approach.

History has long shown us that our country is at its most secure
and most prosperous when the middle class is economically vibrant
and growing. Recent history has also shown us that the reverse is
true. Though it is hard to come by an exact figure, in 2008, the
worst year of the “Great Recession,” household wealth in America
fell by more than $11 trillion. Let me repeat that stunning figure,
$11 trillion.

And the middle class by any reasonable measure has borne the
brunt of the economic damage. Millions lost their jobs, lost their
homes, lost the chance to go to college, lost the hope of a better and
brighter future. That hard and inescapable fact was one of the
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most compelling reasons for the enactment of the Dodd-Frank Act
and the creation of the Consumer Financial Protection Bureau.

We took a huge step forward toward creating a more level play-
ing field for the American consumer and the American middle
class. For far too long in our financial system, regulatory concerns
about consumer protection came in a distant second or third or
were not considered at all.

But now, for the first time, anyone who opens a checking account
or savings account, anyone who takes out a student loan or a mort-
gage, anyone who opens a credit card or takes out payday loan will
have someone looking out for them and a Federal agency on their
side to be fair and balanced and to protect them.

For the first time, consumer protection authority will be held in
one place, the CFPB, with an independent, appointed director, an
independent budget and an autonomous rule-making authority. For
the first time, a truly independent authority will be able to write
new rules for non-bank financial firms including payday lenders,
debt collectors, mortgage brokers, and other financial institutions.

And very importantly, for the first time, consumers will have a
seat at the table at the Financial Stability Oversight Council
(FSOC). And the Council will have the authority to nullify any rule
it believes will harm an institution’s safety and soundness. This
kind of evenhandedness and commonsense oversight of our finan-
cial system with strong consumer protections will ensure the safety
and soundness of the system as a whole and is clearly in the best
interests of the American consumer and the driving force of the
American economy.

Elizabeth Warren has been at the helm since September 2010, as
the agency gets off the ground. So I will be very interested to hear
how the process is going as well as what the agency’s initial prior-
ities are going to be when authority is officially transferred to the
agency in July.

I thank the Chair again for calling this hearing, and I welcome
Ms. Warren. Thank you.

Mr. ROYCE. [presiding] Thank you very much.

Welcome, Professor Warren. It is good to see you.

I would just like to make a couple of observations here. One is
that a number of people in the regulatory community and a num-
ber of economists have raised concerns about some of the unin-
tended consequences of the titles in Dodd-Frank, Titles I through
IX, there are provisions throughout the legislation that weren’t
really thought through.

But Title X seems to be particularly problematic and I will ex-
plain some of the concerns. Beginning July 21st, the Federal Re-
serve has to transfer to the bureau whatever funds the bureau’s di-
rector has requested despite the fact that neither the Fed nor Con-
gress will have any say into the bureau’s budget. Now, that is
unique and that is one concern that has been raised.

The second observation is, the byproduct of that, when you think
it through, really raises two problems. First, this agency will be
able to act outside of the normal appropriations process in the way
Dodd-Frank set it up, which means that it will not be held account-
able for the actions taken. And the other problem comes from put-
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ting safety and soundness protection behind consumer protection in
our regulatory structure.

This is something you and I have talked about, but we have tried
this model with the GSEs and it did not work. Both the acting and
former heads of the FHFA have said that the competing regulatory
structure, OFHEO versus HUD, contributed to the failure of
Fannie and Freddie. And here, instead of abolishing that model, we
have with Dodd-Frank replicated that regulatory model throughout
the financial system. That gives cause for all of us, I think, to pon-
der whether this was done correctly.

And the final concern I have with Title X is the assault on pre-
emption. Regardless of our political affiliation, I think we should
all be able to agree that one uniform standard is much simpler,
much more effective. We already have 97 percent of the lawsuits
in the world today that occur here encouraging more litigation and
more uncertainty in this.

I just think Dodd-Frank takes a major step back; we now have
every single State attorney general interpreting Federal laws and
banks’ subsidiaries will now have to comply with State consumer
protection laws instead of one national uniform interpretation here.
And I think that is going to be a boon for the trial lawyers but it
will do little to protect consumers or make our capital markets
more competitive.

So it is my hope this committee will take the next necessary
steps to correct these failures in the Dodd-Frank legislation.

And we now go to Mr. Scott of Georgia for his 5 minutes.

Mr. ScoTT.. Thank you very much, Mr. Royce, I appreciate that.

Welcome, Ms. Warren. Ms. Warren, I think that you have sort
of a delicate balance that you have to walk here. On the one hand,
you have to make sure that the consumers have not only the prop-
er information to educate them about some of the practices in our
financial services industry but you also have the requirement to
make sure that what you do will not thwart access to capital for
our consumers, for the banking community, particularly for small
businesses, while at the same time give the confidence today that
you will also protect the American consumer, protect access to cap-
ital to them, protect the consumer.

I would also like for you to address just what impact my good
friend on the other side of the aisle—Representative Neugebauer
has a bill and that bill basically seeks to defund and keep you in
Treasury. I would like for you to address just what this means to
you. How will this either make your duties better or make your du-
ties worse with this bill?

And then finally, I would like for you to address the concerns of
the banking industry. The banking industry is scared to death of
this. They feel this is a threat, while at the same time; the banking
industry is the heart of our economic system. It pumps the money
which basically is sort of like the blood, the life source throughout
our system.

It might be good for you to address that, to ease some of the con-
cerns within the Banking Committee that you are not the threat
or the evil empire that perhaps some of them might think. And so,
I think that this is a very timely hearing and you do have a deli-
cate balance. And I hope that you will address some of these con-
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cerns, and that we all will leave this hearing far more wiser and
more confident in your ability and the operations of this new bu-
reau, that it is not a threat. But it is a much needed solution and
approach in a very trying economic time.

Thank you, and I yield back the balance of my time.

Mr. RoYCE. We are going to go to Chairman Bachus. Before we
do that, I ask unanimous consent, without objection, to allow Rep-
resentative Al Green of Texas to participate in the hearing. I will
now go to Chairman Bachus.

Chairman BacHUS. Thank you.

Director Warren, you are probably directing the most powerful
agency that has ever been created in Washington. It is not a com-
mission; it is one single person. And it will regulate all providers
of credit, savings, payment, and consumer financial products and
services.

A covered person is defined as any person who engages in offer-
ing or providing a financial product or service. The definition of a
financial product or service, you—or whomever at the agency—will
define what that is. It is not defined in the statute.

And also, you will have the ability to identify and ban any finan-
cial product or service that is deemed unfair, deceptive, or abusive.
But there is really no legal definition of abusive, so you—or whom-
ever heads this agency—will have the right to make that deter-
mination.

And your budget, you have as much as $500 million from the
Federal Reserve available—and you can seek appropriations of
$200 million more. That compares to: the CFTC, which has $169
million; the FTC, which has $300 million; and the SEC, which has
$900 million.

I will start by saying that no one questions your commitment to
consumer protection, and I want to acknowledge that. But you will
basically make the decision as to when consumers are protected
and when they are not and what products will be offered and which
products won’t. And you will have quite a budget. You have not
been nominated by the President. I don’t know when that will hap-
pen or whether you will be nominated. We asked Secretary
Geithner in September and he said that nomination will be made
soon. It is 6 months later, and I think you would like a nomination
to be made. Certainly, no one has been confirmed by the Senate.

And yet, you have a lot of discretion and a lot of power, but I
see very little accountability. We have almost just a good faith reli-
ance on your abilities, integrity, and judgment. That is quite a bur-
den for you and quite a burden for us and I think it adds to a great
deal of uncertainty. So, I look forward to hearing your testimony.

But I will tell you that since last July when we passed the Dodd-
Frank Act, I have advocated for a commission all along. And I be-
lieve that having a board is a much better approach because I
think it is asking one person to do too much. Thank you.

Chairwoman CAPITO. Thank you, Mr. Chairman.

I would like to recognize Mr. McHenry from North Carolina for
1 minute.

Mr. McHENRY. I thank the chairwoman.

When the CFPB was debated, many of us were concerned that
your agency would have a great deal of power with very little con-
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gressional oversight, after all, as the chairman mentioned, the ap-
propriations process is one point of congressional oversight which
you will not have.

We were concerned that severe economic consequences would
arise from the separation of consumer protection and safety and
soundness duties. While that question was before us in theory, it
is now in front of us in a very real way in the form of the recently
released mortgage servicer settlement term sheet.

Our economy is still very fragile and recovery in the housing
market will play a big part in getting our Nation back on its feet.
A number of the provisions of the term sheet could cause a crip-
pling slowdown in that recovery.

I look forward to speaking with you about this and other mat-
ters.

And I appreciate, Chairwoman Capito, your holding this hearing.

Chairwoman CAPITO. Thank you.

I would like to recognize Mr. Pearce from New Mexico for 1
minute.

Mr. PEARCE. Thank you, Madam Chairwoman.

And thank you, Ms. Warren, for being here today. We appreciate
that—as everyone is saying here—your new agency is going to
wield a lot of power.

The basic problem in the country is that we are spending $3.5
trillion a year and our revenues are $2.2 trillion a year. Our econ-
omy has frozen in place. The recovery is—out by regulations which
are causing uncertainty.

The health care regulation and the whole health care bill is caus-
ing people to lay off employees, to get below caps. It is freezing the
creation of jobs in the medical field.

We see the regulators freezing loans. Banks have money to lend
and they are afraid to lend it because they are not faced with
$50,000 fines that used to be simply be simply write-ups.

So, I would be interested to see what you are doing to unfreeze
the market to create certainty instead of the uncertainty that is
coming out of the government right now. Without that, our econ-
omy is doomed to fail. It is doomed to fail if we continue on the
path that we are on.

I look forward to talking with you on this briefing.

I yield back.

Chairwoman CAPITO. I recognize Mr. Luetkemeyer from Missouri
for 1 minute.

Mr. LUETKEMEYER. Thank you, Madam Chairwoman.

And welcome, Ms. Warren.

I understand that the Consumer Financial Protection Bureau
will be a self-regulated, unchecked body governed by one individual
and funded outside the congressional appropriations process.

This bureau promises to promulgate rules to regulate every fi-
nancial product available. All American financial firms, not just the
ones who played a role in the financial crisis, will be subject to its
regulatory authority in some way, and all these powers will be
given with little or no mechanism for oversight.

As a former bank regulator, I am concerned that this agency puts
consumer protection ahead of the safety and soundness of our fi-
nancial institutions. In a time when we are just now seeing signs
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of recovery, the last thing our lenders need is for an intrusive one-
size-fits-all government regulatory agency submitting more regula-
tion to them.

I thank our witness for attending. I look forward to the hearing.

Thank you, Madam Chairwoman. I yield back.

Chairwoman CAPITO. Thank you.

I would like to recognize Mr. Dold from Illinois for 1 minute for
the purpose of giving an opening statement.

Mr. DoLD. Thank you, Madam Chairwoman.

And I want to thank you, Professor Warren, for your time today.

I think all of us on the panel are certainly concerned about con-
sumer protection. However, we can’t let theoretical consumer pro-
tection become the vehicle for categorically eliminating consumer
choices or for effectively prohibiting new customized or sophisti-
cated financial products.

Doing so, I believe, would not protect consumers or jobs. Ulti-
mately, the question comes down to, who makes the best decisions
about financial products for consumers? Unelected or unaccount-
able bureaucrats in Washington or the consumers themselves? At
both the State and Federal levels, we already have countless rel-
evant laws, regulations, and regulators, not to mention great incen-
tives for class action lawyers to privately enforce these preexisting
legal standards.

Do we really need to superimpose another multibillion dollar bu-
reaucracy on top of preexisting legal infrastructure? If so, shouldn’t
that new Federal bureaucracy at least be accountable to the Amer-
ican people through their elected representatives?

And shouldn’t Congress give the new bureaucracy more guidance
than relying on abstract concepts like whether a product is unfair,
whether it is deceptive or risky? And should we also ensure that
this new bureaucracy never jeopardizes bank safety and soundness
in the name of consumer protection?

Our economy is already struggling with enough uncertainty and
dislocation. I hope that we will all carefully reflect on whether any
theoretical bureaucratic benefits justify the risk that this new bu-
reaucracy itself poses to consumers, to jobs and to our economic
growth.

Thank you. I yield back.

Chairwoman CAPITO. Thank you.

And I would like to recognize Mr. Canseco from Texas for 1
minute for the purpose of giving an opening statement.

Mr. CANSECO. Thank you, Madam Chairwoman.

And thank you, Ms. Warren, for being here today.

Now, on its face, the Consumer Financial Protection Bureau
seems like a good idea, an agency whose mission is to protect the
consumers. Unfortunately, like so much else within the Dodd-
Frank bill, the unintended consequences of the CFPB continue to
come to light.

It turns out that consumer protection really means consumer re-
striction, consumer control. Having the Federal Government re-
strict the choices available to consumers in the name of protection
sets a terrible precedent.

Professor Warren has styled herself as an advocate for families.
There is no greater advocate for families than a husband and a
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wife sitting down at the table, pen and pen paper in hand, plan-
ning their family’s finances without government interference or
oversight; there is no room for a third seat at that table, one occu-
pied by a faceless bureaucrat who does not even know their names
much less what is in their best interest.

American families deserve the dignity of being able to make their
financial decisions by themselves. Decisions about credit cards and
mortgages belong to the family at the family table, not a Wash-
ington bureaucracy.

Thank you, and I look forward to your comments.

Chairwoman CAPITO. Thank you.

That concludes our opening statements. So, I welcome the pro-
fessor back, and I look forward to hearing her testimony. Thank
you.

STATEMENT OF MS. ELIZABETH WARREN, SPECIAL ADVISOR
TO THE SECRETARY OF THE TREASURY FOR THE CON-
SUMER FINANCIAL PROTECTION BUREAU (CFPB), U.S. DE-
PARTMENT OF THE TREASURY

Ms. WARREN. Thank you, Chairwoman Capito, Ranking Member
Maloney, and members of the subcommittee for inviting me to tes-
tify about the work of the Consumer Financial Protection Bureau.

This is the first oversight hearing for the new consumer agency,
and I welcome it. I hope you will permit me to begin with a per-
sonal note. I didn’t come to Washington because I yearned to be a
government official. I came to Washington because Congress asked
me here.

My first job started 2'2 years ago when I was appointed to the
Congressional Oversight Panel, where I served as Chair. At the
Oversight Panel, we worked to produce detailed reports for you
about TARP every single month.

During that time, I came to Capitol Hill on many occasions to
testify about our oversight of TARP and to answer your questions.
You schooled me early on the importance of oversight and I believe
in it.

Since taking the job of putting together the new bureau, I have
had more than 60 one-on-one conversations with Members of Con-
gress. I have sought your good council on many issues.

For today’s hearing, I have prepared 34 pages of detailed written
testimony to document our start-up effort. The testimony describes
our vision for the new consumer bureau and the progress we have
made so far. I hope it is helpful in guiding your oversight efforts.

The consumer bureau’s mission is straightforward—make prices
clear, make risks clear so consumers can compare one product to
two or three others. Fine print is great for those who want to hide
something, but not good for families who want to know what they
are getting into. Mortgages, credit cards, checking accounts, Amer-
ica’s families have a right to see the deal right upfront.

There is another issue that I know many of you are concerned
about, and I would like to address it head on, reports of serious de-
ficiencies at mortgage servicers. The Department of Justice through
the Financial Fraud Enforcement Task Force, has been coordi-
nating with other Federal agencies and 50 State attorneys general
to review and address these deficiencies.
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Last month, this country’s chief banking regulator came to Con-
gress and said these deficiencies have resulted in violations of
State and local foreclosure laws. And they have damaged mortgage
markets and the U.S. economy at large.

As you know, this new consumer agency is still getting started
and doesn’t yet have any enforcement authority. Therefore, we will
not be a party to any formal settlement with mortgage servicers.

However, later this year, the bureau will receive authority to set
standards for the mortgage servicing industry. For this reason, Sec-
retary Geithner, the Justice Department and other agencies have
requested the consumer agency to provide advice on this matter.

We have provided our comments, and let me tell you why. If
there had been a cop on the beat with the authority to hold mort-
gage servicers accountable a half dozen years ago, if there had been
a consumer agency in place, the problems in mortgage servicing
would have been exposed early and fixed while they were still
small, long before they became a national scandal.

The mortgage servicing problem illustrates the importance of
fair, consistent enforcement. We need a cop on the beat that Amer-
ican families can count on. It is critical that we get this right, a
real cop on the beat.

Right now, our government is trying to work out a settlement to
end this scandal. This is a law enforcement matter. It includes a
bipartisan or nonpartisan roster of law enforcement officials at
Federal agencies, at the Department of Justice and 50 State attor-
neys general.

While it would be inappropriate for me or for anyone else in gov-
ernment to disclose the substance of the discussions regarding an
ongoing enforcement matter, I do want to say that I am glad that
the consumer agency has been able to provide assistance in this
important matter.

I thank Congress for creating this agency to help provide a voice
for American families; that is why we are here and that is what
we are doing.

Thank you, Congresswoman.

[The prepared statement of Ms. Warren can be found on page 48
of the appendix.]

Chairwoman CAPITO. Thank you, Professor Warren.

I will start the questioning and then we will go through the var-
ious members.

In reading your statement and looking at the goals for the bu-
reau that have been lined out in your statement, you have men-
tioned repeatedly going back in and looking at old regulations, re-
moving old regulations and determining which of those are obsolete
instead of piling more and more on top.

But as I was reading, I couldn’t really see where you would actu-
ally—actually that is an effort that is moving forward in terms of
weeding out and regulatory reform with the existing regulations.

Can you give me just a brief update on where you are on that
particular issue?

Ms. WARREN. Yes, ma’am.

I really am glad that you asked this question because what it
permits us to talk about is not just our overall, but we really are
trying to look through regulations and find places where they can
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be more efficient and I should mention this, our process for doing
that.

We have reached out particularly to community banks, to credit
unions, to the financial industry, to people across the spectrum to
try to learn from them where the regulations are most problematic.

We have settled on our first priorities for this agency, and that
is to take two forms: one is called the TILA form; and the other
is called the RESPA form. These are forms you may remember
from the last time you bought a home or did a mortgage refi-
nancing, somewhere in those stack of documents that you dealt
with.

These are two forms that community bankers tell me have
roughly about an 80 percent overlap in terms of the content. But
they are written differently. They are organized differently. They
have different pieces to them.

And as a result, they are expensive to fill out. They have regu-
latory compliance cost, that is they have to show that they comply
with the regulations. And there are real regulatory consequences if
they get something wrong, if they leave something blank.

In fact in several meetings, I have had community bankers and
credit unions come to me and show me these forms and show me
what it is like, and how much time they have to spend, and how
much training it takes to fill these out.

So, what we have proposed to do at the consumer agency, and
we are very much doing this in concert with the banking industry
and with the mortgage industry is to bring those two forms to-
gether.

And I want to pause here to say, you would think that wouldn’t
be a hard thing to do if there is that much overlap. Because finan-
cial regulation has been scattered, the consumer issues have been
scattered among seven different agencies, this particular one has
been held by two different agencies. And there have been negotia-
tions for more than 15 years to try to merge those two forms into
one.

Now, they are both coming to the new Consumer Financial Pro-
tection Bureau. We are now able to work with the community
banks and the credit unions and with others in the industry. And
we are going to put those together. What we are looking for is a
one-page mortgage shopping sheet that is simpler, easier, shorter,
and more valuable to the consumer. So, lower regulatory cost, high-
er value to the consumer.

We regard that as the sweet spot for this agency.

Chairwoman CAPITO. All right. Thank you.

I am interested in your response. You mentioned more than a
few times community banks and credit unions. I am sure that is
not by accident. But in creating this bureau, those entities were led
to believe that they were going to be exempted from the purview
of the CFPB, an impression which your comment pretty much nul-
lifies.

You are going to them for ideas. You are creating a form. And
I applaud that effort, having bought homes before. It is very con-
fusing. And nobody can read through those forms. We all know
that.
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But, I think, you are backing up what my banker, community
banker, Charles Natty, said when he testified before this com-
mittee, that he has already had a thousand pages of new proposed
rules. There will be thousands more. He has already had to hire
one person in a community bank to meet these challenges.

And T think this is a question that goes to the heart of the over-
reach or implicitly exempting these community banks which don’t
have the $10 billion level. And actually, they are a part of this.

And I will say just—because I am running out of time, I only
have 24 seconds, in terms of the servicer issue, I am glad. Obvi-
ously, we addressed that a lot in our opening statements. You kept
saying, “cop on the beat, cop on the beat.”

The real question is, this agency doesn’t really go into effect until
July and are you really a cop on the beat? Can you perform as the
cop on the beat when you really haven’t had your, I don’t know,
your training yet or you haven’t been equipped yet?

And I think that the properness of that is what has come into
question.

So with that, I will ask Mrs. Maloney—

Mrs. MALONEY. Thank you.

Thank you very much. First of all, I would like to ask unanimous
consent to place in the record an article that was in The Wall
Street Journal yesterday on the CFPB’s efforts to reach out to the
community, to the financial institutions across our Nation, and out-
lining some of their efforts to get input and to respond to concerns
of the public.

Chairwoman CAPITO. Without objection, it is so ordered.

Mrs. MALONEY. Thank you so much.

The Dodd-Frank Act has a slew of checks and balances that are
imposed on the CFPB so that it is accountable to the American
people and Congress. Could you identify some of those and go
through some of those checks and balances?

Ms. WARREN. Yes. Thank you, Congresswoman.

I would just like to start by making the point about account-
ability. As I said, I came here originally because Congress asked
me to be part of the effort to oversee TARP through the Congres-
sional Oversight Panel.

But I hope that every time we talk about accountability that we
are also talking about the accountability of financial institutions,
that there will be someone, that there will be a cop on the beat to
make sure that they follow the law.

So, in terms of accountability, accountability for the financial
services industry, accountability for this new bureau, let me re-
mind everyone of the structure of this new bureau.

It is the only agency in all of government—let me underline
that—the only agency whose rules can be overruled, obliterated,
wiped out, negated by other agencies. The structure of Dodd-Frank
is quite frankly to make this the one agency that other agencies
can come in and say under the Financial Stability Oversight Coun-
cil, “We don’t like that rule. And so, we are not going to permit
that rule to become law.”

That is not true for any other agency.

The second thing is to focus on banking regulators. In case of
banking regulators throughout American history, it has been the
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case that banking regulators are funded outside the political proc-
ess. They have always had independent funding. And the consumer
agency, the one voice for American families, should have that same
independence. So, I think the reasons for making banking regu-
lators independent is pretty obvious given the way that the process
works.

But I will say again, here in terms of the budget, that unlike any
of the other banking regulators, the consumer banking regulator
will not be able to set his own budget if the budget is capped. It
is capped by statute in Dodd-Frank.

If the consumer agency thinks that it doesn’t have enough money
to put enough cops on the beat in order to supervise the lending
industry or to supervise mortgage servicers, the consumer agency
has to come back to Congress and ask Congress for more money.

That means in these two critical respects, the consumer agency
is not the strongest agency in government. It is the most con-
strained and the most accountable agency in government.

I should also note in the overall structure of Dodd-Frank, be-
cause I think it is important, is that there are about 18 Federal
statutes that have bits and pieces and chunks of consumer finan-
cial protection.

Currently, those 18 statutes are scattered among 7 different Fed-
eral agencies, 7 different agencies which have responsibility for
rule writing and responsibility for enforcement in different bits and
pieces. But most critically, for no agency is it of first importance.

What the Consumer Financial Protection Bureau, what Dodd-
Frank provided in its first point was to say, we are going to take
existing law, not change existing law, we are going to take existing
law and we are going to gather it up. And instead of having the
duplication, the conflict, the inability the chairman and I were talk-
ing about to be able to negotiate and get a single form, we are
going to sweep that inefficiency out. We are going to sweep that in-
attention out. And we are going to concentrate on exactly one agen-
cy that will be accountable on consumer issues.

Now, there are many more cases, and I have referred to them in
my testimony, Congresswoman. I apologize for going on so long.
But I think the issue of accountability is really important. And I
just wanted to hit the three highlights.

Thank you.

Chairwoman CAPITO. Thank you.

I would like to recognize the chairman of the full committee, Mr.
Bachus, for questioning.

Chairman BacHUS. Thank you.

Professor Warren, you have participated in the foreclosure settle-
melllt q}iscussions with the banks. And you have acknowledged that
earlier?

Ms. WARREN. Actually, Congressman, let me put this more clear-
ly. We have been asked for advice by the Department of Justice,
by the Secretary of the Treasury, and by other Federal agencies.
And when asked for advice, we have given our advice.

Chairman BAcCHUS. Sure. And did you give that as advice from
the Consumer Financial Protection Board? Was it given—were they
consulting you in that role? In what role were you acting when you
say, “We were asked for advice?” Who is the “we?”
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Ms. WARREN. Right now, as you know, Congressman, we are a
part of Treasury. We are just a division.

Chairman BacHUS. The CFPB, when you say, “we are.”

Ms. WARREN. That is right. The consumer, the standing up of the
consumer agency.

Chairman BACHUS. So, you were asked, in your role as the
CFPB?

Ms. WARREN. As part of Treasury, sir.

Chairman BAcHUS. Right, as part of Treasury.

Ms. WARREN. That is right. We are part of Treasury. And in fact,
I think the first request was specifically from Secretary Geithner.

Chairman BACHUS. Okay. And Secretary Geithner asked you for
advice on what to do or how to structure this settlement?

Ms. WARREN. As I said, he asked for advice about the ongoing
problem we have with the mortgage servicers who, the OCC said,
have violated both State and Federal law.

Chairman BAcHUS. Okay. And these are criminal and not civil
enforcement procedures?

Ms. WARREN. It is my understanding that is what the Depart-
ment of Justice is dealing with. I don’t know whether there are
criminal proceedings involved or not.

Chairman BACHUS. Have you sat down and talked to the Justice
Department about these enforcement actions?

Ms. WARREN. The dJustice Department asked for our advice.
And—

Chairman BACHUS. Yes. And again, “our” being the CFPB?

Ms. WARREN. Our being a section of Treasury.

Chairman BACHUS. A section of Treasury, okay.

Ms. WARREN. That is right.

Chairman BACHUS. Do you envision yourself as the acting direc-
tor of this to-be-agency?

Ms. WARREN. No, Congressman. There is no acting director.

Chairman BAcHUS. Okay. That is right. So, you envision yourself
as just a political advisor to the President?

Ms. WARREN. I actually have two jobs.

Chairman BAcCHUS. Okay.

Ms. WARREN. One is that I have a job as an assistant to the
President. And then the job that is the 14-hour-a-day job and that
is the special advisor to the—special assistant I believe it is—to the
Secretary of the Treasury for the purpose of starting the Consumer
Financial Protection Bureau.

Chairman BACHUS. Okay. Have you discussed with Secretary
Geithner or with the President who should be nominated to head
this agency?

Ms. WARREN. In the course of my work in trying to get this agen-
cy going, I have had many conversations with the Secretary, with
the White House, and with others about those—the qualities of
what might be needed, the qualities of the person who would run
the consumer agency. And—

Chairman BACHUS. Have they told you when they will make a
nomination? Have you urged them to make a nomination?

Ms. WARREN. Congressman, I tried to make it clear that it is im-
portant that we have a nomination.
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Chairman BAcCHUS. And will they do that almost immediately,
would you say?

Ms. WARREN. I would not want to describe any conversation in
detail. But I am aware of the need for—

Chairman BacHus. Urgency?

Ms. WARREN. Urgency.

Chairman BacHUS. All right. Have they given you any indica-
tion? What if they made a recess appointment, and then that recess
appointment was you? Would you accept that or would you say, “I
would rather not have a recess appointment,” knowing the type of
blowback from that.

Ms. WARREN. Congressman, there is a process in place. That
much I can say for certain. I have tried to contribute what I can.
And I understand that there will be a nomination soon.

Chairman BAcCHUS. Okay.

Ms. WARREN. But that is all I know, sir.

Chairman BACHUS. Let me ask you this—the setting of mortgage
servicing standards.

Ms. WARREN. Yes, sir.

Chairman BACHUS. You have given input and advice into those.
Is that correct?

Ms. WARREN. When we have been asked by the Secretary, by the
Department of Justice and others, we have given advice about
mortgage servicing. Yes, sir.

Chairman BacHUS. Okay.

Thank you very much.

Ms. WARREN. Thank you.

Mr. ROYCE. [presiding] We will go now to Mr. Gutierrez, of Illi-
nois.

Mr. GUTIERREZ. Thank you so much, professor for coming before
the committee this morning. And I wish you Godspeed in your en-
deavors.

I find it interesting that we are worried about how it is that it
is going to become a permanent nomination to head the agency and
what is going on within the servicers and the different depart-
ments.

And I think we are going to find that is the theme that would
probably be carried out most of the morning and continued out dur-
ing the next couple of years.

I am really concerned about consumers and not the financial in-
stitutions because I have a funny feeling that if we—not that I
would do this—if we kind of carded everybody that is sitting behind
you, the banks, and the investment bankers, and the payday lend-
ers, and the rent-to-own.

They are out there. And they are very well-represented. I don’t
know how many budget makers are very well-represented out
there. So, I am not to worry because as a Member of Congress, I
can assure everybody here that those from financial institutions
are ready, willing, and able, and have had a strong voice here,
sometimes an overwhelming voice. And how it is the legislative
process works.

So, I would like to ask you, when we did Dodd-Frank—and I just
want to make this clear—are you able to supervise, regulate car
dealerships?
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Ms. WARREN. Congressman, no. We are not. We will not be able
to do that.

Mr. GUTIERREZ. That is expressly prohibited in Dodd-Frank?.

Ms. WARREN. Yes, sir. It is.

Mr. GUTIERREZ. Okay. I just wanted to make that clear for those
of us who were here while we created your agency, the financial
institutions including the car dealers got their take. And they got
to be taken out.

Now, I just want to say that as I sit around my family table, I
assure you they were here. The banks were here. Goldman Sachs
was here. The car dealers were here. The payday lenders were
here. The rent-to-own were here. They were all here.

And let me tell you, they were extremely, to my chagrin, too suc-
cessful in terms of crafting. So, let’s not all be kind of crying and
feeling all sorry and sympathetic about the poor corporations out
there.

I am concerned about that man and woman at the dining room
table. And it does seems incredible to me that—let me see, before
I bought my house, the greatest financial investment or decision I
have to make was buying a car. And I think for a large portion of
the American public, it will be the one instance.

And I think for all of us unless there is something different about
you all who sit in this committee, it is a scary proposition buying
that car. And it is rife with lots of danger, especially financial expo-
sure if not done correctly.

So, I am sorry that I don’t—I am not too worried about them
being here.

We created the Consumer Financial Protection agency last year
to protect consumers from unfair, deceptive, and abusive practices
and also to improve transparency, effectiveness, and fairness for
consumer financial products and services.

Some people would argue that we already have Federal agencies
that serve as regulating bodies. Can you, Professor Elizabeth War-
ren, describe how is it that the Consumer Financial Protection Bu-
reau is different from regulators like the Federal Reserve and the
Office of the Comptroller of the Currency?

Ms. WARREN. Thank you, Congressman.

I think the big difference is about what people want to do. The
Fed is a terrific agency. It does a lot of things. But the people who
go to the Fed go to the Fed because they want to do monetary pol-
icy. And that is how they are evaluated by Congress. They come
back. They make regular reports.

I think that it was Chairman Frank, 2 years ago, who made the
point that in 20 years of reports from the Fed back to Congress,
the question of consumer protection never came up.

And so, what this is really about is saying those powers that had
been with the Fed will now move to a new consumer agency. And
there will be someone who will act as a cop on the beat. Who will
be out there to look at how mortgage servicers—just to pick an ex-
ample out of the headlines—are executing on their obligations,
whether or not they are following the law.

Someone there to watch and someone to make sure and be able
to say to the American people that no matter how big you are, you
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have to follow the rules. The laws are the laws and you have to
follow them.

The Office of the Comptroller of the Currency has done a lot of
different kind of work. But principally, they are in the work of pru-
dential regulation. They have watched out for how they can protect
the financial institutions.

The difficulty has been that in attention to consumer issues, to
consumer products like the kinds of mortgages that made it into
the system over the last 10 years, turned out now only to be ruin-
ous for American families, but also ruinous for American banks.

So, again, the idea the Congress had was to say, “Let’s take those
functions and move them to the new Consumer Financial Protec-
tion Bureau where we have to have a cop on the beat to make sure
that there is someone who is going to enforce the law.”

If we had had this agency, 6 years ago, 8 years ago, we would
not be in the mess we are in today.

Mr. Royck. If T could interject here, it is also government inter-
vention. If perhaps, if we restructure things with the agency, but
if we also did not have the temerity to believe that Congress should
go in and muscle the market and get downpayments down to zero,
if we hadn’t had the temerity to pass the GSE Act and allow a Gov-
ernment-Sponsored Enterprise to go into the business of arbitrage
and overleverage, what I am sharing with you is that there are a
number of factors.

Ms. WARREN. Sure.

Mr. ROYCE. A number of factors. And some of it is because of con-
gressional intervention in the market. And also because Congress
tied the hands of the regulators, and I am talking now about the
prudential regulators, the safety and soundness regulators to actu-
ally go in and deleverage the portfolios, for example, for systemic
risk with Fannie Mae and Freddie Mac.

I witnessed all of that.

I think that there is an additional consideration here. Part of it—
and we have talked about this—is the idea that Washington can
better understand what the consumer demands of the consumer.

And I will just give you one example. It was with overdraft pro-
tection. The presumption here is Americans don’t want overdraft
protection. They don’t want to be paying for that. We are going to
have—they are all going to have to opt in to get that.

And what did we find when the government did that? They all
opted in. Overwhelmingly, yes. People wanted that service. But the
presumption here was that was a waste of time.

So I just think those—the idea that those in government will dic-
tate what products are allowed in the market and which are not
regardless of the willing buyer and seller, it is a consideration in
all of these as is the consideration of the fact that your agency is
going to be able to act outside of the normal appropriations process.
That is unique. That is new, the idea that it won’t be held account-
able for the actions it takes in terms of the budget.

But my main concern is an additional concern and this I have
shared with you. It comes from putting safety and soundness pro-
tection behind consumer protection in our regulatory structure.

And as I have said, we have tried that with the GSEs. We have
tried that where we have this goal—everybody has the right to own
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a home, right? And Congress interprets that right—to me, if you
don’t have any downpayment, you should have a right to own a
home, right at the downpayment zero.

If nobody will buy the subprime loan because you don’t any cred-
it and you don’t have a downpayment and nobody will buy this
junk called Countrywide, why not mandate with the goals, through
HUD, that this has to happen?

So, we do that and we set up bifurcated regulation where HUD
is on your side of the equation here, the consumer protection, HUD
is driving the goals. And on the other side, you had OFHEO, a
weak regulator—the prudential regulator that was supposed to be
regulating for safety and soundness. But guess what? They couldn’t
step in and deleverage the portfolios, because the first consider-
ation was not safety and soundness.

We have set this up so that the first consideration is not safety
and soundness. And having gone through this and watched this—
this is my issue—we have tried bifurcated regulation, OFHEO—we
have had the regulators, current and past, who had this particular
responsibility both tell us, this helped to create the collapse in the
housing market and the wider systemic risk. Yes, it did. And had
we had a single regulator, it would have been better, okay?

S% all of us have heard this debate and I just wanted your take
on that—

Ms. WARREN. Thank you, Congressman. I think this is a really
important issue that you have raised. The point about safety and
soundness I think also goes to the point about dictating products.
I want to be really clear about the vision of this agency.

What we are about is making the price clear to consumers, mak-
ing the risks clear to consumers, making it so that the family really
has a chance to compare two or three credit cards or a couple mort-
gages, to figure out two things: first, can I really afford this thing;
and second, have I gotten the one that is best? Have I gotten the
cheapest one or the best service or the one with the new cool
iPhone app?

I think Congress was very cautious on your point when it set up
the new consumer agency.

Mr. ROYCE. If I could interrupt you for just a second—

Ms. WARREN. Of course.

Mr. RoYCE. I had an amendment that would make safety and
soundness the first priority. It would have the prudential regu-
lators sign off on that and the Majority opposed that amendment.
Sé), éve weren’t that cautious because the amendment wasn’t accept-
ed. So—

Ms. WARREN. Although, you do remember, Congressman, that
the way it was ultimately set up is that the other banking regu-
lators, the safety and soundness banking regulators can overrule
when they—

Mr. Royct. With a high, very high threshold as opposed to—

Ms. WARREN. No.

Mr. RoYvcE. I have given you the example of what really hap-
pened in the world. It happened once. It could happen again and
it is likely to, I think.

Ms. WARREN. And I think this is why the consumer agency was
set up, so that its rule—whatever it promulgates can be overruled
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by a combination of the safety and soundness regulators, something
that exists literally nowhere in government.

You know I should say because I think this is important, for fam-
ilies to know the price—for families to know the—

Mr. RoYcCE. We have no disagreement on that.

Ms. WARREN. And that is what—

Mr. ROYCE. The other implications of it.

Ms. WARREN. —the safety and soundness and I appreciate that,
Congressman.

Mr. RoYCE. Right.

Ms. WARREN. I know we have had good conversations on that. I
appreciate it.

Mr. Royck. Thank you, Professor Warren. We are going to go Mr.
Watt of North Carolina. Thank you.

Ms. WARREN. Thank you.

Mr. WaTT. Thank you, Mr. Chairman, and I yield 30 seconds to
the ranking member to clarify a point, and I will clarify it myself.

Mrs. MALONEY. I think we should all continue to clarify that any
action that the CFPB has written into statute can be overruled on
safety and soundness by the Financial Stability Oversight Coun-
cil—which includes the OCC, the FDIC, and the Federal Reserve—
and safety and soundness is their top priority. So, I wanted to clar-
ify that, and I yield back to the gentleman.

Mr. WATT. I thank the—

Mr. Roycke. Will the gentleman yield?

Mr. WATT. Yes. For a second. If you are going to yield me some
more time now.

Mr. Royck. I will yield you more time. If I could—I just want to
continue the—

Mr. WATT. I am happy to yield to the gentleman if he—

Mr. LyNcH. Point of order.

Mr. ROYCE. I appreciate that.

Mr. LYNCH. Point of order, Mr. Chairman.

Mr. ROYCE. Yes.

Mr. LYNCH. As one of the junior members here, I am just con-
cerned about the allocation of time. You just made a 5-minute
interjection.

Mr. ROYCE. You are making a good point. I go to Mr. Watt.

Mr. WATT. I think he identified himself on his own time for that
5-minute interjection. I don’t think he was out of order. He never
identified—he never yielded himself time. But I assume that you—

Mr. MCHENRY. —consent that the gentleman may have 30 addi-
tional seconds.

Mr. RoYCE. We are going to go to Mr. Watt. Go ahead with
your—

Mr. WATT. That doesn’t compensate me for the time that is al-
ready running.

Mr. ROYCE. You have the 30 seconds, Mr. Watt.

Mr. WATT. That doesn’t compensate me 30 seconds—

Mr. Royce. Mr. Watt, go ahead. I am going to give you your
time—

Mr. WATT. I appreciate that. Let me welcome Ms. Warren here
and thank you for being here. I once thought—and I am getting a
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copy of the speech that you delivered to the Financial Services
Roundtable. I am going to put it in the record.

I was there. I thought it was one of the most thoughtful speeches
I have ever heard given to a group who came into the room with,
as I will describe it, an adversarial nature, and walked out of the
room I think feeling a lot more confident that none of the horror
stories or horror possibilities that have been postulated and tossed
around rhetorically in the political context were about to happen as
a result of the passage of Dodd-Frank and the creation and expand-
ing of the Consumer Financial Protection Bureau.

I want to compliment you—I came to you that very night and
complimented you on the speech and asked you to send me a copy
of it and I have circulated it to a number of the financial services
people in my congressional district when they have raised concerns,
many of the same rhetorical concerns that have been raised.

I wanted to compliment you again today on your presentation,
the 30-some pages that you have given to us that outlines how this
agency is being stood up, and I want to recommend it to my col-
leagues, particularly in light of the debate that we had yesterday
and the day before about how the Consumer Financial Protection
Bureau has no oversight.

I want to particularly recommend to them pages 18, 19, and 20
of Ms. Warren’s testimony, that outlines in detail the amount of
oversight that this agency has been given that far, far, far exceeds
any oversight that any other financial regulator has, including the
point that the ranking member just made that any rule that this
agency promulgates can first of all like any other rule be reversed
by Congress. And second of all—or maybe I should put it in the re-
verse—or the first of all, it can be reversed by this oversight board.
And then, second of all, if we are not happy with them, we can re-
verse them ourselves as we can do with any other financial services
or any other regulation that is promulgated by a Federal Govern-
ment agency.

And with that, my time is waning. I don’t know how much time
I have left.

Mr. RoYcCE. No. You have more time.

Mr. WATT. I do want to ask unanimous consent to put into the
record the speech that was delivered to the Financial Services
Roundtable leadership dinner by Elizabeth Warren on Wednesday,
September 29, 2010, with her personal note to me saying, “With
thanks, Ms. Warren.”

Mr. Royce. Without objection, it is included, including the per-
sonal note.

Mr. WATT. And I want to recommend that to my colleagues, if
that does not set them at ease—I am probably undermining your
credibility with the consumer groups out there—but I am specu-
lating that at the end of this stand-up period, it may be the finan-
cial services industry that is the biggest advocate for Ms. Warren
to be the head of the Consumer Financial Protection Bureau, be-
cause of her approach to these very tough issues, streamlining reg-
ulation, getting down to simple forms, the kinds of things that both
sides of this committee have advocated and certainly have been the
primary focus of the advocacy of my Republican colleagues on this
committee.
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This is not an ogre stand-up person, Ms. Warren, nor is it an
ogre Consumer Financial Protection Bureau. This is an important
ingredient for consumers in this country and I regret I didn’t have
a chance to ask to ask you any questions. I am just advocating for
it.

Mr. RoYcCE. It wasn’t for a lack of time. We go now to Mr.
McHenry for his questions.

Mr. McHENRY. Thank you, Ms. Warren, for being here. Now, I
understand your protocol point you—

Mr. WATT. Will the gentleman yield for just a second? Just so I
can be clear that this is on the record. Did I get the unanimous—

Mr. ROYCE. You got the unanimous—

Mr. WATT. Okay. I am sorry. I ask unanimous consent for the
gentleman to have 30 additional seconds.

Mr. MCHENRY. Are you going to yield me 30 seconds? Thanks.
So, you are a political appointee of the White House and a political
appointee in Treasury.

Now, I want to go through a scenario with you just to get context
for folks on your position. So, walk with me here. This is more of
a mind exercise. I want your judgment on the merits of this.

It is shortly after the Enron scandal. Okay? So, let’s rewind. And
the Justice Department has a special task force to go after Ken Lay
and Enron. In your opinion, would it be an appropriate thing for
the White House Assistant to the President for Energy Policy, who
is rumored to be a potential nominee to head up (FERC) to call up
the Attorney General and give advice on how to deal with the
Enron matter on what terms to potentially settle?

Ms. WARREN. Congressman, as best I remember, following the
Enron scandal, the Justice Department asked for advice from a
number of specialists—

Mr. McHENRY. Right. Did they ask Karl Rove?

Ms. WARREN. —outside the government. I am not sure if they
asked for his advice.

Mr. McHENRY. Okay, but I am—

Ms. WARREN. But I do know they called my teaching institution
and—

Mr. McHENRY. Right, but that is different. Look, we are talking
about a political appointee in the White House. So I am just trying
to see if you understand why the position you are currently in is
controversial. Do you have an understanding that you are in a
unique position? The fact that you are a political appointee, you
have not have been confirmed by the Senate to head this institu-
tion that you are in all terms directing, you have no statutory au-
thority to engage in these matters that you are engaging in.

Do you understand why it is controversial? It is similar to—Karl
Rove had a similar position in the White House of the last Presi-
dent and if he injected himself on settlement matters like this,
there would be a hue and cry. Do you understand that this is a bit
controversial for folks?

Ms. WARREN. Congressman—

Mr. McCHENRY. “Yes” would be a good answer.

Ms. WARREN. I work for the Secretary of the Treasury. And in
my work for the Secretary of the Treasury, I have begun to help
put this new consumer agency together. And we have tried to build
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already a lot of expertise on a lot of different market facing issues,
on credit cards, on mortgages, on installment loans, on payment
systems, and on credit reporting.

When the Secretary of the Treasury came to me and said, we
would like your advice, I was glad to—

1}/{‘1?' MCcHENRY. Don’t you answer directly to the President as
well?

Ms. WARREN. When the President asks for my advice, I—

Mr. McHENRY. Yes or no, do you answer directly to the Presi-
dent, Ms. Warren?

Ms. WARREN. I answer when the President asks for my advice.

Mr. McHENRY. Okay. So you—it is in your title—I am just trying
to make sure you have an understanding of the magnitude of the
challenge faced in your unique position here. And under what stat-
utory authority are you currently acting?

S Ms. WARREN. I am an employee of the Treasury of the United
tates.

Mr. McHENRY. Okay, that sounds eminently reasonable.

Ms. WARREN. And the Secretary—

Mr. McHENRY. I want to get to the settlement question because
media reports are saying that there is a $20 billion—some are say-
ing $30 billion—settlement. It is my understanding that if the U.S.
Government reaches monetary settlements with banks, the funds
would go to the U.S. Treasury. That is how—a very standard proc-
ess over the course of our Nation’s history.

Therefore, it wouldn’t be legally permissible for HUD or even
CFPB or any other regulator to resolve these matters by having
these funds directed to any other place than back to the taxpayers,
back to the Treasury. To allocate these settlement funds, would you
need to come back to Congress for authorization to spend them?

Ms. WARREN. Congressman, we are not involved, we are not ne-
gotiating with anyone at the consumer agency. This is a law en-
forcement matter that is headed by the Department of Justice—

Mr. MCHENRY. So you are not engaged in these discussions?

Ms. WARREN. —in their financial fraud enforcement task force.
And so the negotiations—

Mr. MCHENRY. So you are not engaged in these discussions?

Ms. WARREN. The negotiations—

Mr. McHENRY. I am reclaiming my time. Are you engaged in
these discussions on the settlement?

Ms. WARREN. The negotiations with private parties are entirely
directed by the Department of Justice, by the State attorneys gen-
eral, and by other Federal agencies.

Mr. MCHENRY. So you are not engaged in these discussions?

Ms. WARREN. We do not negotiate with private parties. We have
been asked for advice, Congressman. And wherever we can be help-
ful, we are not only glad to be helpful, we are proud to be helpful.

Chairwoman CAPITO. Thank you.

Mr. Hinojosa, for 5 minutes.

Mr. HINOJOSA. Thank you, Madam Chairwoman.

Professor Elizabeth Warren, thank you for your valuable advice
to the U.S. Treasury and to our President. I have had lots of meet-
ings with representatives of the financial services industry: commu-
nity banks; regional banks; and others. And I want to say that
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Texas bankers argue that the Consumers Financial Protection Bu-
reau will put many of them out of business.

Bankers argue that the bureau will force banks to comply with
consumer laws and regulations that could eliminate one key source
of bank revenue—the overdraft fees. Banks also, both small and
medium- sized regional banks are concerned that they might lose
another key source of revenue—interchange fees.

Having seen how consumers are struggling with the increase in
cost of groceries, the increase in the cost of gasoline, many having
lost their jobs, many having lost their homes, I can’t help but want
to root for your work and say that consumers need some protection.
They don’t have the lobbyists that we have seen here in Congress
working to protect the representatives of all the financial services.

Tell us, what we can do in Congress to ensure that this law is
implemented and that it will help our consumers get jobs and,
hopefully, put our country back into the prosperity that we experi-
enced during the 1990s?

Ms. WARREN. Thank you, Congressman. That is an enormously
thoughtful and heartfelt question. And I wrestle with the issues
you describe every single day. America’s working families have
really been on the ropes for a long time. Flat wages and rising core
expenses have caused many families to turn to debt only to find
that what they thought would be a temporary help was far more
dangerous and far more costly than they had anticipated. This con-
sumer agency is here for American families. And I want to say it
is also here for America’s banks.

I met with community bankers. I was down in San Antonio,
Texas, when Holly Petraeus, who heads up our Office of Service
Member Affairs and I went down to Lackland Air Force Base
where my brothers had taken basic training. And when we had the
chance to meet with community bankers to listen to their concerns,
it really has become clear to me that what we can do as a con-
sumer agency to cut regulatory burdens, to try to make prices clear
and risks clear so that competition is straight upfront in the mar-
ketplace.

That will be good for families. It will also be good for community
banks. It will be good for credit unions. It will be good for the fi-
nancial institutions which really want to serve American families.

Right now, we have a world in which financial institutions are
willing to engage in pretty slick practices; are willing to put out a
product pretending that it is at one price, knowing they are going
to make their money back on the backend with fees and revenues
and re-pricing. Those competitors take families away from a safer,
sounder banking system.

So, what I see this consumer agency as doing is speaking up for
stronger families. And stronger families mean stronger banks.
Stronger families and stronger banks mean a stronger economy.
That is what we are here to do. Thank you.

Mr. HINOJOSA. Thank you for that response. I heard my friend,
Congressman Gutierrez, talk about all that was exempted in the
final bill. And yet, it seems like they are the voice for medium-sized
banks and the large banks even though they are exempted. Explain
to why they are so concerned.
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Ms. WARREN. Congressman, there are a lot of people who built
business models around the way that the world is who have figured
out how to return incredible profits and revenue.

Literally, in the tens of billions into the hundreds of billions of
dollars, selling products, mortgages, credit cards, payday loans, car
title loans, we could go on and on, remittances, to consumers with-
out making the prices clear up front, without making the risks
clear up front, making it impossible through the fine print ever to
compare one product to two or three others.

And they are very—some of them very concerned.

Mr. HINOJOSA. We needed to hear that answer. Thank you very
much, Professor.

Ms. WARREN. Thank you.

Chairwoman CAPITO. Thank you.

Mr. Huizenga, from Michigan, for 5 minutes.

Mr. HUiZENGA. Thank you, Madam Chairwoman. I appreciate
the opportunity.

And, Professor Warren, I appreciate your time coming here. I
want to actually—along that vein—explore that a little bit and find
out, probe your views on some of these organizations and where
they fit, and where you believe that they should fit.

I have a background in real estate and developing. The first
home I ever listed was a two-family home on 17th Street in Hol-
land, Michigan, which is a very rough neighborhood, and it listed
for $49,000.

The families who were living there and the families who were
looking at trying to make an opportunity for themselves really, in
]ronany ways, weren’t going to be able to fit into those conventional

oXes.

We were talking about big banks and medium-sized banks. But
I think a number of people acknowledge that maybe somewhere
those problems were in some of these more offline, smaller, non-
FDIC type of entities that have been able to service people.

And whether it is people holding land contracts—I know many
people who have been involved in real estate, they will literally
hold millions of dollars in personal funds in land contracts, for ex-
ample, and some of these other non-conforming loans.

And you hit on a phrase just in this last answer of serving Amer-
ica’s families. I think there are a number of people who are willing
to do that, but they are quite afraid of some of the regulations and
the discussions and the direction that this appears to be going that
they may not be able to function.

I am hoping to hear from you exactly what are some of your
views of those less than conventional institutions and organizations
that serve those families because whether they are vets, or whether
they may be disabled, or whether they may be low- and moderate-
income, there is a marketplace that needs to be served. How do you
envision that being served?

Ms. WARREN. Thank you, Congressman. I think that is a very
important question, a very, very thoughtful question, and I will say
along the same line, the first house I ever bought was for $23,300
and we were not conventional buyers, the first time out.

I understand the importance of being able to serve American
families across a wide variety of circumstances. In fact, I should
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say I think it has been one of the important themes that commu-
nity banks and credit unions in particular were also non-bank lend-
ers when they have come to visit have talked about with me how
it is that they build a business model around adjusting to the dif-
ferent needs of different customers, that they acknowledge the im-
portance of what they call relationship banking, that they know
their customers and they know how to customize products.

And I think the best way I can say this is that we are working
with those in the industry who serve families. We are committed
that prices should always be clear. There should never be a family
ready to take out a mortgage who isn’t clear what the price is on
that mortgage. There should never be a family considering taking
out a mortgage who doesn’t get what the basic risk is, whether, for
example, this is a fixed-rate mortgage or a mortgage that could ad-
just.

There should never be the case that a family gets information in
a way that they can’t make some kind of straightforward compari-
son of one mortgage to two or three others.

That is the direction we are driving this agency. That is the di-
rection we have been driving it since the first day I have been
there. And I have really tried to build those structurally into the
agency and into its entire attitude because, ultimately, that is what
we want to be able to do. We want to make sure that there is a
robust and diversified financial services industry there to serve the
American people. That is our job.

Mr. HUIZENGA. My concern is that—I appreciate that. I believe
that people, I have sat through countless closings myself and there
is—trust me, if anybody has either refinanced their home lately or
if they have ever been buying anything—I see a few people, heads
nodding in the background—there is plenty of paperwork that you
are signing to the point of writer’s cramp.

One, I am concerned a little bit about the redundancy and
whether some of these things are necessary. But, two, and more
importantly, not just the notice to the consumer, how will this work
for the lenders, conventional or non-conventional? How will this
work for the broker? Oftentimes, there are mortgage brokers who
may be in there or even individuals and let’s call them an imple-
menter of that particular deal.

Because I will tell you that there is a number, and I have this
man, and I will call him Mike, who takes his family’s money, has
about $1.25 million in land contracts. He looks at this and says, “I
am not going to be able to function. I am not going to be able to
serve those people who couldn’t go get a conventional loan because
of potentially the paperwork and the layering of that.” Now, I
would like to hear how that would be taken care of?

Thank you, Madam Chairwoman.

Chairwoman CAPITO. Thank you.

Mr. Miller, for 5 minutes.

Mr. MILLER OF NORTH CAROLINA. Thank you.

Professor Warren, first I want to commend you for your work to
merge the TILA and RESPA forms and do it in plain English,
something that can actually be understood. I have heard from con-
sumers that they are very frustrated. They are given a big sack of
stuff that is useless to them because it is written in unreadable



25

Legaliese. But I have also heard from credit unions and community
anks.

And it is easy to forget with all the cheating that went on in the
last decade, most people really, in the financial sector really were
trying to make an honest living and provide a needed service and
do right by people. They felt like they had to simply regurgitate the
language of a regulation or a statute which is legalese and set it
out in full. And they knew that nobody could read it.

But that is all—they felt that was the safest thing, so if you were
developing the forms that they feel safe to use, that people can un-
derstand is they servers to consumers and it is a service to those
industries who are trying to make an honest living, so do that and
do more of it.

Second, I do remember with respect to CFPB and the first pro-
posal, there was a requirement that financial institutions all have
a “plain vanilla” product, and that got dropped fairly quickly. In
fact, to make the point very clear, Republicans offered in the
amendment that said that CFPB cannot require any financial insti-
tution to offer any product.

So, when there are complaints that their solvency—their safety
and soundness may be threatened by a consumer protection, it will
not be that they are required to do something that would be un-
profitable for them. It is that they have to do things that CFPB de-
tern‘;ines are abusive to consumers to stay in business. Is that cor-
rect?

Ms. WARREN. That is correct, Congressman. Yes, sir.

Mr. MILLER OF NORTH CAROLINA. Okay. The argument about
safety and about, excuse me, about consumer choice reminds me of
the argument a century ago with respect to that, that meat packers
made about proposed food drug laws, pure food laws that it would
impinge upon consumers’ God-given right to buy spoiled beef.

And it turned out that consumers did not really want to buy
spoiled beef. They did not want that right. They wanted the assur-
ance that they were buying pure beef. If they really wanted rotten
beef, they could buy it pure and let it rot. But they did not particu-
larly value the right to buy spoiled beef.

I have yet to talk to anybody who wanted—who actually chose
some of the products made and offered in the last decade, that sup-
pose at one-size-fits-all, I can’t think of any size if some of those
products fit. And I have asked before, I asked the president of the
American Bankers Association if he could identify for me someone
who qualified for a prime loan, but instead wanted a 2/28 with an
increase in the monthly payment of 30 percent to 50 percent and
then a 3 percent prepayment penalty and all the rest. And I have
asked if he could identify for me someone who actually chose that
knowingly.

Or someone mentioned overdraft fees. I want an overdraft protec-
tion. I want that, but I do not want the bank to be able to process
overdrafts not in the order in which they come in, but in the order
that would maximize overdraft fees, or that the ATM machine,
when I ask my balance, tells me funds available, which means how
much could I take out in addition even though every transaction
would have an overdraft fee.

Do you know people who wanted that?
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Ms. WARREN. No, Congressman, I do not.

Mr. MILLER OF NORTH CAROLINA. Okay. Finally, with respect,
and I made that offer on the House Floor, that request on the
House Floor and this committee that please if anyone knows of
someone who really wanted those products, who got a subprime
loan and qualified for a prime loan, let me talk to the—give me
their names and contact information so I can talk to them and un-
derstand why they would have chosen that. And I still have not
had any name provided to me.

With respect, and I know that you are not playing the lead or
you are only being consulted in the reported settlement talks that
one of the criticisms of it is it doesn’t say what is it that the banks
supposedly did, the servicer supposedly did. Usually, when there is
a settlement of an enforcement action, the party being subject to
the action does not want that in the settlement because it is bad
press, and particularly when there are pending private claims that
can be used against them, particularly if it is couched as a finding
and they don’t want that, that is part of the negotiation is that
there is no specificity, there is no detail about what the supposed
violations are.

Do you know if the banks or the servicers have asked that there
be some detail of what they have done or supposedly done as part
of any settlement agreement?

Ms. WARREN. Congressman, I have no knowledge one way or the
other about that.

Mr. MILLER OF NORTH CAROLINA. Okay, what I said about how
settlement actions usually work, that settlement agreements usu-
a}lly gvork, is that consistent with your own experience and knowl-
edge’

Ms. WARREN. That is what I understand from those who do set-
tlement negotiations.

Mr. MILLER OF NORTH CAROLINA. Okay, thank you.

Chairwoman CAPITO. Thank you, Mr. Miller.

Now, Mr. Duffy, for 5 minutes

Mr. Durry. Thank you, Madam Chairwoman.

Good morning, Ms. Warren.

Ms. WARREN. Good morning.

Mr. DUFFY. I would echo your point that I think all of us here
want to see clear prices in regard to lending and want to make
sure that borrowers know the risk of the loan they are taking. I
think we would all agree with you on that point. I think there are
other issues that are flaring up here. And I don’t want to beat a
dead horse, but I want to go back over, again, what your role is
here with the CFPB. Would you—you said you are a political ap-
pointee but would you also agree that you are kind of the acting
director of this organization?

Ms. WARREN. There are truly two jobs contemplated by the Dodd-
Frank Act. One is that there will be a director and that process is
the President will nominate someone, and the Senate will confirm.
The other is that it is perfectly clear in the Dodd-Frank Act that
someone has to get this agency up and running, that is charged by
the Secretary of the Treasury and—

Mr. DUFFY. And that is why I am asking the question because
as the acting director—because it is one of these situations where
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if it walks like a duck and it quacks like a duck and it looks like
a duck, it is a duck. And you are hiring the staff, you have a wel-
come video on the Web site, your schedule is on the Web site. I
know you might say that you work for the Treasury Secretary, but
I think anyone who looks at what is happening here they ought to
agree that you are behaving as if you are the acting director and
I think that is a concern here.

And I think that we come back to this point of we want to see
confirmation from the Senate of an acting director and back to one
of the original points you said you know what, this agency provides
the voice for the American people. I look at this Congress, we are
the voice of the American people, and when we don’t have any
oversight of what you are doing, I see that as incredibly problem-
atic.

I guess I would ask for your comments on that.

Ms. WARREN. Thank you.

I appreciate your interest in what is happening during this pe-
riod between the time that the President signed the bill into law
and the time that this agency receives its transferred authority
under the statute. And it says, “The Secretary of the Treasury shall
set the agency up.” And that is hiring and signing contracts and
building the mechanism—

Mr. DUFFY. But the Treasury Secretary is not on the Web site.
His schedule is not on the Web site; it is you.

Ms. WARREN. And the Secretary of the Treasury who is respon-
sible for many things delegates to other people. And he has dele-
gated to me, he has asked me to come in and spend my time doing
this and I will say, Congressman, it has been a 14-hours-a-day, 7-
days-a-week job.

Mr. DUFFY. I agree about the 14-hour days, I know exactly what
you are talking about, but I was asking, are you acting as the di-
rector?

Ms. WARREN. I am acting as the delegate of the Secretary of the
Treasury as the statute contemplates.

Mr. DuUrFY. Let me move on because I just—my concern is my
duck analogy. It appears that you are the acting director by every-
thing that we are reviewing, and you are aware that the FTC, the
SEC, and the FDIC all have five-member boards but the CFPB, we
are going to have one director, possibly you, possibly someone else.
I guess that gives me some concern that we are consolidating
power in one person instead of a board.

Does that give you any pause or concern?

Ms. WARREN. There are two models in government, the Office of
the Comptroller of the Currency and the Office of Thrift Super-
vision, the primary prudential regulators, the safety and soundness
regulators that we were talking about earlier have a single direc-
tor. And I think the reason for that is the belief that, Congressman,
having the single director when you have someone who is doing
banking regulation makes for a more efficient operation.

Mr. Durry. The FDIC, the SEC, and the FTC are involved in
some very important areas and they are five-member boards and
they work well, right?

Ms. WARREN. They certainly are involved in many things, they
are not banking examiners—
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Mr. DUFFyY. Would you be opposed to a five-member board?

Ms. WARREN. And they do not run a banking staff, all I can
say—

Mr. DUrry. Would you be opposed to a five-member board?

Ms. WARREN. What I will say is that this was fully deliberated.

Mr. DUFFY. Let me ask you this, are you opposed to a five-mem-
ber board?

Ms. WARREN. Congress made the decision to—

Mr. DUFFY. Are you—I am not asking about Congress, I am ask-
ing if you are opposed to a five-member board?

Ms. WARREN. I think when Congress made that decision, it was
the right decision.

Mr. DUFFY. So you would say yes, you are opposed to a five-mem-
ber board, you think a one person director—

Ms. WARREN. When Congress made the decision to have one reg-
ulator, they got the point.

Mr. Durry. That leads me to my next point. I think you have
seen a concern here with my colleagues that what you are doing
in regard to consumer protection could trump safety and sound-
ness. And we look at FSOC and it is a 10-member board where we
need a supermajority of two-thirds to overrule your decisions. And
you have a seat and the President has a seat, all you need is one
more and we can’t overrule the decisions that you—I yield back, I
apologize, my time is up.

Mr. DoLD. [presiding] Thank you. Next, we are going to have Mr.
Lynch, for 5 minutes.

Mr. LYNCH. Thank you, Mr. Chairman.

First of all, I want to start off by saying thank you Professor
Warren for your great work. I, for one, being on the Oversight
Committee, have followed your work very, very closely. I have seen
you in action and I think you do a wonderful job and I just want
to—in spite of all the criticism we see here I hope you understand
that for those of us whose primary concern is for the consumer and
those of use who really understand what happened in this financial
crisis, you are the champion for working people and for consumers.

I, for one, hope that you are nominated and I pray that you are
confirmed because I think you would be perfect for this job. I think
you have shown a lot of courage to stand up against the folks that
you stand up against. There are a lot of people who stand up and
fight for the big banks. There are a lot of folks who stand up and
fight for financial institutions and there are a lot of constituencies
in the financial sector, obviously very heavily financed and a lot of
lobbyists and you are right into the teeth of that. And I just, on
a personal level, I ask you to keep at it.

I think you are fighting the good fight. You are on the side of
the angels and I think that you know, hopefully you will be nomi-
nated and you will be confirmed, I honestly hope for that.

I understand this is change, and sometimes there is great invest-
ment in the status quo and we certainly see that in the financial
services industry and people are nervous, but I do think that Dodd-
Frank, in allowing the CFPB to be overruled by the safety and
soundness regulators, does put a short circuit in place where if
there was something that was unwise, not that you would do any-
thing that is unwise but in the event that that might happen there
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is a fail safe and I that review is certainly warranted and I think
it is already included in the bill so I am encouraged by that.

Look, the damage done to American families and the American
taxpayers by this recent financial crisis cannot be overstated, but
one of the things that I worry about greatly is the integrity of our
financial markets. There has been such damage to the integrity of
the U.S. financial markets and reputational damage done to our
markets that investors, consumers I think feel that the current ar-
rangement is rigged. That the banks run the show and with insider
trading and these super fast computers that really they don’t be-
lieve that the system is honest, they think it has been compromised
greatly.

And they are hoping that you might be part of that solution in
rebalancing of the scales. I certainly hope that. The complexity of
the markets is just growing exponentially with derivatives and
structured products and it is beyond the basic understanding of the
average investor or the average consumer.

And what I am asking is for you to try to explain to consumers
who are out there about your role as someone who, if confirmed,
might help rebalance the power there between consumers and fi-
nancial institutions.

Ms. WARREN. I appreciate that, Congressman. I think you have
put it exactly the right way when you talk about balance, that the
banks will be heard from in Washington and the political process.
The question is whether ordinary families will be heard from and
quite honestly whether or not those who actually want to serve
those families will be heard from, community banks, credit unions,
servicers who want to provide good products.

What I see this about is that this is about this agency, it is about
a real belief in markets so long as they are honest. So long as you
have a cop on the beat who says, there is that law down here, ev-
erybody, I don’t care how big you are, I don’t care how powerful you
are, I don’t care who your friends, everybody follows the law. That
is just the deal.

And the laws are directed toward you folks so you can actually
have a real chance in this financial marketplace, at least in the
personal part of this, the borrowing and your own personal finan-
cial management because the costs ought to be clear, the risks
ought to be clear. It ought to be that you can compare one product
to two or three others. That is really all this agency is about.

Mr. LYNCH. Thank you very much. Mr. Chairman, my time has
expired. I yield back.

Ms. WARREN. Thank you.

Mr. DoLD. Thank you.

Next, we will hear from the gentleman from Texas, Mr. Canseco,
for 5 minutes.

Mr. CaNSECO. Thank you, Mr. Chairman. And I am going to
yield some of my time to the gentleman from Georgia, Mr. West-
moreland.

Mr. WESTMORELAND. I will only take 30 seconds. And I want to
tell the gentleman from North Carolina, today is your lucky day.
I would like to present this evidence to Ms. Warren and ask her
if it would prevent this from happening. I sought out a loan, a sec-
ond mortgage to go into business. It was a 5-year prepayment pen-
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alty, I paid 6 points up front. I probably paid 4 percent or 5 percent
more than the going rate to be able to get a second mortgage on
my home to go into business. And I am proud to tell you that I was
able to repay that. I was able to fulfill my dream of being in busi-
ness for myself and I have been in business for myself for 30 years.

And what you are talking about today and what Mr. Miller is
talking about today is preventing people from being able to fulfill
the American dream when they know themselves that they can do
it. They can meet the challenge but yet the government is going to
tell them it is a bad deal, they can’t do it, and not allow businesses
to make those kind of loans. That is wrong.

Thank you. And I will yield back.

Mr. CANSECO. Thank you, sir.

Professor, I appreciate your being here today and I also appre-
ciated your visit in my office some time ago when we had a very
nice friendly discussion about San Antonio and our home. And I
thank you for being here today.

But in regards to San Antonio, I spoke with a group from San
Antonio that represents a lot of entrepreneurs, a lot of young busi-
nesses that are just getting started. And one of the things about
it is that they used a lot of their own personal credit in order to
finance these things. The U.S. Chamber of Commerce estimates
that more than 47 percent of small business owners use personal
credit cards as opposed to business credit cards. That is just the
gature of start-up companies and the beauty of the American

ream.

How will the CFPD distinguish between an individual using
credit cards to buy fancy clothing and a small business owner ob-
taining credit to expand his business?

Ms. WARREN. So, Congressman, again, thank you for your hospi-
tality. It was good to be able to visit with you and to be able to
visit about San Antonio.

I want to be clear about what we are trying to do with the con-
sumer agency. We are trying to make the cost clear up front. We
are trying to make the risk clear. We are trying to make it easy
for anyone to be able to compare one product to another. I believe
in small businesses. I have not only studied small businesses for
a long time, one of my three brothers has been a small business
owner all his life and supported his family from his efforts. And I
know how small businesses struggle.

Mr. CANSECO. Pardon me for interrupting your answer but how
are you going to distinguish that individual who is using his per-
songll credit for business from someone who is using it for personal
use?

Ms. WARREN. Congressman, perhaps the distinction you want to
make and quite rightly is that business loans are excluded from
any oversight by the Consumer Agency. But let me make the point
that we are here to make credit clear in terms of its price, not to
ask what you bought with it. It is not our question about whether
you bought good-looking clothes or ugly clothes. That is just not—

Mr. CANSECO. But what is it going to mean to the more than 47
percent, almost 50 percent of business startups and business people
who use that personal credit for their business that they are put-
ting skin in the game? If your agency comes in there and regulates
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their activities, what does it mean to that private sector that is
growing and it is going to be contributing so much to job creation,
innovation and growth and opportunity in our community?

Ms. WARREN. Congressman, I heard—I think it was 2 weeks
ago—from a group representing small businesses, and small busi-
nesses are very concerned because when they finance their busi-
ness activities, as you rightly point out with credit, wherever they
can get it, the prices are not made clear, the risks are not made
clear.

What this agency is about is about making those prices and risks
clear. That is good for American families, but believe me, it is even
better for small businesses. They need to know how much money
they are spending.

Now, business loans will be segregated, Congress made that
choice. But in personal credit, it is about costs and risks and mak-
ing them clear.

Mr. CANSECO. Let me ask you another question because I am
running out of time here. If I run a bank that has over $10 billion
in assets or we originate mortgages, exactly what part of my busi-
ness practices would your agency not regulate?

Ms. WARREN. We are not the safety and soundness regulators,
the consumer agency does not regulate the ordinary banking activi-
ties. Those are regulated by the Office of the Comptroller of the
Currency. What we do is we do what was clearly sorely missing
over the past few years. That is, for example, in an area like serv-
icing home mortgages, we make sure that the servicers are fol-
lowing the law.

We make sure that when someone is putting out a new mort-
gage, originating a new mortgage, what are the obligations to com-
ply with—and RESPA. That is why we talked about how, with the
help of the banks—sorry—we are figuring out how to combine
those two forms, make those forms smaller and come earlier in the
process when they will be helpful to consumers. So we are focused
on the consumer credit product and whether or not those who are
using them to lend money are actually following the law.

Mr. CANSECO. Thank you very much.

Ms. WARREN. Thank you.

Chairwoman CAPITO. Thank you.

Before I recognize Mr. Green, I would like to ask unanimous con-
sent to insert the comments letter on the CFPB from the National
Association of Federal Credit Unions.

And I now recognize Mr. Green for 5 minutes.

Mr. GREEN. Thank you, Madam Chairwoman. And I thank you
and the ranking member for allowing me to have the unanimous
consent to be a part of this most important hearing.

I would also like to thank Ms. Warren for her service to her
country.

Ms. Warren, I believe that you are doing a very difficult job and
itrust that you will continue to serve your country as well as you

ave.

I would like to, if I may, Madam Chairwoman, with unanimous
consent, place in the record a report from Americans for Financial
Reform. It is a progress report, dated January 21, 2011. And I
would note that on page four of the report, make that page five of
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the report, there is an indication that there is a need for a perma-
nent director. I mentioned this only because it is apparent that
these 250 organizations and individuals do not see Ms. Warren as
a permanent director, they see her as a transitional person helping
us to establish an organization.

So if there are no objections, may it be submitted for the record,
Madam Chairwoman?

Chairwoman CAPITO. Without objection, it is so ordered.

Mr. GREEN. Thank you.

I would like to now move to Ms. Warren’s report, page 30 of her
report that she has submitted to us, reads, and I will not read it
in its entirety, but it reads, “Community bankers and credit unions
have also made it clear that they face a regulatory crisis.” And you
go on to indicate that this is because they can’t afford to hire an
army of lawyers to investigate the complex rules and navigate
them.

You indicate that the importance of small banks and credit
unions cannot be overstated, they are disproportionately the pro-
viders of credit to small business. And they are therefore part of
the chain toward higher employment and economic recovery.

I concur with your comments. I think the community bankers are
exceedingly important because of the relationships that they have
to small businesses and the credit unions as well.

I had a good many of them visit with me and they have made
it very clear to me that there is a crisis that they perceive. There
are many who fear that they may be regulated out of business. I
see this as something that impacts both consumers as well as small
banks because without the small banks, the consumers don’t ben-
efit from what the small banks can provide.

My question is, first, is it possible within the bounds of ethics for
us to work together to help these small banks continue to provide
a good service for consumers within the bounds of ethics? And I
don’t want to do anything that is unethical.

And also, how are you immediately embracing this crisis that
they perceive as one that may cause them to cease to be able to
function as they function currently because of the additional cost?

Ms. WARREN. Yes. Congressman Green, thank you. Thank you
for the thoughtful comments and the thoughtful question.

I see this very much the same way. I worry about our community
banks. I worry about our credit unions. I worry about our smallest
financial services providers because many of them are good part-
ners to their customers. And they want good long-term relation-
ships. They are clear about their product. They are willing to make
prices clear up front, to make risks clear up front. They can’t thrive
by pretending to sell at one price and then mugging people after
they get them in the door.

But they are worried about a challenging regulatory environ-
ment. We are doing what we can on the consumer side, in the con-
sumer agency, on the consumer product.

Mr. GREEN. Let me suggest this because I have one additional
thing that I must do. Would you agree that within the constraints
of ethics, we will work to try to make sure that the consumers and
the banks or credit unions are protected?
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Ms. WARREN. Absolutely, Congressman, I should have given a
shorter answer.

Mr. GREEN. Okay. Let me quickly state this. In your report, on
page 18, you indicate in addition to the fundamental constraints
that Congress has imposed and you have talked about Dodd-Frank,
you indicate that specifically you are required to submit—the agen-
cy is required to submit annual financial reports to Congress. You
have to report to Congress twice a year to justify your budget. The
director, whomever that happens to be, has to testify before and re-
ports twice each year regarding the activities of the agency, you in-
dicate that the GAO has to conduct an audit each year of the agen-
cy. You indicate that you have to submit financial operating plans
and forecasts and quarterly financial reports to the Office of Budg-
et and Management. And you indicate that oversight is also avail-
able through the Financial Stability Oversight Council.

Madam Chairwoman, I just mentioned these things because I
want to allay some of the concerns with reference to the oversight
of the organization, clearly you have more oversight than most Fed-
eral agencies.

And I thank you for the time.

Chairwoman CAPITO. Thank you, Mr. Green.

I would like to recognize Mr. Pearce, from New Mexico, for 5
minutes for questions.

Mr. PEARCE. Thank you, Madam Chairwoman.

I have a lot of questions, so I recommend a second round if we
get the opportunity. A couple of observations in that—I read the re-
port here and I see the word straight up, too complicated, clear,
concise. And two, I don’t have much interest in what our colleagues
up behind me were asking about the confirmation process, but you
are demanding something from the people you enforce things over
that you are not willing to give yourself and that is straight-
forward, clear, concise answers. And that has created lot of the re-
petitive questions. That is just an observation.

The second thing is that I hear you testify, I know you are talk-
ing about the protection of consumers and you build this process
in, as if the government agency is going to solve the problem. And
I would like to believe in it but frankly I am going to think about
the SEC and Mr. Madoff and I am going to believe that in 2 years,
your agency is going to be operating exactly the same. That is sim-
ply out there grinding wheels away and that it might also itself fall
short of being this angel. I have heard a lot, it was really champion
and these words that we have heard.

So with—maybe you are going to be the government agency that
actually does this work. The idea that you propose on page four
that few of us seriously believe that we have the marketplace that
American families deserve.

Now, when I go to the bank and ask for a loan, the first thing
I go to actually has fairly clear APRs and everything. It is clear,
it 1s concise. And so what you are trying to enforce is to an extent
consumers who don’t like the answer they get from institutions
that have paperwork that is clear and concise.

And so you are going to enforce the standard on the lending in-
stitutions and those institutions which are only answering the de-
mands of people to come and get products, that is because they
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can’t get the products somewhere else and they are demanding
these and you are going to stop those.

I remember a day when I was in the State legislature where we
wanted to regulate payday lenders, those people who charge $20
for loaning you $100 for a month. And I too felt like that was too
exorbitant, it was thousands of percent. I got back to my hometown
and one of the guys who worked in the oil field came up to me and
asked, “What damn business is it of yours, if I borrow $100 today,
and I want to pay back $120?”

That still rings clear and I think maybe at some point you should
ask that to your agency. So the question that I have, it is my un-
derstanding from what you are saying that we would not be here
payday, we would not be here, we would—if the rules, the basic
rules of the road in place for mortgages were consistently enforced,
protecting consumers, we would not be here.

So I get from that you believe that there was no enforcement in
the—that there were no rules for mortgages. Is that right?

Ms. WARREN. Congressman, I think it is fair to say that this eco-
nomic crisis started—

Mr. PEARCE. No, that I am asking—you say that if rules had
been enforced, that we would not be here. So you are saying the
FDIC and the OCC didn’t do their jobs? That the Real Estate Set-
tlement Protection Act did not do its job? You are telling me that
nobody in the enforcement of mortgages did their jobs?

Ms. WARREN. I think the evidence is fairly clear that they did not
do their jobs. Yes, sir.

Mr. PEARCE. Is that in regard to the superficial instruments, the
bonds?

Ms. WARREN. No.

Mr. PEARCE. Or was it maybe that the government asked banks
to give loans to people who could not afford it, which they did, the
government insisted that banks give loans to people who could not
afford it. No loan, no payments were ever made on those. Those
loans without the ability to ever be repaid, without one payment
ever being made were then lumped into bond and then the exotic
instruments, the CDOs and the MBSs were created out of that,
that is what was not regulated.

But the banker down in Main Street of Hobbs, New Mexico, I
will guarantee you still risks losing its bank today if he gives a
product that is not in compliance.

Ms. WARREN. Congressman, I think we can agree that the crisis
in home mortgages and the rest of this economy was not caused by
community bankers, it was not caused by credit unions; it was
caused one mortgage at a time with mortgage brokers and who put
out products that were extraordinarily dangerous and often decep-
tive to those who took them.

I think there is ample evidence of what went wrong on the front
end of this crisis.

Mr. PEARCE. And there is ample evidence that the rating agen-
cies rated those as triple AAA and I don’t see that anywhere in
your scope of work. And I do have a second round, if we get there,
Madam Chairwoman.

Chairwoman CAPITO. Thank you.
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I would like to recognize Mr. Luetkemeyer for 5 minutes for
questioning.

Mr. LUETKEMEYER. Thank you, Madam Chairwoman.

Ms. Warren, in your testimony, in your written testimony, you
indicate that many of the rules make it very non-competitive for
community banks, credit unions and others to compete, and your
words are, “put them at a competitive disadvantage.”

If we can choose a better way, can you tell me what that better
way is?

Ms. WARREN. I think that the example of the first priority of the
new Consumer Financial Protection Bureau is an example of the
better way. We are going to take two fairly long, fairly complicated
forms that have substantial overlap that two government agencies
have negotiated or been at war, depending on your metaphor here,
for more than 15 years about combining those forms. And because
it comes to one agency, we are going to combine the forms. And we
are using the help of the community banks and the credit unions
and the mortgage brokers, the people on the frontline who origi-
nate these mortgages to find the most effective, the most efficient
way to do that and give us a smaller one-page mortgage shopping
sheet that might actually produce some value for the family.

Mr. LUETKEMEYER. Okay. Whenever you do this, are you going
to look at the cost-benefit of that rule, that new form that you are
going to put out, of what it is going to cost the institution to comply
with?

Ms. WARREN. Congressman, we will certainly look at the cost-
benefit.

Mr. LUETKEMEYER. Okay. If you are going to look at it, can you
explain to me on what basis you would throw a rule out or not
make a rule? Can you give me the numbers? Is it—because I can
give you numbers all day long. I had a community banker drop in
front of me about 2 weeks a sheet of paper, as he said, “Blaine, this
is what it costs me to comply with one rule—$16,500 per year.”
And it is a small institution. Another one told me it cost over
$100,000 a year to comply on one rule.

Ms. WARREN. Yes.

Mr. LUETKEMEYER. Now, you multiply that by all the banks in
the country. At one point are you going to say this rule, the cost-
benefit of it is not worth implementing?

Ms. WARREN. Congressman, I am glad you raised the problem of
regulatory burdens for our community banks. And I remind you of
course that the community banks are struggling because of the reg-
ulations they face elsewhere in the system, not because of regula-
tions from the Consumer Financial Protection Bureau.

Indeed, we have worked with the community banks, we have
worked with—

Mr. LUETKEMEYER. Ma’am, you have spent 30 seconds of my time
not answering my question. I am sorry to interrupt here, but I
want a specific answer to a specific questions. At what point are
you going to say this rule is too costly to implement, it doesn’t yield
any benefits, it costs too much to implement?

Ms. WARREN. Congressman, we are required by law to do a cost-
benefit analysis.
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Mr. LUETKEMEYER. I know you are. I read it in the testimony.
I understand it.

Ms. WARREN. I am sorry.

Mr. LUETKEMEYER. At what point are you going to say, no, this
rule is going to be thrown out?

Ms. WARREN. When the costs outweigh the benefits, Congress-
man.

Mr. LUETKEMEYER. Okay. When it costs $100,000, when it costs
$1 million, when it costs $1 billion for the industry, at what point
are you going to say no, we can’t do this?

Ms. WARREN. Congressman, that is what a cost-benefit analysis
is. When the cost outweighs the benefits—

Mr. LUETKEMEYER. Okay.

Ms. WARREN. —then we will not engage.

Mr. LUETKEMEYER. But you don’t know at what point that is yet?

Ms. WARREN. Congressman, I think your question about the
point is an important one. We are communicating right now with
the community banks, with the credit unions about the changes
they want to see because they think there are cost savings for them
that also benefit consumers by starting earlier on the problem, not
when we have a—

Mr. LUETKEMEYER. Absolutely. I agree with you 100 percent. And
my concern is that we are going to say, we are going to put a new
form in place here but instead of combining two forms, now you
have the front and the back that you have to work on. And we
haven’t done a thing to improve our situation, it still remains more
costly.

Let me move on to another question before my time expires on
me here.

You are going to be the new examiners on the block. Are you tak-
ing over all of the Consumer Financial Protection examinations,
from all other agencies across-the-board? Are you going to be just
another form that the institutions are going to have to deal with?

Ms. WARREN. For all—

Mr. LUETKEMEYER. Okay, in other words, for FDIC, are you tak-
ing away all their consumer complaint stuff?

Ms. WARREN. No. For the—

Mr. LUETKEMEYER. So this is going to be a second exam that is
coming forth?

Ms. WARREN. For all financial institutions with more than $10
billion in assets, the new consumer agency will be the primary reg-
ulator and supervisor.

Mr. LUETKEMEYER. Okay. But the other ones are still going to be
in place and they are still going to come in with the compliance
exams as well?

Ms. WARREN. No. There will be something called the transfer
date. And the transfer date is July 21st of this year, and that is
when the other seven 7 stand down in terms of their responsibil-
ities for enforcement and rule-writing—

Mr. LUETKEMEYER. Okay. In terms of—

Ms. WARREN. —on the 18 existing Federal statutes and the new
consumer agency stands up. This is like a relay race.
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Mr. LUETKEMEYER. But in terms of enforcement, are you going
to be doing the same thing that the other agencies are doing or are
you going to be doing something different?

Ms. WARREN. No, we will be doing something different. We will
be enforcing. They will no longer be enforcing the laws that we will
be enforcing.

Mr. LUETKEMEYER. So you are going to come in and enforce
them? Are you going to be coming in to help the institutions under-
stand them or are you going to be slapping more fines?

Chairwoman CAPITO. Your time has expired. Thank you, Con-
gressman.

Mr. Dold, for 5 minutes of questioning.

Mr. DoLD. Thank you, Madam Chairwoman.

And I want to thank you, Professor Warren, for taking the time
to be with us today.

I would like to just continue down the vein and in terms of how
you think this is going to impact small businesses. And so if I can,
for consumers who are out there, if a consumer voluntarily enters
into a consumer transaction with full disclosures and full informa-
tion, are there any reasons on which you or the agency could pos-
sibly prohibit, penalize, or invalidate the transaction, and if so,
what are those possible reasons?

Ms. WARREN. Congressman, I have tried to make it clear. What
this agency is about is about making the prices clear, the risks
clear, making it easy to compare one product to another. We would
have to go through all 18 statutes to see if there are already cer-
tain prohibitions.

But the point is to get an informed consumer because I believe
that American families are good at making decisions when they
have information up front.

Mr. DoLD. I couldn’t agree with you more. And this is about pro-
tecting consumers. But I guess my question is, is that the way the
statute is written and the law, that there is going to be one person
in charge? And that person, according to the way it is written, any-
thing that is risky or potentially uncertain isn’t going to necessarily
be—or could be subject to be invalidated? And so I am trying to get
a better handle on what will you determine is going to be a risky
proposition.

Again, for someone who is informed, an informed consumer who
may choose to enter into a financial transaction or a purchase of
a financial product, that for some reason the Consumer Protection
Bureau determines is risky, is that going to be invalidated?

Ms. WARREN. I think perhaps it might be that you are referring
to the authority that is currently with the Federal Reserve, often
referred to as UDAP, unfair and deceptive practices. So the author-
ity is currently there in the statute, it is there. In fact—I don’t
know if it is in all 50 States, but in most State laws the capacity
to say certain practices are deemed unfair and deceptive, there is
a long case law on this and a long history on it. That will come
to the CFPB, it will be part of our responsibility to enforce those
laws, Congressman.

Mr. DoLD. Can you give me any sort of an idea in terms of how
do you plan to reduce the regulatory burden on small institutions
by adding yet another regulator into the mix? Right now, when I
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talk to people back in my district all the time, it is the uncertainty
that is out there. Uncertainty is preventing people from investing;
they are unsure about what tomorrow will bring and so therefore
they don’t.

And what I see this doing is, again, creating another level of un-
certainty. And especially with the amount of power that is being
put into the bureau, they are just going to—my take is that they
are going to wait and we are not going to have investment. And
this could be potentially problematic. So I would just be interested
in your take on that.

Ms. WARREN. No, I appreciate it. And I appreciate the concern
that this question expresses. We will take transfer of the authori-
ties that are currently there in seven other agencies. We will put
them in one agency and we will hold that agency accountable, ac-
countable ultimately to the American people.

And what we will do in this process and what we are trying to
do in this process is reach out to all potential stakeholders. We
have talked with community banks. We have talked with credit
unions. We have talked with very large financial institutions. We
have talked with some non-bank lenders.

In fact, Congressman, we have even gone out and had extensive
conversations with the investment community, those who invest in
financial institutions because they have had questions about how
this new agency would be setup. And it has been very interesting
to find where there are a lot of allies for this agency, the investors
for example who have said, “If you are going to make these con-
sumer products a little more obvious for consumers to understand,
that dialed risks out of the system overall. And we think long-term
good for banks and long-term good for our investors.”

Mr. DoLD. I appreciate that. And certainly, we want more trans-
parency. But I want to get to accountability if I can.

Ms. WARREN. Sure.

Mr. DoLD. I anticipate that people make mistakes. And certainly
with one individual, the chances of making mistakes are probably
greater than several people making mistakes.

In terms of oversight, can you tell me, right now my under-
standing is that FSOC has a 10-person board, has the ability to ba-
sically overrule decisions done by the bureau. Is that correct?

Ms. WARREN. Madam Chairwoman, may I answer?

Chairwoman CAPITO. Yes.

Ms. WARREN. The answer is, yes, the FSOC can overrule this
agency and no other.

Chairwoman CAPITO. But that would be with a two-thirds major-
ity, correct?

Ms. WARREN. I believe it is with the two-thirds majority. Of
course that consumer agency doesn’t vote.

Chairwoman CAPITO. Right. We have Mr. McCotter, from Michi-
gan.

Mr. McCoOTTER. Thank you, Madam Chairwoman. I would like to
yield 2 minutes to my colleague from New Mexico, Mr. Pearce.

Mr. PEARCE. Thank you.

I thank the gentleman for yielding. My only question really deals
with the idea that we are protecting consumers and that we are
doing a thing that either way ups their ability to pay their mort-
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gages. And the more else, is that here, that we are here to protect
the consumer from fraudulent practices.

Ms. WARREN. Yes, we are here to make the prices clear, risks
cle}zlar, make it easy for consumers to compare one product with an-
other.

Mr. PEARCE. Okay. So again, going back to your statement on
page eight, the thing that have caused the situation to get immi-
nently worse, it is up in the middle, there have been basic rules
of the road and blah-blah-blah, that statement.

I wonder if you are going to be the angel, be the champion of the
consumer as it comes to inflation. As I look at the Federal Reserve
printing $2.6 trillion, as I look at the price of vegetables going up,
as I look at the price of gasoline going up, I realize one of the most
fraudulent practices right now that is defrauding the consumers,
that is taking trillions away from their bank accounts is the fact
that they are printing money.

So is your consumer protection going to log into the heavy duty
fight or you are going to fight—are you going to take on the Fed
fog printing money or is that something that you don’t see your role
in?

Ms. WARREN. I am sorry, Congressman, but our job is not in
monetary policy.

Mr. PEARCE. It is to protect the consumer. And anyone who de-
frauds the consumer, I thought we are going to protect. I was just
wondering.

Thank you very much. I appreciate it. I yield back to the gen-
tleman.

Mr. McCOTTER. And I thank the gentleman.

And I thank you, Ms. Warren, for being here today.

Just a couple of quick notes. We have earlier heard about how
anyone who loaned money that was considered morally reprehen-
sible in many ways have been carved out of the Dodd-Frank Bill.
And in the spirit of St. Patrick’s Day, I would like to think that
if that was the case, there were no nefarious motives on the part
of the Democratic Majority and the Democratic President who al-
lowed it to happen.

Secondly, we had heard from another one of our colleagues about
how spoiled beef was once opposed by people who wanted to eat it.
And as a fair point, no one wanted to eat it. But what happened
so often is that where there is legitimate concern for governmental
action to prevent this social harm, we wind up going from the in-
spection to prevent spoiled beef at the Federal level to the elimi-
nation of happy meals at municipal levels decades later.

In your eyes, with the fact that we as Congressman, that the
statute does not annually appropriate to your entity, what do you
believe is our—it is a two-point question—what are the appropriate
limits in your mind or the agency that it will never do and what
is the appropriate role of congressional oversight and how would
we make our voices heard, absent the Comptroller of the—

Ms. WARREN. Thank you, Congressman. I appreciate your con-
cern about oversight and appropriations. As you know, none of the
banking regulators are part of the appropriations process and they
never have been as a matter of history. Congress has repeatedly
made a very wise decision that pulling a banking regulator, some-
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body who is going to have to stand up to the richest and most pow-
erful and say sometimes no is not a good idea. And Congress has
never done that.

As it stands right now, the other banking regulators stay outside
the process, the CFPB is the only one of the banking regulators
who actually does not have full control over its own budget. Its
budget is effectively set by the Fed unlike the Federal Reserve’s
ability to set its own budget, the FDIC’s ability to set its own budg-
et, the OCC’s ability to set its own budget and the OTS’s ability
to set its own budget.

So the consumer agency is more constrained on the financial side
and it is subject to being overruled by FSOC unlike any agency
anywhere else in government. I am convinced that this consumer
agency will be a voice on behalf of American consumers. But Con-
gress quite reasonably, in setting this agency up, made it the most
constrained of the Federal agencies.

Mr. McCOTTER. I appreciate that but not necessarily by us.

Ms. WARREN. Well—

Mr. McCoOTTER. You happen to be, and to the Constitution, that
entity within the Federal Government that is most directly ac-
countable to the people, the House of Representatives and in con-
junction with the United States Senate. So I would think maybe
the richest and most powerful people, but we can differ on that.

Thank you.

Chairwoman CAPITO. Mr. Manzullo, for 5 minutes.

Mr. MANZULLO. Thank you, Madam Chairwoman.

If someone calls the CFPB with a complaint about a mutual
fund, will that person be directed to the SEC or would the CFPB
investigate this complaint instead?

Ms. WARREN. Congressman, I believe that the boundaries on our
jurisdiction are pretty clear. And that the Consumer Agency does
not do—

Mr. MANZULLO. You don’t get involved in it?

Ms. WARREN. —investment funds or other similar—

Mr. MANZULLO. They don’t get involved with investors?

Ms. WARREN. I think that investment issues are left to the SEC?

Mr. MaANzZuLLO. Okay. In your letter to Congressman Randy
Neugebauer dated January 31st of this year, your concluding para-
graph says, “I sincerely appreciate your thoughts and good counsel
regarding the task ahead of us. Building this new bureau is excit-
ing and challenging. I hope we could work together on behalf of the
millions of Americans, large banks, community banks, credit
unions, and investors who are counting on us to build a strong,
independent, effective and fair bureau that makes the consumer
credit markets work for everyone.”

You used the word “investors.”

Ms. WARREN. I did, Congressman. And I have been reaching out
to investors since the first—

Mr. MANZULLO. But you just said that investment would be left
to the SEC.

Ms. WARREN. No. You asked me if there were consumer com-
plaints about an investment—

Mr. MANZULLO. Right.
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Ms. WARREN. —would it be part of the Consumer Financial Pro-
tection Bureau?

Mr. MANzULLO. Right. And you said no.

Ms. WARREN. And the answer is no. The investors I have been
speaking with are those who invest in financial stocks. I have been
meeting with them because I actually believe they are stake-
holders.

Mr. MANZULLO. Invest in financial stocks where they would also
be covered by the SEC. Isn’t that correct?

Ms. WARREN. If you will permit me to explain, investors in finan-
cial stocks want to understand about what space—

Mr. MANZULLO. I understand that, but the issue is the jurisdic-
tion of the CFPB and the SEC. Now, who has jurisdiction over this,
you or the SEC?

Ms. WARREN. Congressman, it is clear that the SEC has jurisdic-
tion if the consumer has a complaint about an investment—

Mr. MANZULLO. So then you will stay—you will completely stay
out of that whole area? Would you—

Ms. WARREN. Of course, Congressman, because Congress has
made it clear what that boundary is. Those who are investing in
banlli stocks, the same way that they are to invest in airplane
stocks.

Mr. MANZULLO. But that is not your jurisdiction. Isn’t that cor-
rect?

Ms. WARREN. My jurisdiction is consumer financial products and
among the people who are interested in—products.

Mr. MANZULLO. I understand that. I thought you answered the
question clearly, and, now, you are backtracking on it.

Ms. WARREN. No, Congressman. I am not backtracking at all. I—

Mr. MANZULLO. Does the SEC have jurisdiction and the ability
to protect people who buy stocks?

Ms. WARREN. It is the jurisdiction of the SEC to deal with con-
sumer complaints about investments, absolutely, sir.

Mr. MANzULLO. Okay. So then, therefore, there would be no room
for the CFPB to be involved in that issue. Isn’t that correct?

Ms. WARREN. In the issue of consumer complaints about stocks,
there is no reason for the consumer agency to be involved, yes, sir.

Mr. MANZULLO. Alright, so you are going to stay away from that
area?

Ms. WARREN. We will not go beyond our jurisdiction.

Mr. MANZULLO. Okay. The other question I have is, in going
through your testimony, I just—it is this, on page six, at the bot-
tom, pages of fine printed long passages of legalese, and they serve
some lender, but they can make it impossible for the customer to
know what is really going on. This is wrong. The average consumer
who takes out credit should not have to struggle to understand the
basic agreement.

Wouldn’t you agree that the legalese that the banks and credit
unior‘l?s are using is there because of legal requirements or regula-
tions?

Ms. WARREN. Sometimes, Congressman, the fine print is there
because of regulations and that is—

Mr. MANZULLO. —when I practiced law, I closed a thousand real
estate transactions or more, we had one page. I could close it in 20
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minutes. Now, Regulation Z in HUD-1, multiple pages, it takes 2
hours or more. So the consumer knows less because he can’t read
through all this stuff. But how are—they are going to go up against
all these other agencies that are in each of these rules and regula-
tions and just say this is unreasonable, let’s go back to one page.

Ms. WARREN. Congressman, when the transfer date comes and
we pick up from the other seven Federal agencies—

Chairwoman CAPITO. The gentleman’s time has expired.

Ms. WARREN. Sorry—

Chairwoman CAPITO. Thank you to everybody.

Mr. Ackerman, for 5 minutes?

Mr. ACKERMAN. Thank you very much.

I am buoyed by the notion that anybody who could withstand the
kind of badgering in defending yourself and the position and the
agency it is going to be doing a very, very incredible job in defend-
ing the consumers of this country against those who would exercise
the amount of greed that we have seen exhibited.

Let me yield a moment or two to my friend, Mr. Miller from
North Carolina, who has some answers and an explanation that he
would like to—

Mr. MILLER OF NORTH CAROLINA. Thank you.

Just a quick question, at the beginning of the last decade or
early in the last decade, I was careful to distinguish subprime lend-
ing and predatory lending, and not all subprime was predatory;
and then predatory took over and—out all the others, all the whole-
some, legitimate subprime.

I earlier asked you if you knew of anyone who qualified for a
prime mortgage and got a subprime mortgage, and I outlined some
of the predatory terms, and you said you did not. The gentleman
from Georgia, I think in the spirit of helpfulness, offered himself
as an example. He then outlined the terms of the mortgage that
he had once gotten. It was hard to tell what his circumstances were
at that time what term made me think it probably was predatory
and that would have a 5-year prepayment penalty.

So I am sure he thinks he is a smart businessman, but they
probably snickered and gave themselves high-fives when he walked
out of the room having signed that mortgage. But he also said that
he could not otherwise get a loan.

So even after you have now heard the example of the gentleman
from Georgia, do you know someone who qualified for a prime loan,
but consciously picked a subprime loan with the kind of terms that
became prevalent in the middle of the last decade?

Ms. WARREN. No, Congressman, I do not.

Mr. MILLER OF NORTH CAROLINA. Thank you.

Mr. ACKERMAN. You are one of the few witnesses I have seen in
my many years here who begins an answer with yes or no. So I
don’t think there is a lot of beating around the bush in listening
to your explanations.

One of the things that troubles me—and I don’t know how I
wound up on everybody’s sucker list, but I get an awful lot of mail,
a lot of it junk mail and a lot of it I don’t open and—as a lot of
consumers do. But there is a whole group of financial institutions
in various sectors that send you mail which is solicitations for pro-
grams and offers and they don’t identify themselves on the enve-
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lope. There is no return address; and sometimes, the return ad-
dress, that is a post office box somewhere.

What you can see through the usual window that they have in
these types of promotions besides your name and address that it
concerned your account at blank financial institution which you
have an account at. And you are anxious to open it up because this
is coming from my bank or my credit union or what have you. And
you open it up and it talks all about selling you an insurance prod-
uct or life insurance because you just refinanced your mortgage or
opene(zid a mortgage or an account which becomes a matter of public
record.

You think because of the presentation on the envelope that this
is from your financial institution. And you can read three pages
worth of information and sales pitch before you realize it is from
somebody you do not know or have a relationship with.

I don’t want to interfere with anybody’s right to free speech or
advertiser or a promoter to inhibit their business in any way, but
it is meant to be deliberately deceptive to the potential consumer—
or the consumer in making them think that this is from their bank.

Would you be amenable to exploring a method of requiring some
form of identification? And could I have somebody on your staff
meet with me and my staff so that at least you know on the enve-
lope who this is from rather than being deceived into thinking it
is from a legitimate, established institution with which you have a
relationship?

Ms. WARREN. Congressman, we would be very pleased to send
someone over from the Consumer Financial Protection Agency to
work with you and see how we can do this.

Mr. ACKERMAN. But it should be somebody who has an under-
standing of people’s rights under our Constitution from the pro-
moter side and the business side also to be able to do that while
still protecting the interests of the consumer.

Ms. WARREN. Congressman, we want to be as helpful as we can.
I only offer one small caveat—we are just getting started and we
are still small and trying to build out. So you may have to be a
little tolerant with us on timing, but we really want—

Mr. ACKERMAN. I am just getting started myself, so we will work
together.

Ms. WARREN. Alright. Thank you.

Mr. ACKERMAN. Thank you.

Chairwoman CAPITO. Thank you.

Mr. Garrett, from New Jersey, for 5 minutes.

Mr. GARRETT. And I thank the Chair.

I just want to start my statement or my questions—my state-
ment first. In your statement, you constantly—and I have probably
heard you say this before—compare the CFPB to other banking
regulators. But, as you said today, I believe that is an inappro-
priate comparison.

You stated specifically that Congress has consistently provided
for independent funding for bank supervisors to ensure that banks
are examined regularly and thoroughly for both safety and sound-
ness in compliance with the law. But your agency doesn’t have a
safety and soundness aspect or mission to it, does it? Yours is a
consumer protection.
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So the reason why other—that banking regulators have inde-
pendent funding is because of the safety and soundness function.
And that is authority. And you don’t want the Members of Con-
gress or the political aspect to get involved affecting anything deal-
ing with safety and soundness of financial institutions as opposed
to what you are involved with what you just told us, which is con-
sumer protection.

You have a consumer protection function. Now, the other con-
sumer protection agencies on the Federal level, what do they have?
They have a funding mechanism that goes through the appropria-
tion process, unlike yours. Yours is a consumer protection agency.
Just like the other ones, you should go through the appropriations
process.

What also do they have? What is the other difference? If you
were like the other banking regulators that you suggest that you
are, then wouldn’t you have a board as a sort of check and balance
as opposed to just one lead authority, which is where you are? All
the other ones have boards in their framework. Yours does not.

So I don’t think your comparison to bank regulators or—is the
appropriate one and, therefore, the appropriation process should
be, as we said before, that we have a check and balance on what
comes out of the agency that you may be involved with.

Let me go to the question. And I appreciate the fact that you are
commended on giving yes or no answers. And so I have some easy
questions for yes and no answers. Talking about the legal settle-
ment and servicing issue that is out there right now in the news,
let me ask you this: Is there a difference, do you believe first of all
there is a fundamental issue between penalties for criminal
wrongdoings in a wrongly foreclosed on homeowners versus your
paperwork violations?

Is there a difference in how those should be treated?

Ms. WARREN. Congressman, there is an ongoing legal enforce-
ment action.

Mr. GARRETT. Right. And that is why I am asking.

Ms. WARREN. And it would not be appropriate for any member
of the government, me or anyone else, to comment on what is in-
volved in those negotiations. That would not be right.

Mr. GARRETT. Let me ask you this: Have you pushed for or advo-
cated a recommended dollar amount with regard to the other regu-
lators involved in this situation?

Ms. WARREN. Congressman, I know that given the level of prob-
lems that have been uncovered with mortgage servicing that the
acting Director of the Comptroller of the Currency has been here
in Congress to talk about—

Mr. GARRETT. Right. But what about—

Ms. WARREN. —violations of State laws and local laws that as—

Mr. GARRETT. But what about you? You are here today, so just
tell us what you are doing. Are you making recommendations to
the other regulators as far as the dollar amount of the penalties
involved in this case?

Ms. WARREN. As the government is trying to negotiate with those
servicers that the OCC found have violated the law—

Mr. GARRETT. Right. Okay.
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Ms. WARREN. —they have asked that no one speaks about the
content of those negotiations.

Mr. GARRETT. So you cannot tell what your—can you tell us what
your role is in this?

Ms. WARREN. I can certainly tell you what our role is.

Mr. GARRETT. Okay, good. Have you made recommendations to
them with regard to what the penalties should be? That would be
part of your role.

Ms. WARREN. What I can tell you about—

Mr. GARRETT. Is part of your role to make recommendations to
them with regard to penalties and the dollar amounts in these
cases?

Ms. WARREN. The Secretary of the Treasury has asked for the
consumer agencies to give advice. The Department of Justice has
asked us.

Mr. GARRETT. So the answer is—the answer is yes?

Ms. WARREN. Congressman, it is the case that the government
is trying to negotiate on behalf—

Mr. GARRETT. I understand that, but I am just trying to find out
what you are doing.

Ms. WARREN. —on behalf of the American people.

Mr. GARRETT. I understand that. What are you doing?

Ms. WARREN. And they have asked—

Chairwoman CAPITO. Will the gentleman yield?

Mr. GARRETT. I only have 30 seconds left.

Ms. WARREN. The Department of Justice has made it clear that
they don’t want people who are part of the government—

Mr. GARRETT. I understand that. Can you tell us, because they
have asked you to be involved in this—your answer to that—what
legal authority does a political appointee have in a situation like
this making recommendations with regard to either civil or crimi-
nal actions?

Ms. WARREN. Congressman, I think we need cops on the beat to
enforce the law.

Mr. GARRETT. Right, but we need to know what the law is. Can
you cite—

Ms. WARREN. We need—

Mr. GARRETT. Can you cite what the authority is to enforce that
law that you have?

Ms. WARREN. We need to enforce the law.

Mr. GARRETT. Can you tell me what that law is please?

Ms. WARREN. The Office of the Comptroller of the Currency has
been here to make it clear that the mortgage servicers—

Mr. GARRETT. I am not talking about the OCC. I am talking
about you, not the OCC. Can you cite what—

Ms. WARREN. —have violated the law.

Mr. GARRETT. Can you cite what the legal authority is for you
to do these actions?

Chairwoman CAPITO. The gentleman’s time has expired.

I want to, first of all, turn to Ranking Member Maloney for a
short statement.

Mrs. MALONEY. I just want to thank you for your remarkable
public service and for serving so well in two jobs now as a Special
Assistant to the President of the United States and as a Special
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Assistant to the Secretary of the Treasury. I truly do hope that he
appoints you to be the first permanent director of this body.

You have worked extremely hard, you are a champion really for
consumers, and you have been balanced and fair. I compliment you
on your work and on your testimony today and on the fine job that
you are doing. Thank you.

Chairwoman CAPITO. Thank you.

And I would like to thank you also, Professor Warren. I have an-
other—I was hoping we could get in the time allotted to another
question. But I would say the duplication and the financial edu-
cation across-the-board, the GAO study, there was a great concern
over the gap that is going to occur if this agency doesn’t have a
leader in July and regulations that are moving forward and what
is going to happen there. And there are a lot of players at the table
that are very concerned about that. So I appreciate your coming in
and testifying.

The Chair notes that some members may have additional ques-
tions for this witness which they may wish to submit in writing.
Without objection, the hearing record will remain open for 30 days
for members to submit written questions to this witness and to
place her responses in the record.

This hearing is adjourned.

[Whereupon, at 12:32 p.m., the hearing was adjourned.]
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Testimony of Elizabeth Warren
Special Advisor to the Secretary of the Treasury for the Consumer Financial Protection Bureau
Before the Subcommittee on Financial Institutions and Consumer Credit
Committee on Financial Services
United States House of Representatives
Wednesday, March 16, 2011

I. Introduction

Thank you Chairman Capito, Ranking Member Maloney, and members of the
Subcommittee for inviting me to testify about the work of the Consumer Financial Protection
Bureau (CFPB). This is my first opportunity to report to Congress formally about the significant
progress we have made in bringing to life the CFPB. While we have miles to go, the path ahead
is straight and clear.

Let me begin with a personal note. Were it not for the importance of oversight, I would
not be here today for more than one reason. Not only do those of us who are working to stand up
the CFPB believe in oversight — by the public as well as Congress — but my own public service
began almost two and a half years ago when Congress asked me to engage in direct oversight as
Chair of the Congressional Oversight Panel (COP). At the COP, we worked to produce detailed
monthly reports for you about the activities and policy' choices made by the Department of the
Treasury as it administered the Troubled Asset Relief Program. Ialso came to Capitol Hill on
many occasions to testify on behalf of the COP and to answer your questions and discuss other
lines of research to pursue on your behalf. From these experiences, I understand — and greatly
appreciate — the important role of oversight.

Since taking over the job of putting together the new bureau, T have had more than sixty
one-on-one conversations with Members of Congress, exploring a number of different questions

and suggestions in detail. | am pleased to have this chance to appear before you today to update
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you on our progress and to talk with you more in this forum. I also look forward to continuing
this conversation with you and your colleagues in Congress in the weeks and months ahead.

In June 2009, the House Financial Services Committee invited me to testify about the
CFPB for the first time. My testimony described in great detail the advantages of bringing
greater transparency and streamlined disclosure to the consumer financial markets. During the
question-and-answer segment of the hearing, members of the committee — many of you here
today, from both parties — praised transparency as a valuable goal and asked how a consumer
bureau could focus on that objective. Today, we are pleased to report that we firmly believe in
the importance of making prices clearer, making risks more obvious, and cutting back on the fine
print and legalese that can make it impossible for families to compare a mortgage or credit card
with two or three others. We are here to serve the American people by making sure the

consumer financial markets work for them.

1I. The CFPB’s Mission
A. Background

The Dodd-Frank Wall Street Reform and Consumer Protection Act, which established the
CFPB, defined the scope of the consumer bureau’s authority with respect to consumer financial
products and services. By law, the CFPB is obligated: 1) to ensure that consumers have timely
and understandable information to make responsible decisions about financial transactions; 2) to
protect consumers from unfair, deceptive, and abusive acts or practices, and from discrimination;
3) to reduce outdated, unnecessary, or overly burdensome regulations; 4) to promote fair
competition by enforcing the federal consumer financial laws consistently; and-5) to advance

markets for consumer financial products and services that operate transparently and efficiently to
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facilitate access and innovation. Building an agency that can accomplish all of these goals is a
substantial undertaking.

Many people — both opponents and supporters of the agency — assumed that the CFPB
would seek to accomplish these goals primarily by issuing waves of new regulations. While
there certainly is a place for rules aimed at specific abuses, we do not envision new rules as the
main focus of how the CFPB can best protect consumers. Indeed, the ideas put forth by the
Administration and the legislation adopted by Congress provided several different tools for
protecting consumers precisely so that the CFPB could use the best one for the job and not be
forced to rely solely on its authority to write new regulations.

My concern about a rule-based approach is straightforward. Putting down rules here and
there can be like putting down fence posts on the prairie: They can be too easy to run around.
And when the lawyers show everyone how to jog around the fence posts, the regulator responds
with more rules. Pretty soon, there are so many rules that it is hard to move. Newcomers are
scared off before they start. Small competitors ~ particularly, in this context, community banks
and credit unions — can’t afford to hire an army of lawyers, which puts them at a competitive

disadvantage. We can choose a better way.

B. Goals for the Bureau

The consumer bureau’s statutory obligations are grounded in the goal of making markets
for consumer financial products and services work in a fair, transparent, and competitive manner.
I am a genuine believer in markets and a genuine believer that the purpose of the CFPB’s work
should be to make markets work for buyers and sellers alike. That means creating a level

playing field where both parties to the transaction understand the terms of the deal, where the
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price and the risk of products are clear, and where direct comparisons can be made from one
product to another.

A level playing field encourages personal responsibility and smart decision-making.
When consumers are presented with a choice between two financial products, and they know the
true costs, the actual benefits, and the real risks of those products, they will be better able to
make decisions for themselves and their families. Americans aren’t looking for a free ride. They
expect to be held responsible for the purchases and other decisions they make. If they don’t keep
up with payments on their credit cards, car loans, and mortgages, they expect to face the
consequences.

But Americans are looking for an honest marketplace. They want to know the costs up-
front, so that they’re not blindsided by expensive hidden fees, interest rate changes, or payment
shocks. A properly functioning market relies on consumers getting the information necessary to
make the best decision for their families. Informed decision-making allows American
consumers to drive the market to advance products that meet genuine consumer preferences and
to reject products that do not.

Today, few of us seriously believe that we have the marketplace that American families
deserve — or one that always works effectively and efficiently for financial institutions large and
small. That does not mean there are not responsible financial institutions offering products and
services that provide real value to their customers. There most certainly are. But fine print can
obscure important information, and complex terms can confuse even the most diligent
consumers. The lender that wins a customer’s business in this market isn’t always the one that

offers the product that best matches the consumer’s needs and preferences.
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There was a time when lenders competed straight up by offering products and services
consumers could more easily understand and compare to one another. But in the years precéding
the financial crisis, competition among lenders tookk a turn for the worse. Instead of looking to
build financial products that are better and cheaper than competitors’ offerings, a number of
lenders sought to bury risks and to move the true costs to the back end of the transaction with
ballooning interest rates or payment obligations, unexpected fees, or hard-to-avoid penalties.
Some of these practices still exist in the markets today. In this marketplace, American families
can feel like they are rolling the dice every time they usé credit, and they are left to hope that
their credit product won’t put their economic security at risk. Unfortunately, millions of families
have now seen first-hand how a credit product can explode, taking their life savings, their cars,
or their homes, and leaving them in financial ruin.

If there is a lesson from the past five years, it’s this: We all lose when consumers cannot
readily determine whether they can afford to pay back their loans, and when lenders sell credit in
ways that make it hard to see the risks and costs—in other words, when the system is in some
ways fundamentally broken. Personal responsibility is critical, and we all know that plenty of
consumers have made purchases or taken on loans and risks that they knew they could not
afford. But the CFPB can have a critical role in advancing the interests of borrowers and lenders
who want to play by the rules by promoting transparency and stronger competition.

For too long, regulation has been described as undermining the free market. This is
wrong. The choice isn’t between regulation and the market or between consumers and lenders.
The choice is between a market in which costs are impossible for the average consumer to
calculate in advance and nasty surprises are hidden in the fine print, and a market in which prices

and risks are clear up front so that products are transparent and apples-to-apples comparisons are
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possible. Good regulation is not about impeding market forces; it is about channeling those
forces to make the market work better. Good regulation is not about retribution designed to
make an industry suffer; it is about rooting out deception and promoting transparency so that
honest competition actually works. Good regulation supports strong markets and makes strong
markets more likely to persist over time. This approach is based on faith in the good sense of
American consumers to make the decisions that are best for them—once they have the basic

information they need.

C. Implementing the CFPB’s Goals

A simple, straightforward, and consistent presentation of a credit agreement is the best
way to level the playing field between consumers and lenders — and among different types of
lenders — and foster honest competition. At the consumer bureau, we believe we must empower
consumers to make the choices that are best for themselves and their families while easing
unnecessary regulatory burdens for their lenders.

Consumers must be armed with the information they need to be able to assess the costs
and risks and compare products. Our goal is shorter, clearer disclosures and agreements for tbe
most common credit products that can be read in a few minutes by consumers, with high levels
of understanding. Each lender would set the terms of its deal, but certain basic information
including the interest rate, the penalty terms, and whether and how the rate or other terms might
change — would have to be presented in a plain and open manner so that consumers can figure
out the best overall terms for them. Pages of fine print and long passages of legalese may serve

some lenders, but they can make it impossible for the customer to know what’s really going on.
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This is wrong. Average consumers who take out credit should not have to struggle to understand
the basic agreement.

Clear and simple presentations of terms benefit not only customers, but also lenders who
want to compete fairly. In my meetings with bankers and other market participants over the past
six months, it has become clear that many in the industry are eager for transparency. Community
bankers have told me that they want potential customers to know how their prices stack up
against big banks and against lenders outside the banking system, such as payday lenders and
check cashers. CEOs of huge banks have told me they believe they can offer better service at
competitive prices — but they need for everyone in the market to make their prices clear so that
competition is straight up. It is also worth noting that investors have told me they want to be
assured that industry profits never again are based on crazy products that nobody can understand,
creating an asset bubble and contributing to the ensuing crash that wiped out trillions of dollars
in asset values.

We recognize that government regulation also has played a part in making credit products
more opaque. Mandated federal disclosures, sometimes written in obscure language, covering
all manner of subject matter, and reproduced in small type, too often have imposed significant
burdens on lenders while providing little benefit to consumers. It should be the job of the
consumer bureau to revise and update outdated regulations and useless disclosures as
aggressively as it monitors the fine print layered on by lenders. If everything is on the table,
including existing government regulations, the goals of transparency and consumer

understanding can become a reality.
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1II. The CFPB’s Priorities
A. Mortgages

For many Americans, a mortgage is the biggest financial commitment they will make in
their lives. This means the stakes are especially high when consumers cannot understand the
basic terms of their mortgages or comparison shop before they settle on a particular product.
Getting stuck with the wrong mortgage can cost a family tens of thousands of dollars over the
life of the loan. It can even cost them their home.

The past few years have demonstrated how problems in the mortgage market can pose a
systemic threat to our overall economy. If there had been basic rules of the road in place for
mortgages, consistently enforced at the federal level by an agency fully accountable for
protecting consumers, the current economic crisis would not have developed in the way it did.
The current economic crisis began one bad mortgage at a time. Mortgages that promised
investors huge profits for low risks were the raw material of the securities that contributed to the
near collapse of the worldwide economy. Irresponsible lending that encouraged people to buy
homes with no realistic hope of ever paying off their loans has now led millions of families into
foreclosure and bankruptcy. If there had been just a few basic rules and a cop on the beat to
enforce them, we could have avoided or minimized the greatest economic catastrophe since the
Great Depression. In the future, the new consumer bureau will be that cop.

Transparency in the mortgage market is critical. If a family can see the costs and risks up
front, that family is safer — and we’re all safer. Right now, much of the paperwork associated
with a mortgage is far too confusing and comes too late. It is the worst of all possible worlds:
The paperwork required by law is complicated and expensive for the lender to fill out, and there

are real regulatory compliance costs associated with every loan. But the papers come too late



56

and are too complicated to be helpful to consumers. By the time they see most of the papers,
they are at the closing table being told “sign here, sign here, sign here.” In other words, the
current regulations provide low value for the borrowers and high cost for the lenders.

We think we can do better. The consumer bureau is working to eliminate some of the
confusing and duplicative paperwork that consumers receive during the home loan process,
moving toward a much simpler, shorter document that clearly spells out the information that
consumers need when making the important decision to take out a mortgage. We want to hita
regulatory sweet spot — more value for the borrower and lower costs for the lender.

Of course, the CFPB’s job cannot end with mandating simpler disclosure. As in any
market, there are some “bad apples” that must be dealt with. Congress has given the consumer
bureau the tools — and the mandate — to do so. A family needs someone on their side if, for
example, a mortgage company tries to change terms at the closing. Karen from Pennsylvania
shared her story with us. When Karen refinanced her mortgage, the broker promised her a low
fixed rate loan but instead gave her two more expensive loans —a large adjustable-rate first-lien
loan and a second smaller loan — that increased the broker’s fees. Karen’s broker also altered her
asset and income information to make her eligible for a larger loan than she would have
otherwise qualified for. The broker scheduled a late-night closing, insisting that she sign a ream
of paper quickly, and Karen was not aware of these changes. The broker also withheld copies of
the appropriate documents at the time of closing, making it even harder for her to figure out what
had happened.

At the time of Karen’s closing, many of these practices were already illegal. But the
rules have not been adequately enforced. Recent revelations of mortgage servicers’ haphazard

and questionable practices have further demonstrated the need for a new cop on the beat.
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Currently, our team is working with federal and state regulators to lay the groundwork for
coordination in the regular examination of mortgage servicers. Notably, Congress authorized the
CFPB to be the first federal agency with the authority to monitor and regulate all major mortgage

servicers, including both bank and non-bank companies.

B. Credit Cards

Credit cards are the most commonly used form of consumer credit. Almost two out of
three families now have at least one credit card, and almost half of all families carry a balance.
Millions of borrowers use credit cards to pay for medical expenses, to cover educational costs, to
tide them over during a period of unemployment, to cover emergency expenses, or simply to
make it to the end of the month. No lending product is more deeply woven into the everyday life
of middle class America.

Changes that make the credit card market more transparent can echo throughout our
economy. If the costs and risks of credit card products are clearer, consumers will be able to
make straight-up comparisons among cards — and to make the best decisions for themselves and
their families. Some consumers may respond by deciding to purchase less, to use a different
card, or to pay with cash or another financial instrument. Others may pay down more of their
credit card debt. Of course, some may go the other way: With confidence that they can assess
the real cost of their credit cards going forward, some consumers may choose to borrow on their
card more frequently. In any case, clear information about prices and risks would make it easier
for consumers to sort through their options.

Making credit cards easier to understand and compare can also spur innovation. Instead
of producing ever-more-complicated cards with more hidden fees and surprises, card issuers

would have additional incentives to produce innovations that are attractive to customers.

10
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Competition would flourish, but in ways that consumers can see — better customer service or
lower or more predictable prices.

Last month, the consumer bureau held a conference on the first anniversary of when
many provisions of the Credit Card Accountability Responsibility and Disclosure Act — the
CARD Act — took effect. When the Act was signed into law in May 2009, it was clear that the
credit card market was in need of serious reform. Congress concluded that certain practices in
the credit card industry were neither fair nor transparent to consumers, and the CARD Act passed
with very strong bipartisan support in both the House and the Senate. The CFPB’s conference
brought together industry representatives, consumer groups, academics, government experts, and
others for a review of data on how the CARD Act, coupled with the recession and its aftermath,
have affected supply, demand, and pricing within the credit card marketplace. The CFPB
undertook a voluntary survey of the nine largest card issuers (representing 90 percent of the
market), and other studies also were conducted in connection with the conference. These studies
revealed that late fees, interest rate hikes, and over-limit fees had been significantly curtailed
since the CARD Act took effect. Significantly, the total amount consumers are paying for their
credit cards is no higher, on average, than it was one, two, or three years ago, but the pricing is
clearer and more up-front.

We believe the CARD Act has pushed in the right direction. It has brought about
significant reforms in both the pricing practices of card issuers and the information provided to
consumers. Even so, there are a lot of moving parts in a credit card price, and there is still room
for improvement in the transparency of this market. Despite the important progress made in
improving the Schumer box disclosure and monthly statement, it is still too difficult to pin down

the costs and risks of each individual credit card and to make direct apples-to-apples
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comparisons. Our next challenge will be to further clarify price and risk and make it easier for
consumers to make direct product comparisons. The CFPB is working hard on ideas about how
to improve this market without an overreliance on rules.

Addressing the mortgage and credit card markets is a good start for the new consumer
bureau, but the CFPB will also study other markets. It is important that the costs and risks
associated with other products — such as prepaid cards, payday loans, remittances, overdrafts,
and title loans — also be clear and up-front. Ultimately, the CFPB must be responsive to the
needs of American families, tracking market trends and identifying new credit products and
unexpected practices. Recent experience has taught us that American families need an agency
that is actively monitoring consumer financial markets to ensure that they are fair, transparent,

and competitive.

C. Financial Education

A well-functioning market depends on informed customers. We are confident in the
ability of Americans to select the products that are best for themselves and their families when
they have the right information, but we also know that they can benefit from resources that
provide the tools and know-how to look for the right terms and ask the right questions. The
consumer bureau can contribute to providing those resources.

The Dodd-Frank Act required the CFPB to establish an Office of Financial Education.
This office will be a 21st-century resource for consumers who are looking to better understand
how different products and services work, and we will provide access to tools and information
that can help consumers select the products that are best for them. Building an office that has a

real impact requires improving upon educational materials already available, developing new
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materials that are short, simple, and effective, and coordinating our efforts with others. It means
creating tools that are easy to use and that enable consumers to understand and assess the total
costs and potential risks of different products to make comparison shopping easy.

We are in ongoing discussions with the Financial Literacy and Education Commission,
which is chaired by the Secretary of Treasury and includes the heads of 20 other federal
agencies. We are also reaching out to state and local financial education officials to learn about
what is already being done in this area and how the CFPB can add value for consumers while
avoiding overlapping or redundant government efforts. Earlier this month, I spoke with Gene
Dodaro, the Comptroller General of the United States, about a Government Accountability
Office report that surveyed the financial education landscape in government and emphasized the
need for further interagency coordination. We are also meeting with leaders in the field of
financial education to talk about what works and to understand what gaps and duplicative efforts
exist and how the consumer bureau can fill those gaps and help coordinate those efforts.

The Office of Financial Education will also work to unleash the creativity of others who
can develop products and approaches to help Americans improve their financial decision-
making. We recognize that help for consumers may come from many different sources, and the
consumer bureau will work to provide resources that can assist innovators in developing and
disseminating effective new programs and strategies for things like planning and tracking
spending and evaluating financial products. We are in the early stages of developing these
efforts, but we recognized from the start that the consumer bureau does not have a monopoly on

good ideas for providing effective financial education.

D. Consumer Complaints



61

Later this year, the consumer burcau will also launch a consumer response center to
receive complaints and to help consumers find answers for questions about consumer financial
products and services. In the meantime, we have provided links to resources relating to
mortgages, credit cards, credit reports, bank accounts, and other financial products and services
on our website. We have also created a consumer question and complaint assistant on our
website to help consumers identify which agency is currently responsible for dealing with
problems they are concerned about.

Almost as soon as the CFPB began its implementation process, it began receiving
consumer complaints. While we are still developing the capacity to address complaints during
this stand up, we respond to complaints with the contact information for government agencies
that currently can help and have the infrastructure to address those complaints. Although we are
working off early and limited data, we have done some analysis of the complaints we’ve
received regarding consumer financial products and services. As of March 1, 2011, the CFPB
had received approximately 300 complaints. Most of the complaints we have received fall into
four categories. Mortgages and home loan complaints account for about one-half of the total.
Credit cards are the subject of about 20 percent of the total complaints. The other two large
sources of complaints are deposit products and other consumer loan products, which each
account for about five percent of the total. Together, these four categories comprise
approximately 80 percent of the complaints received. In addition, we have received a handful of
complaints pertaining to consumer credit reporting, debt collection, and other financial products
and services, including insurance and investment products that would likely fall outside our
jurisdiction. The Dodd-Frank Act requires the CFPB to coordinate with federal agencies on the

routing of complaints and on procedures for responding to consumer complaints. In time,
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complaint data will also be used to inform other functions of the CFPB, such as supervision and

enforcement.

E. Supervision, Enforcement, and Fair Lending

One of the consumer bureau’s chief responsibilities will be to supervise certain non-bank
financial companies that provide consumer financial products and services. These include
mortgage brokers, mortgage lenders, mortgage servicers, payday lenders, and private student
loan providers. This will be the first time that many of these non-bank financial services
companies will be subject to federal compliance examinations. We intend our examinations to
be conducted efficiently and in a fair and transparent manner. We will strive to enforce the
federal consumer financial laws appropriately while remaining cognizant of increasing
compliance costs and burdens for regulated entities. The CFPB also has been charged with
responsibility for examining depository institutions and credit unions with more than $10 billion
in total assets, and their affiliates, for compliance with the federal consumer financial laws. In
addition, the consumer bureau is responsible for assuring compliance with fair lending laws to
make certain that credit decisions are based on legitimate underwriting criteria and not based on
race or any other prohibited factor. Fair access to credit for all Americans is one of the key goals
of the CFPB.

The CFPB’s Large Bank and Non-Bank Supervision teams and our Office of Fair
Lending will work closely with our Enforcement division. To the extent practicable, the CFPB
will seek to resolve issues short of litigation, promoting compliance through open discussion,
clear regulation, consumer response follow-up, form simplification, and constructive

supervision. While enforcement is generally a last resort, it is an essential tool to make certain
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that there is a credible cop on the beat. The consumer bureau will work to set clear priorities and
processes for its enforcement efforts and coordinate closely with the Department of Justice, other
federal agencies, and state partners to achieve a balance of “cooperative federalism” that
maximizes joint effectiveness, increases efficiency, and reduces burdens on industry. This effort
is critical because consistent enforcement of clear rules benefits the entire economy.
Enforcement protects law-abiding businesses that play by the rules against unfair competition

from companies that seek advantage by breaking the law.

F. Information Technology

Building a government agency from scratch has given us the opportunity to re-think the
role that technology and data can play in a world where information travels in the blink of an
eye. We have the opportunity to build a consumer bureau that is responsive to the dynamics of
our time, using changes in technology to propel us. For example, technolbgy can be used to
solicit information from the American people far more efficiently than ever before, giving them
not one, but thousands of seats at the table as we set priorities or determine policies. The
consumer bureau can empower a well-informed population to help expose, early on, consumer
financial tricks. If rules are being broken, we don’t need to wait for an expert in Washington or
the next scheduled examination to recognize the problem. If we set it up right from the
beginning, the CFPB can collect and analyze data faster and get on top of problems almost as
they occur, not years later — long after the damage has spread and many more families have been
hurt.

Using state-of-the-art technology, the consumer bureau can solicit information from the

American people about the benefits and frustrations that they face with consumer financial
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products — and it can organize that information and put it to good use. Data from the public has
the potential to inform priorities and signal problems. As we investigate anecdotal evidence, we
can learn about good practices, bad practices, and downright unlawful practices. Then we can
report on the good, the bad, and the ugly — subject, of course, to confidentiality and privacy
concerns — to increase transparency and to push markets in the right direction. By remaining
current in the advances of technology, data analysis, and research, the consumer bureau will have
the capabilities needed to serve American families.

Just as important, in my opinion, is the need for data and data analytics to be a defining
focus of the agency. In my years teaching, writing, and researching, economic data and
statistical analysis were indispensible tools. The consumer bureau should not blindly follow the
conventional wisdom of the time, but must be a thinking, investigating, questioning agency — and
it’s my hope that if the agency is truly committed to examining data and making its decisions

based on data, it can avoid capture by ideology or intellectual fashion.

1V. Accountability and Transparency

The CFPB was designed to increase accountability by consolidating into a single agency
the core consumer financial protection functions that had existed across the federal government.
Under the old system, seven different federal agencies were responsible for consumer financial
protection. Those agencies had other responsibilities as well and consumer financial protection
was not anyone’s top priority. The tangle of seven agencies failed to create effective rules and
left gaping holes in oversight. There were also basic problems of accountability. Because it was
no one’s primary responsibility, it was more difficult to hold any single agency accountable. The

CFPB will be directly responsible to the public for performing those core functions.
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Accountability was a central policy rationale for the establishment of the CFPB, and it is

essential that the CFPB be accountable for its efforts moving forward.

A. Oversight of the CFPB

Oversight is a deeply important feature of our democracy that provides for checks and
balances and helps prevent overreach, violations of law, and misguided expenditure of public
funds. Oversight of the CFPB — during its stand-up and beyond — will build greater confidence
in the consumer bureau by both other governmental entities and the public. The CFPB has an
interest in participating meaningfully in the oversight process, and we intend to continue to be an
active partner in the important work of oversight.

As is true with respect to all other federal agencies, Congress has the last word on CFPB
rule-making. If Congress is unhappy with a rule, it can overturn that rule. In addition, the CFPB
is subject to judicial review to be certain that it operates only within the authority granted by
Congress and otherwise acts in accordance with law. If it fails to do so, the courts can overturn
its actions. In addition to these fundamental constraints, Congress took important further steps in
the Dodd-Frank Act to ensure meaningful oversight and accountability of the CFPB. In
particular, the Dodd-Frank Act specifically requires that:

e The CFPB submits annual financial reports to Congress;

* The CFPB reports to Congress twice each year to justify its budget from the previous
year;

e The Director of the CFPB testifies before and reports to Congress twice each year

regarding the CFPB’s activities;
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The GAO conducts an audit each year of the consumer bureau’s expenditures and
submits a repott to Congress; and
The CFPB submiits its financial operating plans and forecasts and quarterly financial

reports to the Office of Management and Budget.

Congress also took special steps to require the CFPB to carefully assess the impact of its actions

by way of various internal process requirements. For example, in prescribing a rule under the

federal consumer financial laws, the consumer bureau is specifically charged with:

Considering the potential costs and benefits both to consumers and to providers of
consumer financial products and services;
Considering the impact of proposed rules on community banks and smaller credit unions

and on consumers in rural areas; and
Consulting with other federal banking regulators and considering any written objections

raised during the consultation process.

In addition to the various process requirements that the CFPB must meet, which are far more

extensive than those that govern other banking regulators, the CFPB also faces several additional

forms of oversight:

L3

The agencies sitting on the Financial Stability Oversight Council (FSOC) can review
regulations issued by the CFPB and, in some cases, even reject the consumer bureau’s
regulations — which the FSOC lacks the authority to do over any other banking regulator;
and

The Inspectors General of the Treasury Department and the Federal Reserve Board have
been reviewing the CFPB’s activities and inform Congress and the public about the

consumer bureau’s programs and activities.
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In brief, there will be more oversight and accountability of the CFPB than of any other
federal banking regulator. Over time, | believe these limits will succeed in ensuring both

sunlight and accountability in the consumer bureau’s operations.

B. Budget

Under the Dodd-Frank Act, the CFPB is funded principally by transfers from the Board
of Governors of the Federal Reserve System up to a limit set forth in the statute. The CFPB can
request funds from the Federal Reserve that are reasonably necessary to carry out its consumer
financial protection functions, but the CFPB’s funding from the Federal Reserve is capped at a
pre-set percentage of the total 2009 operating expenses of the Federal Reserve, subject to an
annual adjustment. Specifically, the Dodd-Frank Act places a cap on this primary source of
funding for the CFPB by limiting transfers in FY2011 to 10 percent of these Federal Reserve
System expenses (or approximately $404 million), in FY2012 to 11 percent of these expenses (or
approximately $445 million), and in FY2013 to 12 percent of these expenses (or approximately
$485 million). The cap remains at 12 percent in FY 2014 and beyond but will be adjusted for
inflation.

The Dodd-Frank Act followed more than a century of precedent in providing the CFPB
with funding outside of the congressional appropriations process. Congress has consistently
provided for independent funding forkbank supervisors to allow for long-term planning and the
execution of complex initiatives and to ensure that banks are examined regularly and thoroughly
for both safety and soundness and compliance with the law.

The CFPB has been tasked with supervising more than twice the number of entities as all

other federal bank supervisors combined, including supervising the largest, most complex banks.
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Effective supervision that levels the playing field between bank and non-bank institutions will
require dedicated and predictable resources, and independent examiners. Moreover, consumer
compliance examinations for depository institutions with less than $10 billion in assets will
continue to be conducted by prudential regulators and thus funded independently. There is no
rationale for having the consumer compliance examinations of community banks funded
independently while subjecting the same examinations of their large bank and non-bank
competitors to the appropriations process. Such an approach is plainly inconsistent with the
level playing field promised by the Dodd-Frank Act.

Although Congress provided the CFPB with a source of funding outside the
appropriations process, the consumer bureau is nonetheless the only bank supervisor with a
statutory cap on its primary source of funding. If the statutory cap is too low, the CFPB is
required to seek an additional appropriation from Congress — unlike other banking regulators.

If the CFPB fully used the amount authorized for transfers from the Federal Reserve
System in FY2011, FY2012, or FY2013, this funding level would remain substantially below
that of the Office of the Comptroller of the Currency, the Federal Deposit Insurance Corporation,
the Securities and Exchange Commission, and the Federal Reserve System. Moreover, if the
CFPB fully used the amount authorized for transfers from the Federal Reserve System in those
years, it would take nearly 20 years of operation for it to spend as much money as it cost the
government to resolve IndyMac — a single institution that failed in the financial crisis of 2008.
To put it another way, if the CFPB fully used the amount authorized for transfers from the
Federal Reserve System, its expenses in FY2011 would be the equivalent of $1 for every open
mortgage in the country plus $.32 for every open credit card account. Wall Street bonuses in

2010 alone totaled $20.8 billion — more than 51 times the size of the CFPB’s budget cap.
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Through the first eight months of Dodd-Frank implementation, the CFPB requested three
funding transfers from the Federal Reserve for a total of approximately $60 million. Of that total
amount, approximately $13.1 million is allocated to personnel costs, approximately $15.4
million is allocated to technology and IT costs, approximately $10.1 million is allocated to
mission-specific support, and approximately $14.9 million is allocated to human capital support.
The remaining $7.0 million is allocated to general start-up costs, including organizational design
and planning.” Because these expenses capture the CFPB’s initial expenditure of funds, much of
this budget — approximately 32 percent — is devoted to one-time start-up expenses.

While it is challenging to estimate resource requirements in the first months of standing
up an agency, the Administration has worked hard to develop budgets necessary for the
consumer bureau to fulfill the responsibilities vested in it by Congress. The President’s Budget
for Fiscal Year 2012 includes budget and personnel estimates for the CFPB for FY2011 and
FY2012. Specifically, the budget estimates a $142.8 million operating budget for FY2011 and a
$329 million operating budget for FY2012 as the CFPB works to phase in functions and
infrastructure. These amounts are based on the approximate resources that will be necessary to
stand up and begin executing the consumer bureau’s key functions: consumer financial
education; consumer complaint intake; registration of non-banks; supervision, examination, and
enforcement efforts; analytical support, monitoring, and research; and industry guidance and

rule-making.

C. Organizational Chart and Hiring

! The figures above represent the CFPB’s notional allocation of available funds. The actual amount spent
by CFPB as of January 31 was approximately $24 million (including outstanding or open funding
obligations and funds that have already been spent).
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In December, the CFPB released a draft of its organizational chart to Members of
Congress and the media. In early February, the draft organizational chart became a feature on
the consumer bureau’s new website. The organizational chart is a work in progress, and the
CFPB implementation team will continue to refine it in the coming months. In designing the
consumer bureau’s structure, we have solicited input from a variety of people in the private
sector, government, and academia. We have also spoken’ about the organizational structure with
Members of Congress and a number of community groups.

The CFPB organizational chart is designed: 1) to engage the American public in
everything we do; 2) to enforce the federal consumer financial laws efficiently and effectively; 3)
to help create a level playing field for large banks, community banks and credit unions, and non-
depository financial companies; 4) to make the CFPB a data-driven agency by making research
and market analysis core to all of its work; 5) to advance financial education opportunities for all
Americans; 6) to continue an open and candid dialogue with Members of Congress; and 7) to
create accountability within the CFPB. A strong organization cannot be built on a weak
foundation, and we recognize how important it will be to get this right.

The CFPB implementation team consists of approximately 175 members. The CFPB’s
first senior leadership announcements highlighted a commitment to create clear, consistent rules
across the marketplace:

* Steve Antonakes, the former Commissioner of Banks in Massachusetts, serves as

Assistant Director for Large Bank Supervision for institutions such as banks and

thrifts; and
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e Peggy Twohig, a former financial services lawyer and a 17-year veteran of the
Federal Trade Commission, serves as Assistant Director for Non-Bank Supervision
for other financial services providers.

Top regulators from other state and federal government offices are joining the team as well.

» Leonard Chanin, currently Deputy Director of the Federal Reserve Board’s Division
of Consumer and Community Affairs, will head the rule-writing team; and

* Richard Cordray, the former attorney general of Ohio, serves as Assistant Director for
Enforcement.

The CFPB is also hiring leaders with deep experience in the private sector.

e Raj Date, who worked in and around consumer finance and banking for 15 years, will
serve as Associate Director of Research, Markets, and Regulations;

e Len Kennedy, former General Counsel of Sprint Nextel, has assumed that role at the
CFPB;

e David Silberman, Assistant Director for Card Markets, comes to us after having built
a credit card for the AFL-CIO and then becoming a well-respected banking
consultant;

e Corey Stone left his position as Chairman of the Board of a community bank and as
CEO of an alternative credit reporting business to serve as Assistant Director for
Credit Information Markets; and

o Elizabeth Vale, who started her professional career with a community bank and
eventually served as a managing director at Morgan Stanley, will serve as Assistant
Director for Community Banks and Credit Unions.

The CFPB has also brought on:
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David Forrest, who spent the last 16 years working at the Motley Fool — a multimedia
financial-services company that promotes investor education — as Assistant Director
of Consumer Engagement;

Zixta Martinez, an expert on housing policy, as Assistant Director of Community
Affairs to work with consumer, civil rights, and other organizations;

Patricia McCoy, a well-recognized scholar on the housing market, as Assistant
Director for Mortgage and Home Equity Markets;

Holly Petracus, a top financial educator for military families, to lead the consumer
bureau’s Office of Servicemember Affairs; and

Dennis Slagter, formerly Director of Human Resources at the Millennium Challenge

Corporation, as Assistant Director for Human Capital.

Other members of the team include people with a wide variety of backgrounds and

experiences. We are very pleased by the strength of the people who want to join the new

consumer bureau and the energy and enthusiasm they bring to the job every day.

D. The CFPB Headquarters

In the three months that followed the passage of the Dodd-Frank Act, the CFPB

implementation team was scattered across three locations: the Main Treasury Building, the

Treasury Annex, and Metropolitan Square office building. In mid-October of last year, the team

of about 40 moved to its current home at 1801 L Street, N.W. This move provided more room to

grow and gave us the opportunity for greater collaboration.

Sometime next year, the CFPB team will move across the street from the White House

complex to 1700 G Street, N.W. Our plan is to make that building the clearly identifiable home
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of the consumer bureau. We want the CFPB to have a very tangible presence for anyone who
visits Washington, and we want the building to have as much public space as possible. In
particular, we are working on plans to open up parts of the lobby and the adjacent patio for
displays, perhaps featuring consumer information and financial education materials and tools to
help consumers choose the mortgages, credit cards, and other financial products and services that

are right for them.

E. Public Disclosure of My Schedule

My schedule was first posted to the Department of the Treasury’s website on November
24, 2010, approximately two months after my appointment to my current role. Since then, we
have released my schedule every month, and we will continue to do so moving forward,
including on the new CFPB website. Openness builds trust, and we want to build a relationship
of trust between the American public and the consumer burcau. The schedule gives everyone an
opportunity to see who is meeting with me and to have a sense of what perspectives [ am
hearing. My hope is that by releasing my schedule, the public will see that the agency is
listening to many different points of view on how the consumer bureau should be shaped and

where its efforts should be focused.

F._Availability to Members of Congress

Since my appointment to my current role six months ago, I have made clear that [ am
available and willing to testify before Congress. My presence here today — and my eager
acceptance of your invitation — reflects my commitment to working closely with this Committee

and Congress in the weeks and months ahead. In standing up the consumer bureau, I also have
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been and remain available to Members of Congress in less formal settings. As of today, I have
had more than 60 one-on-one conversations with Members of Congress and have made nine
separate trips to Capitol Hill since September. I have met with Democrats, Republicans, and
Independents — including many who supported the creation of the CFPB and many who opposed
it. Each visit has taught me something valuable.

Making myself readily available to Members of Congresé serves several goals. First, |
want to listen. It is important that we learn from the elected representatives of the American
people, and particularly important that we understand their hopes and concerns about this new
consumer bureau. My hope is that, with your guidance, the consumer bureau can accomplish the
goals you have set for it. A second goal is to ensure that the Members of Congress are up to date
on the progress made in implementation. Briefing members on the direction in which we are
headed and the milestones along the way will, hopefully, make it easier for Congress to follow
the development of the agency. A third goal is to build a continuing and lasting relationship
between Congress and the CFPB. For the consumer bureau to succeed, it must engage in an
open and ongoing dialogue with Members of Congress, regardless of party affiliation. My
availability is an attempt to help lay the foundation for a relationship that will grow stronger over

time,

V. Public Engagement

We recognize the importance of communicating substantively and frequently with all
quarters that will be affected by the agency — from American families struggling to understand a
credit card charge to investors in banking stocks trying to evaluate whether industry profits are

built on suystainable models. My first role in public engagement is to listen. In order to
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appreciate the full implications of this new agency and how to build it to best serve our nation,
we are working to understand the hopes, fears, and concerns of individuals with many different
perspectives. We are also using what we learn to help build the most effective consumer bureau,
Stories from our travels to California, Illinois, New York, Ohio, Texas, and elsewhere have
helped us think about how to track consumer abuses more effectively, and suggestions from a
variety of different business leaders discussing organizational design have helped us shape our

internal structure.

A. Industry

We have met early and often with representatives of the financial industry. A regulator
can learn from open lines of communication with the industry it is regulating. It is important that
the consumer bureau not become an uninformed or ossified bureaucracy that suffocates the
industry it regulates. It is also important to identify and minimize unintended consequences of
regulatory and other initiatives. To support a transparent market operating under effective rules,
the CFPB must be driven by the facts. That means getting good data and learning from many
parties, including learning from lenders about their experiences.

Reflecting this commitment to industry engagement, we have been doing a lot of
listening. To date, I have met with dozens of CEOs and other executives of large financial
institutions, including multiple meetings in many cases. I have also met with a large number of
trade associations that represent the interests of the industry. The new consumer bureau has

hosted a number of multi-party meetings. In my first week on the job, the Treasury Department
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sponsored a symposium that brought together lenders and consumer advocates to discuss how to
simplify federal mortgage disclosures.”

Over the past few months, a great deal of my time has been spent with representatives of
small financial institutions, Community bankers from my home state of Oklahoma had a long
meeting with me my first day on the job. We talked about towns where they are from where
family of mine still lives, how three of us had gone to the same high school, and how much the
financial world had changed since we were kids. Listening to their stories and their concerns,
and discussing how these concerns hurt not only community banks but also American families,
we recognized the potential for community banks to be close partners with the consumer bureau.

Since then, we have continued to meet with groups of community bankers and credit
unions from all across the country — beyond Oklahoma, to Ohio, Texas, lllinois, New York,
California, Florida, and Maine. To date, I have spoken directly with the CEOs of community
banking organizations from more than 40 states. During all these meetings, I’ve listened more
than I've talked. I have learned that across the nation, small financial institutions are feeling
squeezed, caught between larger banks and non-bank lenders, both of whom have aggressively
pulled customers away from hometown banking. My trip in January to Maine, to participate in a
series of meetings with Senator Snowe, was particularly beneficial. Senator Snowe authored an
amendment in the Dodd-Frank Act that requires the CFPB to conduct small business impact

panels. She has been a key source of advice around this issue.

2 In a joint letter in November, the Mortgage Bankers Association, American Bankers Association, American
Financial Services Association, Community Mortgage Banking Project, Consumer Bankers Association, Consumer
Mortgage Coalition, Housing Policy Council, and Independent Community Bankers of America wrote to Secretary
Geithner, Secretary Donovan, and Chairman Bernanke urging them to work with the consumer bureau to develop a
comprehensive plan for mortgage disclosure reform. We share that desire for coordination, and we have worked
hard to collaborate with other regulators in pursuing streamlined disclosures.
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Community banks and credit unions have worked for decades to build a reputation for
honesty, transparency, and trust. As they have told me many times, a small-town banker can’t
afford to surprise a customer with a fee hidden in the fine print or trap a customer in a deceptive
mortgage. Many community bankers see their customers every day at the grocery store, at Little
League practice, and at school plays. They depend on long-term partnerships, and they build
their business models around clarity and fair pricing. But they face competition from lenders
who are willing to make quick profits by hiding the real costs and risks of what they sell. The
community banks lose customers who learn only months or years later that the alternative
products that seemed so enticing were in fact far more expensive. Practices that hurt our nation’s
families also hurt our community banks.

Community bankers and credit unions have also made it clear that they face a regulatory
crisis. When regulators issue new rules that are expensive to understand and costly to comply
with, small institutions are doubly disadvantaged. Unlike larger firms, they cannot afford to hire
an army of lawyers to navigate the complex rules. Nor can they add more lawyers to their own
staffs to assure technical compliance with the new rules — or to exploit slight ambiguities that
might be turned into loopholes in the regulatory structure. In making the terms of credit products
clearer and easier to understand, the new consumer bureau will also simplify compliance, easing
the regulatory burdens for these banks. If we can lower regulatory compliance costs and reduce
the competitive advantage of lenders with an army of lawyers over those with only part-time
legal help, then we can help community banks and credit unions stay in the business of consumer
lending. Over time, that creates more competition and lowers the costs of financial products for

consumers.
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The imgortance of small banks and credit unions cannot be overstated. They are
disproportionately the providers of credit to small businesses, and they are therefore part of the
chain toward higher employment and economic recovery. Community banks know their
customers and can offer the kind of custom-tailored products that meet those customers’ needs.
Some community banks make vital banking services available to underserved communities. The
consumer bureau is committed to a strong and diversified financial services community — one
that includes community banks and credit unions, along with other, larger institutions — because

that is the best way to serve the American consumer.

B. Consumer Advocates and Faith Leaders

It is critical for the consumer bureau to have open lines of communication with consumer
groups, civil rights groups, fabor unions, faith leaders and other non-profit organizations and
community leaders. That is why we have met many times with Americans for Financial Reform
in Washington and have visited with other groups during my travels. In Columbus, Ohio, we
met with consumer advocacy groups and housing and credit counselors to solicit boots-on-the-
ground feedback from organizations that work daily with middle-class consumers and low-
income Americans. We have also met with community leaders in San Antonio, Chicago, and
San Francisco. In addition, we have met both in person and by phone with religious leaders from
across the country. Families in distress often turn to their pastors, priests, and rabbis both for
solace and for counseling. People of faith are trying hard to offer guidance, and congregations
everywhere are trying to support their members.

Learning from community leaders is not new to me. For years, I have met frequently

with such groups, learing about the problems that consumers face in the marketplace and
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policies that can make a meaningful difference. They have been on the front lines, and the
stories they have told often have been harbingers of more system-wide problems to come. In
standing up the consumer bureau, we have continued to learn from those who work every day

with families in economic distress.

C. Military Families

Our military families deserve a consumer bureau that will fight for them.
Servicemembers and their families are too often targeted by unscrupulous lenders. The reasons
are not hard to see. The military teaches its members to honor commitments, even those that are
one-sided or unfair. Newly enlisted servicemembers often have their first steady paycheck and
their first chance to be lured into easy credit offers. Frequent moves mean that families can be
hit with unexpected expenses at the same time that a non-military spouse is forced to give up a
job to keep the family together. Dual military families sometimes face deployments to different
posts, putting substantial strain on a family’s budget. Incomes can fluctuate substantially when
families face an overseas deployment and then a redeployment back to the states. Many
experienced military families, struggling with daily expenses and one-time costs, find themselves
entangled with high-cost lenders.

In a letter dated last February, Undersecretary of Defense for Personnel and Readiness
Clifford L. Stanley wrote that finances are the second largest cause of increasing stress to
servicemembers and their families, ahead of deployments, heaith, life events, and war.
Undersecretary Stanley stressed the importance of this finding, writing that the “personal

financial readiness of our troops and families equates to mission readiness.”
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Earlier this year, Holly Petraeus, a veteran financial educator for military families and a
military daughter, wife, and mother herself, joined our team. She is hard at work leading the
CFPB’s Office of Servicemember Affairs. This office is establishing a partnership with the
Department of Defense and the Department of Justice and will focus on three key areas: Military
family financial readiness education, complaint and response monitoring, and coordination
among federal and state agencies of consumer protection measures for military families. In
'January, Holly and [ visited Joint Base San Antonio — where two of my brothers took basic
training — to speak with servicemembers and financial providers about the unique lending
circumstances and challenges that exist in military communities. In future trips, we will continue
to ask many questions, listen to our troops, and apply what we learn directly to our efforts. It is
an honor to have the opportunity to build a consumer bureau that will serve the families of those

who serve our country.

D. Attorneys General

State attorneys general work hard to enforce consumer protection laws, and they provide
a valuable perspective about what is happening on the ground and how enforcement can be
strengthened. The attorneys general serve as an early warning system, acting as first responders
to activities that harm American families. They are committed to protecting their citizens, and
that commitment directly engages them in consumer protection issues. As a result, they are also
natural partners for the consumer burcau.

Recently I visited a state attorneys general conference in Fort Lauderdale, Florida. 1
regularly speak with both Democratic and Republican attorneys general by telephone. With a

former Attorney General, Richard Cordray, leading our coordination effort as the head of our
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enforcement division, we will continue to work together with the attorneys general in enforcing

consumer protection laws.

VL Conclusion

Chairman Capito, Ranking Member Maloney, and members of the Subcommittee on
Financial Institutions and Consumer Credit, thank you again for inviting me to testify today
about the CFPB. The CFPB implementation team has been hard at work putting in place the
infrastructure necessary to make certain that the consumer bureau can meet the responsibilities
vested in it by Congress. We appreciate the opportunity to discus; our efforts and to update you

on our progress.
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On behalf of the National Association of Federal Credit Unions (NAFCU), the only trade
association exclusively representing the interests of our nation’s federal credit unions, I write
today to commend the subcommittee for holding an oversight hearing on the new Consumer
Financial Protection Bureau (CFPB).

Dear Chairman Capito and Ranking Member MMW L

As you know, the creation of the CFPB is potentially problematic for credit unions as it will have
rule-writing authority over credit unions of all size, and examination and enforcement authority
over credit unions exceeding $10 billion in assets. You may recall that during consideration of
the Dodd-Frank Wall Street Reform and Consumer Protection Act (PL 111-203), NAFCU
consistently opposed efforts to include credit unions, regardless of size, under this new
regulatory framework due to the costly new compliance burdens it could mean for them.

NAFCU has long recognized the need for additional consumer protection in the financial
services arena and understands the importance of regulating bad actors on Wall Street. We also
supported NCUA’s establishment of an office dedicated to consumer protection. Given that
credit unions were not the bad actors that helped lead to the financial crisis, it is very difficult to
understand why they were ultimately placed under the jurisdiction of the CFPB.

With new information about the focus of the CFPB surfacing, it appears that credit unions will
likely face a new set of regulatory hurdles regarding credit card portfolios, mortgage disclosure
procedures and many other areas. While the details remain to be seen, NAFCU cannot overstate
how costly new compliance burdens can be to credit unions and their members.

NAFCU was pleased to see that the Financial Stability Oversight Council (FSOC) was granted
some “veto” ability over some proposed CFPB rules if they are deemed to create safety and

E-mail: fbecker@nafcu.org o website: www.nafcu.org
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‘The Honorable Shelley Moore Capito
The Honorable Carolyn Maloney
March 15, 2011
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soundness concerns. We would encourage members of Congress to enhance the role of this
important council by lowering the threshold of votes needed to “veto” rules that go too far.

NAFCU would also like to draw the subcommittee’s attention to section 1100G of the Dodd-
Frank Act that says that the CFPB must evaluate, as part of its regulatory flexibility analysis, the
impact actions have on “small entities.” We believe credit unions meet the definition of a “small
organization” as defined in Title 5, Section 601 of the U.S. Code as “any not-for-profit enterprise
which is independently owned and operated and is not dominant in its field...” We urge
Congress to make sure that the CFPB abides by this Congressionally-mandated standard, and
does not try to narrow the definition of “small entity” in order to strengthen its authority over
credit unions.

Clearly Congressional oversight will be a key aspect of ensuring that the new CFPB is operating
within the letter of the law. NAFCU believes that one important step would be for the Bureau to
have a Senate confirmed director in place before taking any significant actions. As you know,
last week many questioned the merit of the proposed State Attorneys General draft settlement
with certain mortgage servicers, and the role of the CFPB played in these discussions. We are
concerned that this type of broad CFPB action could create new rules that would lead to
regulatory creep in which community based financial institutions could once again pay the price
for poor decisions made by others and Wall Street.

Again, NAFCU commends the committee for holding this important hearing and looks forward
to working with both Congress and the Consumer Financial Protection Bureau on regulatory
issues that will impact credit unions and their 92 million members. Should you or your staff have
any questions or require any additional information please do not hesitate to contact Brad Thaler,
NAFCU’s Vice President of Legislative Affairs, at 703-842-2204 or me.

Sincerely,

W

Fred R. Becker, Jr.
President/CEO

cc: Members of the Subcommittee on Financial Institutions and Consumer Credit
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Wednesday, Sept. 29, 2010 :

Thank you, Richard, for that kind introduction, and thank you, Steve and the members of the Financial
Services Roundtable, for inviting me to join you this evening.

When Steve generously invited me to speak, it didn’t take me fong to accept. But both of us, | think,
knew we were taking a gamble—Steve, bécause he didn't know what | would say and me, because |
didn't know what hat I'd be wearing when | gave this address, There were possibilities: | could have
given a technical analysis of the TARP program as the Chair of the Congressionaj Oversight Panelora
dusty lecture on the concept of anticipatory repudiation as a contract law professor.

The gamble | took in accepting this invitation turned out all right. I'm no longer the Chair of the
Congressional Oversight Panel nor am | teaching at Harvard Law School.

But Steve--he's stifl not so sure ahout the gamble he took. He still doesn't know what l‘mvgcing to say.

So here goes.

The past two years have been a time of rapid change. The financial crisis that nearly brought aur
economy to its knees has been averted. TARP and other government support played a significant role in
ending the panic and helping stabilize the markets. But there was little time to pause and absorb the
impact of this country’s close encounter with economic collapse. The economy took new turns, rescue
efforts quickly evolved, and new regulatory responses emerged.

Over the past year, the President fought for a reform bill that, among other things, created a new
agency to provide a voice in Washington for middle class families. in july, he signed that bill into law.
Less than two weeks ago, the President asked me to serve as his assistant and Secretary Geithner asked
me to serve as his Special Advisor for standing up the new agency.

My first public meeting after that appointment was with bankers—bankers from Okishoma, where |
grew up, where my grandmother drove a wagon in the land rush, and where | learned to sing Boomer
Sooner before | learned Old MacDonald. In the few days since the President’s announcement, i've
spoken with dozens of CEOs of financial institutions, trade associations, members of Congress, and

consumer groups.

{ve heard a great deal in these meetings about the significant time and resources that financial services
providers have spent implementing regulatory changes already, including substantial changes to credit
card practices, implementation of the new Good Faith Estimate forms, and upcoming changes on
mortgage broker compensation. I want to acknowledge your hard work in making these changes and
note that they are already making meaningful differences in the credit experiences of your customers.
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With only ten days on the job, it's too soon to make many promises. But, if only to set Steve's mind at
ease, I'm going to start with two. When you hear them, | hope you'll understand why 1 didn't hesitate to

be here tonight.
First, in the weeks and months ahead, I'm going to listen more than I'm going to talk, and I'm going to

keep my door open.

And, second, | am committed to helping build a consumer credit structure that works—works for
families, works for the financial services industry, and works for the American economy.

For 30 years, my research has focused on the difficulties facing the middle class—some of which are
related to consumer credit. For the last two years, my work has shifted to TARP, where | tried to help
provide strong, independent oversight on behalf of those same famnilies. m not going to change. 1 will
be a strong and independent advocate for hard-working, play-by-the-rules, middle class families. But
the best way, in my view, to strengthen those middle class families is to find solutions that are deep and
lasting, that strengthen the markets, and that will create a robust, competitive consumer credit industry

that works for families, not against them.

As we enter this new world, it's critically important to start by having a conversation — together — about
the principle of free and reliable markets and about the best approach to regulation.

I'd like to start that conversation by looking back 76 years to the launch of a new agency in another time
of economic turmoil. When President Roosevelt appointed Joseph P. Kennedy to the brand new
Securities and Exchange Commission, his selection of a businessman was seen as an outrage to
reformers. One New Deal liberal said the appointment was like “setting a wolf to guard a flock of

sheep.”

I dor’t need to telf you that my appointment didn’t cause outrage to reformers. But{want to share
with you a few words from Joe Kennedy's speech just after his appointment. He said:

Everybody says that what business needs is confidence. | agree. Confidence that if business does
the right thing it will be protected and given a chance to live, make profits and grow, helping
itself and helping the country...

We of the $.E.C. do not regard ourselves as coroners sitting on the corpse of financial
enterprise... We are not working on the theory that all the men and all the women connected
with finance, either as workers or investors, are to be regarded as guilty of some undefined
crime. On the contrary, we hold that business based on good will should be encouraged.

Joe Kennedy had it right. Good regulations can create an opportunity for good businesses to thrive.

Thanks to the new faw, for the first time ever, we will have a single federal agency charged with writing
the rules for all mortgages and all credit cards, regardless of whether they are issued by a federally
chartered bank, a state chartered credit union, or a group of unlicensed investors. Thanks to this new
faw, for the first time ever, both banks AND non-bank lenders will be subject to federal examination to
ensure that they are all playing by the same rules. Thanks to this new law, for the first time ever, critical
consumer financial protection activities performed by seven different agencies will be consolidated into

2
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one agency, closing gaps in oversight. Thanks to this new faw, for the first time ever, a new agency will
be born not simply to create new regulations but also to get rid of old regulations that are dated,

expensive or just plain don’t work.

Those innovations would be a headline in themselves—and they alone would provide significant
opportunities for you and significant relief for American families. But we can do more. Before this
agency decides to cut regulations in some areas and add in others, we have a chance to take a step back
to ask: What vision should drive this agency? What test should be used to determine when the agency
should act, when it should not, and which tools it should use when it does take action? What is the
central aim of financial services regulation?

Some of you may have noticed that | have not kept my opinions to myself about where | think the
financial industry has gone wrong. And | notice that some of you have not kept your opinions to
yourself about me. But there is something you may want to know: 1cometo Washington as a genuine
believer in markets and a genuine believer that the purpose of regulating the consumer credit market is
to make that market work for buyers and sellers alike: a level playing field where the best products at
the best prices win. When it works, the market is an ally to consumers. And, when it works, the market

rewards those lenders who offer the best value to their customers.

Good regulation is not about impeding market forces; it is about unleashing those forces to work better.
Good regulation is not about retribution designed to make an industry suffer; it is about rooting out
deception so that straight up competition actually works. Good regulation is about applying a range of
tools in order to help markets do what they do best. Good regulation supports strong markets, and,
because it supports strong markets, it is more likely to persist over time, more likely to avoid capture or
the conceit that the regulator has become omniscient.

Let me be clear. When | talk about functioning markets, I'm not using the word “market” as coded
language for a return to the Wild West where companies use deception to pick off every consumer they
can get in their sites. A free market is one where consumers have the ability to make wel-informed
choices, where the choices are visible and the terms are clear, and where there are cops on the beat to

make sure that everyone plays by the same rules.

American families aren’t looking for a free ride. They expect to be held responsible for the purchases
they make. If they don’t keep up with payments on their credit cards, car loans and mortgages, they
expect to face the consequences. They also expect to pay for the services they receive. They know that
businesses need to make a profit, and “free” usually means that the real costs will eventually show up

somewhere.

They aren’t look for a free ride, but they are looking for an honest marketplace. They want to know the
costs up front, before something gets added that they never knew was coming. They want a level
playing field, one where they can get the deal in full and up front.

But credit agreements have gotten long and complicated. In fact, there’s a new epithet: fine print. |
understand that some of you call it “mice type.” Where | come from, nobody calls fine print, hidden
fees and surprise penalties “negotiated contract terms” or “innovations.” On a polite day, my brothers in
Oklahoma call that kind of stuff “garbage.” They don’t care if it is there because regulators required it,
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because the companies’ lawyers were trying to ward off lawsuits, or because it was a good place to hide

another new fee.

They simply see a world in which the financial institutions they do business with are not on their side.
Every surprise hidden jn the fine print is a bad surprise. Instead of seeing banks as their friends—as | did
when | put my babysitting money in a savings account at Penn Square National 8ank so my brothers
didn’t borrow it out of my sock drawer—too many Americans see dealing with banks like handling

snakes—do it long enough and you'll get bit.

You can argue with my brothers—Lord knows | argue with my brothers—but, on the question of fine
print, they have it right. An AARP poll earlier this year showed that 96 percent of Americans over 50
surveyed want to put an end to the fine print in their credit agreements. Just in case you missed the
point, 91 percent felt strongly about that. 96 percent? These are your customers.

So how does a regulatory approach fit into this? Regulation can take two obvious forms: Regulators can
make more pronouncements from on high, identifying suspicious practices in the various markets and

banning them. Or regulators can layer on more disclosure requirements. But neither restores customer
trust. in one case, it becomes the job of the agency to highlight industry shortcomings and pile on more
and more “thou shalt not” rules, and, in the other case, consumers are hit with even more paperwork—

and a growing suspicion that the game is rigged against them.

Now look, sometimes it is necessary to prohibit unfair practices that have become so pervasive that
there is no meaningful choice in the market. And sometimes disclosures can help ensure that families
have the information they need to choose financial products that best meet their needs. Thisis
something that I, and many people in this room, have acknowledged in lots of places, including in

testimony before Congress.

But I'm here tonight to talk about an alternative recommended by the Financial Services Roundtable
three and a half years ago: a principles-based approach.

Instead of creating a regulatory thicket of “thou shalt nots,” and instead of using ever more complex
disclosures that drive up costs for lenders and provide little help for consumers, let’s measure our
success with simple questions. Your first principle is “Fair treatment for consumers.” V'l paraphrase
your explanation of how to tell if that principle has been met: Can customers understand the product,
figure out the costs and risks, and compare products in the marketplace? Regulators should be aiming

toward the goals you laid out.

Instead of layering on regulations that don't fully protect consumers, a better approach would focus on
how to give consumers the power to make the right choices for their families—and, at the same time, to
ease the regulatory burden for the lenders. Best of all, if we do this right, perhaps together we can
reassure families that the people in this room have met their own goal of fair treatment and that they

should be treated as trusted friends.
So let’s start with an example that hits hame for the vast majority of Americans: a credit card.

The principle is easy: Just as you said, customers should be able to understand the deal, assess the costs
and risks, and compare one card to another.
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What should we drive toward? Shart agreements that can be read in very little ime with very high
fevels of understanding. Certain basic information would have to be made available and each lander
would set the terms of its deal” the interest rate; tHe penalty tefms, the free gifts or rewards that come

with the card, and any other terms.

For consumers, this would mean products that are easy to understand and easy to compare. For
tenders, this means regulatory compliance costs could be reduced. Competition would flourish, butin
ways that consumers can see—better customer service, lower prices or cool new iPhone apps.

-Of course, lenders could continue to develop their credit agreements and work up new features, but the
concept would remain the same: a credit card agreement that can be read and understood in a short

time.

The early feedback I've received from credit card issuers suggests that industry is eager for simplification
too. Some bankers have told me that a simple contract is exactly what they want too. | believe there
are people in this room who are ready to run with this idea.

Atits core, this is a pretty simple idea that builds on the basic principles your industry laid down through
this group. So I'm here with all of you tonight because | want to be part of a discussion about how we
can make the idea of a short, easy-to-read agreement a reality.

It has been a long time since Cangress established an agency from scratch. To build the consumer
agency, we will be drawing on the proven experience and competence of the staff at many federal
agencies. But if al we do is bring together those staffs to continue writing “thou shait not” regulations
and layering on more disclosures, then we will have missed a real opportunity. And if all those resources
are used just to force an entire industry, begrudgingly or worse, to accept marginal changes in a few
forms, we will have missed a real opportunity. On the other hand, if we use this moment to rethink our
approach to regulating financial services, then we can seize the opportunity to do something

unexpected-—and exceptional.

It is now, right here at the beginning, that we have a remarkable chance to put aside misconceptions
and preconceptions—whether they are yours or mine. We have a chance to build something better, to
pour over the research and data together, and to identify problems and solutions, with or without

regulation.

The new agency’s voice will be independent and strong. 1 hope its goal will be to advance a robust
market for consumer credit, one that produces real competition that benefits millions of American
families by making it easy for them to know the terms of the deal with their lenders and to shop around
for the best products. In the long run, this will be good for families. And, fike Joe Kennedy said, it will be
good for the lenders who want to build thriving businesses serving their customers. And it will be good
for America, for my children and grandchildren and yours, creating more economic stability throughout

the system, from families to Wall Street—and back again.

That's what | want to see. I'm here tonight to ask if we can work together, and I'm here to ask you to
work with me,

Thank you.
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Question Submitted by Rep. Capito

Elizabeth Warren
Special Advisor to the Secretary of the Treasury for the Consumer Financial Protection Bureau
Hearing by House Financial Services Subcommittee on Financial Institutions and Consumer Credit
March 16, 2011

Ms. Warren, section 1071 of the Dodd-Frank Act imposes new data collection, reporting,
and retention requirements on financial institutions that receive credit applications from
small businesses and from women-owned and minority-owned businesses. Section 1071
authorizes the Bureau to issues rules and guidance to carry out these new requirements,
which is critically important since a number of practical implementation issues must be
addressed before financial institutions can be expected to comply with this comprehensive
mandate. However, section 1071 takes effect on the Designated Transfer Date, which will
almost certainly arrive before the Bureau will have had an opportunity to issue the
necessary compliance guidance to financial institutions. I am sure you share my concern
that the imposition of new duties on businesses should not occur before they possess the
information necessary to comply with them, particularly when failing to comply subjects
them to private rights of action. To avoid this harsh and unintended result, will you commit
to exercising on the Designated Transfer Date the authority that section 1071 provides to
the Bureau to exempt financial institutions from the 1071 requirements until the Bureau
issues final regulations to carry out this mandate?

Chairwoman Capito, yes, I share your concern on this matter. With my approval, the Bureau’s
General Counsel, Leonard J. Kennedy, released a letter on April 11, 2011, providing guidance on
section 1071. The letter explains our interpretation that financial institutions’ obligations under
section 1071 do not go into effect until the Bureau has issued necessary implementing
regulations. These regulations will address the practical implementation issues you reference in
your question and will provide the necessary guidance to ensure that data is collected in a
reliable, standardized fashion to accomplish Congress’s objectives. Our General Counsel’s fetter
is available on the Bureau’s website at www.consumerfinance.gov.
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Question Submitted by Rep. McHenry

Elizabeth Warren
Special Advisor to the Secretary of the Treasury for the Consumer Financial Protection Bureau
Hearing by House Financial Services Subcommittee on Financial Institutions and Consumer Credit
March 16, 2011

As you may know, the FTC promulgated a debt relief rule which bans all upfront fees from
being paid by a consumer until the debt relief service is fully performed, prohibits
misrepresentations and requires consumer disclosures. Due to the FTC Act’s limited
jurisdiction, the rule only applies to for-profit debt relief companies and not to nonprofits
providing the same service. Nonprofit providers make up approximately 85% of the debt
relief industry. The CFPB now has the authority to address this gap in the Rule’s
application since it has jurisdiction over all debt relief services rulemaking. As such, does
the CFPB have any plans in the near future to extend the debt relief rule to all consumers
regardless of whether they use a nonprofit or for-profit to oebtain their debt relief service?

The CFPB team’s primary focus has been building the agency’s infrastructure, hiring personnel,
and preparing to receive authorities transferred from other agencies on July 21, 2011. However,
the Bureau is aware of a number of policy issues raised in connection with debt settlement
industry practices and has begun initial fact-gathering. CFPB staff members have held informal
discussions with existing federal regulators and other stakeholders, including staff of the Federal
Trade Commission, regarding industry response to implementation of the FTC’s recent rules
under the Telemarketing and Consumer Fraud and Abuse Prevention Act.

Once it assumes its full authorities, the Bureau will have a number of tools with which to address
debt settlement industry practices. We are still in the process of determining whether regulatory,
supervisory, enforcement, or other initiatives may be most effective in addressing continuing
concerns. We welcome input on debt settlement issues as we move forward.
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Questions for the Record

Elizabeth Warren
Special Advisor to the Secretary of the Treasury for the Consumer Financial Protection Bureau
Hearing by House Financial Services Subcommittee on Financial Institutions and Consumer Credit
March 16, 2011

Questions by Rep. Meeks

1) How will the Bureau undertake the analyses required under the Dodd-Frank Act, such
as the impact that the rule or regulation will have on consumers and what legal
protections may already be in place for consumers, before the Bureau can promulgate
a rule or regulation and how much weight will be given to the fact that many products
and services that the Bureau could potentially regulate are already well-regulated by
the states?

Because the statute specifically requires that the Bureau consider costs and benefits to consumers
and financial services providers, the Bureau is building a strong capacity to undertake such
analysis. To ensure that all major Bureau decisions are informed by the best available evidence,
the Bureau is hiring highly qualified economists and financial analysts who are deeply familiar
with financial markets and identifying many sources of possible data. As part of our rulemaking,
the Bureau will engage in extensive consultations and analyses to better understand the potential
costs as well as benefits of a proposed course of action.

When the Bureau identifies a problem and evaluates the potential need for regulation, it will
consider available evidence regarding the extent to which existing federal and state law or
regulations are adequate to address the problem.

2) The Dodd-Frank act specifically directs the Bureau to promulgate rules for such
products as private student loans and payday loans. Have you or the Bureau staff
begun looking at what other financial products or services you may seek to regulate? If
50, what criteria have you used in making these determinations? If not, when do you
expect to begin making these determinations?

Under the Dodd-Frank Act, the CFPB is required to coordinate with the Department of
Education (DOE) and others in assembling a study on private student lending activity, and the
ombudsman at each agency is to coordinate complaints regarding student loans within their
respective jurisdictions. In addition, the Act vests the CFPB with supervisory authority over
certain providers of private student loans and payday loans. However, the Act does not mandate
that the Bureau promulgate specific rules regarding private student loans and payday loans.

The most time-sensitive rulemaking projects facing the consumer bureau are organizational and
procedural regulations needed by every federal agency, regulations mandated by the Dodd-Frank
Act, and rulemakings that transfer from other banking or regulatory agencies. These include, for



93

example, mortgage-related rules concerning consolidation of Truth in Lending Act and Real
Estate Settlement Procedures Act disclosures and implementation of Title XIV of the Dodd-
Frank Act.

Completing these rulemakings is a significant task. We are simultaneously building expertise
and resources to ensure we have a deep understanding of all of the relevant products and
markets, including markets for consumer credit such as private student loans and payday loans.

3) In response to a question regarding the single director versus a commission structure of
the Bureau, you stated that you believe that Congress “got it right the first time.” Please
explain why this structure is preferable to a commission or board?

In considering the Dodd-Frank legislation, Congress deliberated on this issue and ultimately
chose to give CFPB a single agency head. This structure is modeled on the OCC, which has a
single agency head -- the Comptroller. A single agency head is better able to react quickly to
new threats to consumers that develop in the marketplace. Compared to a multi-member body, a
single agency head is also more accountable for an agency’s regulatory actions.

Congress considered the option of a five-person commission structure but rejected it in favor of a
single Director. We believe the CFPB will function effectively under the structure established
by the Dodd-Frank Act.

4) The Financial Stability Oversight Council has the authority fo review and overturn a
Bureau rule or regulation if it finds that the rule or regulation poses a systemic risk to
the economy. Is there any procedural or legal check on the Bureau director’s authority
related to rules and regulations that do [not] meet the systemic risk threshold?

No banking regulator other than the Bureau can have its rules or regulations overturned by any
other group of regulators, regardless of their impact on American families or the American
economy. The fact that all the members of the Financial Stability Oversight Council (FSOC) can
be called on to review any regulations issued by the CFPB itself serves as an important check.
The FSOC can veto CFPB rules, or even any portion of a CFPB rule, on the grounds that they or
it would jeopardize the safety and soundness of the U.S. banking system or the stability of the
U.S. financial system. In addition, the Bureau is required to consult with the appropriate
prudential regulators and other Federal agencies both before proposing a rule and during the
comment process.

The Bureau’s rulemaking authority is subject to several additional constraints. Like other federal
agencies, the Bureau’s rulemaking is subject to the notice-and-comment procedures of the
Administrative Procedure Act and also subject to judicial review to ensure that the Bureau
operates within the authority granted to it by Congress. In addition, the Bureau’s regulations can
be overturned by Congress.
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The Bureau’s rulemaking authority is also subject to other constraints that do not apply to other
independent banking agencies. In addition to required consultations with other regulators and
facing the possibility of veto by the Financial Stability Oversight Council, the Bureau is required
to consider the costs and benefits of its proposed rules for financial services providers and to
consider the impact on smaller depository institutions and consumers in rural areas. Before
proposing certain rules, the Bureau must also convene special panels (“SBREFA™ panels) to
obtain feedback and expertise from representatives of small business that may be affected by the
proposal.

5) As I understand it, the Treasury Secretary is authorized to act on behalf of the Bureau
during this start-up period until a Director is confirmed or until we hit the designated
transfer date on July 21, 2011. What is your understanding of the Treasury Secretary’s
authority to promulgate or adopt rules after July 21st of this year in the absence of a
Senate-confirmed Director?

Under section 1066 of the Dodd-Frank Act, the Treasury Secretary is authorized to perform
certain functions of the Bureau until a Director is in place. After the designated transfer date, the
Secretary’s authority is expanded to encompass the authority to prescribe rules pursuant to the
consumer financial protection functions transferred from other agencies.

6) Iknow that you have entered into at least one memorandum of understanding with
state banking regulators. Please detail how this MOU will operate in practical terms
and whether you are pursuing similar agreements with other state regulators.

The Bureau has entered into a memorandum of understanding (MOU) for information sharing
with the Conference of State Bank Supervisors and, as of this date, 26 state banking or
nondepository financial services regulators in 21 states and Puerto Rico. Four other associations
of state financial regulators have also signed on to the MOU: the National Association of
Consumer Credit Administrators, American Association of Residential Mortgage Regulators,
Money Transmitter Regulators Association, and North American Collection Agency Regulatory
Association. The Bureau is encouraging additional states to sign this MOU.

The MOU establishes a legal framework to permit the states that have signed and the Bureau to
share confidential supervisory information, which may include nonpublic and personal
information. Such information must be treated in a confidential manner. The MOU also
establishes a framework for cooperation between the Bureau and the states relating to
supervision and enforcement. Although the MOU imposes no specific obligations on the parties
to share information or otherwise cooperate, they agree to work together to:

. Promote consistent standards for compliance examinations;
. Efficiently use resources of the Bureau and state regulators, including through the
development of a framework for coordinating supervisory activities;
. Promote efficient information sharing between the Bureau and state regulators;
. Effectively enforce federal consumer financial laws and state consumer protection

laws; and
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. Minimize the regulatory burden on providers of consumer financial products and
services operating in multiple states.

In practical terms, the MOU will set the ground rules if the Bureau and a state in fact agree to
share information. The Bureau anticipates working with states on an individual basis to meet the
requirements in Title X of the Dodd-Frank Act to minimize regulatory burden by utilizing, where
possible, state information and reports. For example, Section 1024(b)(3) of Title X provides
that, to minimize regulatory burden, the Bureau shall coordinate its supervisory activities
regarding non-depository institutions with the states and the prudential regulators. Section
1024(b)(4) similarly provides that the Bureau shall, to the fullest extent possible, use reports
pertaining to applicable persons that have been provided or required to have been provided to a
federal or state agency.

7) The Bureau’s website encourages consumers to share their complaints. You have
stated publicly that the Bureau intends to maintain a database of all these complaints
and use them to, among other things, compile statistical analyses. Please provide the
committee with the number and nature of complaints that have been filed thus far by
category, such as mortgages, credit cards, consumer loans, etc.

Later this year, the Bureau will launch its consumer response function. Consumer response will
intake, handle, and respond to consumer complaints and help consumers find answers to
inquiries about consumer financial products and services. In the meantime, we provide links to
online resources relating to mortgages, credit cards, credit reports, bank accounts, and other
financial products and services on our website. We also feature a consumer question and
complaint assistant on our website to help consumers identify which agency is currently
responsible for dealing with their problems.

CFPB began receiving consumer complaints from the onset of the implementation process.
When individual complaints are received, we respond to consumers with contact information for
the appropriate government agencies that have the capacity and infrastructure to address the
complaints.

As of April 1, 2011, the CFPB had received 412 written consumer complaints. The top five
categories of complaints -- mortgage/home loan (204), consumer credit (98), other product or
issue (36), deposit (24), and debt collection (15) -- represent 92% of total complaints received.
The following table details the number and nature of complaints the Bureau has received thus
far, by category.

Product Categories No.
Mortgage/Home Loan 204
Consumer Credit (includes credit cards) 98
Other Product or Issue 36
Deposit 24
Debt Collection 15
Consumer Credit Reporting 12
Insurance

Iavestment Product 6
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Financial Advisory Service 4
Payment Instrument or Service 3
Leasing 1

Please note that the statistics provided from the CFPB Consumer Response database is not
statistically representative of the experience of all consumers of financial products and services.
This table only represents the views of the individuals who choose to visit our website or send
correspondence through the mail.

8) Have you or Burean staff drawn any conclusions, preliminary or otherwise, regarding
the nature of complaints filed to date?

The Bureau has not yet launched its consumer response function. Consequently, the Bureau is
deferring any substantive analysis and conclusions for the time being.
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Questions Submitted by Rep. Westmoreland

Elizabeth Warren
Special Advisor to the Secretary of the Treasury for the Consumer Financial Protection Bureau
Hearing by House Financial Services Subcommittee on Financial Institutions and Consumer Credit
March 16, 2011

1) Ms. Warren, the President has made a point about getting rid of regulations that are
“not worth the cost” or are “just plain dumb.” Many of us share his view that getting
rid of these kinds of regulations can help create jobs. I am particularly concerned that
an interpretive rule issued by the Department of Housing and Urban Development in
June 2010 is already adding to the devastating impact being felt by small businesses
that provide support for home warranty companies across the country.

e Does CFPB support this HUD interpretation?

e Once the RESPA statute is formally transferred to CFPB from HUD, will CFPB
keep these regulations, including regarding home warranties? Or will they be
redone?

* Will you please submit for the record a list of rules, regulations and interpretive
guidance issued in the last year that the CFPB will not keep once statutes are
transferred under Dodd-Frank?

¢ [If there is no confirmed director, will CFPB be able to take over these statutes,
including RESPA and issue rules and regulations? If there is no confirmed director,
will CFPB enforce rules and regulations?

¢ Will you commit to working with the home warranty industry to find a solution to
the HUD guidance?

The CFPB team has not yet had an opportunity to perform a detailed analysis of the home
warranty interpretation. We would be happy at the appropriate time to work with your staff, the
home warranty industry, and other interested persons to educate ourselves about this interpretive
guidance and any issues it may present. The CFPB team is focused primarily on building its
infrastructure, hiring personnel, and otherwise preparing to take on the responsibilities it will
assume later this year, and it has not determined what transferred rules it will seek to revise or
remove. As a general matter, rules issued by other agencies under the enumerated consumer
laws will remain in place after the transfer date.

Under section 1066 of the Dodd-Frank Act, the Treasury Secretary is authorized to perform
certain functions of the Burcau until a Director is in place. After the designated transfer date,
the Secretary’s authority would encompass the authority to prescribe rules pursuant to the
consumer financial protection functions transferred from other agencies. These transferred
authorities include HUD’s rulemaking powers under RESPA. Any CFPB rulemaking in this area
would of course have to conform to applicable requirements in the Administrative Procedure Act
and the Dodd-Frank Act.
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2) In July the CFPB will be assuming HUD’s responsibilities under the S.A.F.E.
Mortgage Licensing Act, which requires licensing for loan originators. I understand
that the all-in cost of licensing in some states, including testing and fees, can be quite
expensive, ranging up to $1,500 to $3,500 per originator. States have amended their
laws to require loan originator licensing in compliance with S.A.F.E. and some are now
considering a de minimis exception for individuals who originate 5 or fewer closed
mortgage loans for a single federally chartered depository institution in a calendar
year.

In a letter to HUD dated July 22, 2010, Chairman Bachus and Ranking Member
Frank, the authors of the S.A.F.E. Act, have indicated their view that a de minimis
standard adopted by a state would be consistent with the S.A.F.E. Act.

. Will CFPB adopt this intent of Congress and allow states to issue such a de
minimis exemption for originators of 5 or fewer mortgages?

The CFPB team has not conducted a full legal and policy analysis of this issue but will do so at
the appropriate time pending conclusion of HUD’s rulemaking process.

3.) Inyour testimony you state, “The lender that wins a customer’s business in this
market isn’t always the one that offers the product that best matches the consumer’s
needs and preferences.”

‘s 'Who determines the consumer’s needs and preferences? The consumer? The
lender? Or is it the government?

¢ Does the relationship between customer and business matter in your calculation
of a consumer’s “needs and preferences”?

Consumers determine their own needs and preferences. In order to fulfill their preferences and
needs, however, consumers need accurate and usable information on the benefits, costs, and risks
of different types of loans. A customer needs to know the full price of a particular loan, to assess
the risks of such a product, and to make comparisons among products. The CFPB’s primary
mission is to ensure consumers have this basic information. During the housing bubble, we saw
rapid growth in nontraditional home mortgage products with complex terms and hidden risks that
many borrowers did not understand. Federal mortgage disclosures may have made that problem
worse by providing people needless detail while obscuring major risks, lengthening contracts and
making them even more complex. Right now, the Bureau is working to address that problem by
consolidating and simplifying two different federal mortgage disclosure forms — one under the
Truth in Lending Act and the other under the Real Estate Settlement Procedures Act — so that
consumers can see a loan’s key terms, price, and risks on one short, easy-to-read disclosure. The
consolidation of these forms will also reduce unwarranted regulatory burdens for lenders.

4) In response to Mr. Miller (NC) during the hearing you stated that you had never heard
of a consumer pick{ing] a subprime loan over a prime loan. But, do you concede that
there are some situations where a consumer might pick a higher priced product or
service because they believe it fits their need the best? Please provide an example of
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when you believe a person might choose a product or service that could cost them
more now, but save them time and money later.

* Do you consider interest only and adjustable rate mortgages to be subprime? Do
you believe a consumer could choose an adjustable rate mortgage or interest only
mortgage over a fixed rate mortgage because the consumer determines it is best
for them?

¢ Do you believe if a consumer chooses an adjustable rate mortgage or interest only
mortgage over a fixed rate mortgage they are not acting in their best interest?

¢ Should the government be second guessing these decisions by a consumer?

s Do you believe a consumer should have to justify their mortgage choice to the
government?

A consumer who wants level monthly payments over the life of the loan might pick a fixed-rate
mortgage that was more expensive over an adjustable-rate loan with a lower initial interest rate.
Conversely, sometimes an adjustable-rate mortgage may fit a borrower’s situation better than a
fixed-rate loan. One example is where the borrower is planning to move in two or three years.
The primary mission of the CFPB is to ensure that consumers have the information they need to
evaluate different loans and other consumer financial products and services.

5) Earlier this year, President Obama directed all agencies to look into the regulatory
structure and identify areas to reduce regulatory burdens. What regulations has the
CFPB identified as duplicative? Please provide a list for the record? How rules and
regulations are a direct result of the Dodd-Frank Act?

President Obama’s Executive Order 13563 does not apply to independent agencies, but the
Dodd-Frank Act specifically authorizes the Bureau to exercise its powers on an ongoing basis for
the purpose of “ensuring that ... outdated, unnecessary, or unduly burdensome regulations are
regularly identified and addressed in order to reduce unwarranted regulatory burdens.” The
statute further requires the Bureau to evaluate the benefits and costs of its rulemaking proposals
and to conduct special outreach concerning certain rules to evaluate potential impacts on small
businesses.

We are focusing our initial efforts on merging disclosures concerning mortgage loans that are
required under the Truth in Lending Act and Real Estate Settlement Procedures Act. As
Congress recognized in directing the Bureau to propose consolidated forms by July 21, 2012, the
current forms overlap significantly, creating potential confusion for consumers and additional
implementation burden for lenders.

As we move forward, we will be sensitive to the need to harmonize and streamline regulations
that the Bureau will inherit from existing federal regulators to reduce unwarranted regulatory
burdens.

6) Does the CFPB support the Treasury’s white paper on GSE reform? Which option
does CFPB endorse?
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Section 1074 of the Dodd-Frank Act did not assign the CFPB a role with respect to Treasury’s
study. While GSE reform is an important issue, the CFPB team has been focused on building the
agency and on preparing to receive authorities transferred from other agencies on July 21, 2011.



