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<<ESTHER GEORGE>>

>> My name is Esther George and I'm president of the Kansas City fed. It's my pleasure
to host today's forum where we are going to highlight issues of regulation and how it is
affecting smaller community rural banking concerns in this country. | want to thank you for
participating today. These are issues you live with that we live with every day. This is a forum
to bring them front and center. As the name of the law connotes, that brings us all together.
These are issues that affect economic growth. Ultimately at the end of the day, in the role of
banking to meet the needs of consumers, to meet the needs of small businesses, the impact is
on how our economy -- how our economy grows and thrives.

I'm going to turn the program over to the panel behind me to make their own

introductions. Thank you for being here.



<<THOMAS CURRY>>

>>Thank you everyone here today. | want to note that a few of my colleagues here are
coming home. As you probably know, this isn't the first session we've held under the economic
growth and regulatory paperwork reduction act, or as we call it -- this one stands out because
its focus on issues facing banks and their customers in rural America. While economic
conditions and the health of the banking industry have improved since the crises, rural banks
face a number of challenges. Some of you do business in towns with aging populations and you
make it yourself struggling to attract new customers. The cost of keeping up with changes in
technology and attracting and maintaining staff that needed to provide new services falls
harder on a rural institutions that don't have access to the larger labor pools available in some
urban areas.

If you're an agricultural Bank, then you and your customers are facing some serious
challenges this year commodity prices are down, the cost of feed, fuel etc. have also dropped.
Your borrowers almost certainly face the prospect of a reduced net income. At the same time,
some of your competitors have pricing advantages that make it more difficult for you to
compete with them. Of course, it's not an easy time for community banks generally. In most
respects, the problems of rural banks are the problems of banks everywhere. The accumulation
of laws and regulations aimed at solving real problems, they face very real burdens on the
industry. Particularly upon you in the community bank sector. That's why this process is so
important. As bank regulators, we cannot do anything about commodity prices or the changing
demographics in your communities but we can and should do everything possible to make sure
you don't have to cope with unnecessary regulations.

The operative word in that statement is unnecessary. All regulations carry at least some
burden. The expectation is they will provide benefits that outweigh the burdens. What worries
me is the way the regulatory rule book builds up over time and can be quite onerous for small
banks. We at the OCC are taking this process very seriously. I'm interested in hearing from the

panel as well as members of the audience. | believe we will consider all the comments received

Page 2 of 96



today. As this process evolves over time, | can assure you the OCC and my colleagues will not
wait until it's over to make changes, when a solid case has been made for reform. If a
regulation is unduly burdensome, we've authority to make changes and we will act. Many
regulatory requirements are rooted in laws passed by Congress and changes may require
legislative action. In those cases, we work with Congress to remove unnecessary burdens. The
OCC has already done so with three specific proposals. First, we think a greater number of
healthy well-managed community institutions ought to qualify the 18 month examination
cycle. Raising the threshold from its current $500 billion level would not only reduce the exam
burden on many community banks but also allow the federal banking agencies to focus our
supervising resources on those banks that would send capital, managerial or other issues of
significant supervisory concern.

Another idea we think is ripe for congressional action is a committee exemption from
the Volcker rule. We do not believe it's necessary to include smaller institutions under the
Volcker rule to realize congressional intent. We recommend exempting the more than 6000
banks with less than $10 billion in assets from its requirements. >> As an added protection we
also suggested regulators apply the rule to a mutual under covered activities -- if it makes
sense to do so.

This approach was also included in the bill approved by the Senate Banking Committee
MPEG. We developed a proposal to provide savings associations with greater flexibility to
expand their business model without changing their corporate governance structure. It's
important that federal savings Association like other businesses have the flexibility to adapt to
changing economic and business environments in order to meet the needs of their community.
They shouldn't have to bear the expense of changing charters in order to do so. | think these
legislative proposals are meaningful steps which can help a number of smaller institutions. We
shouldn't stop there. We should be looking at every approach that might help community

banks thrive in the modern financial world. Thank you for your attention.
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<<THOMAS HOENIG>>

>>Thank you all for joining us. This process is designed to identify unnecessary or
outdated regulations. It deals we share today are particularly timely as lawmakers in
Washington debate various approaches to relief and various approaches to determine what
types of banks are eligible for relief.

| think it fair to say there's broad agreements that the regulatory burden should be
eased for community banks. Was proving more difficult, is finding agreement on what exactly
defines a traditional bank and what specific regulatory changes would give such banks
meaningful relief without compromising bank soundness and regulatory consumer protections.

As some of you know, | spent my career in the weeds, the book of my career right here
in Kansas City supervising banks of all sizes throughout this region. My experience tells me is
consistent with what | hear from many community bankers. They judge the regulations and
supervisory requirements should not be the same as those applied to complex institutions that
do both trading and traditional commercial banking. To be blunt, that is not the message we
hear in Washington from lobbyists represent banks with a variety of business models or
consultants. Providing meaningful regulatory relief for banks engaged in banking by
maintaining safe and sound financial systems requires focusing the discussion more on bank
activity and complexity and less on size.

With that in mind, | have recommended elsewhere and will outline again here for you
what we established in terms of an objective set of criteria for eligibility for relief. That
emphasizes the core commercial banking model and reports a strong equity capital.

Under the plan, a bank would be eligible for regulatory relief if it holds no trading assets
or liabilities, holds no derivative positions other than interest rate and foreign exchange
derivatives, the total notional value of all exposures including clear and nonclear derivatives
less than $3 billion and maintains a ratio of principle equity to generally accepted accountable
assets of at least 10%.

Defining eligibility for regulatory relief around these specific criteria rather than asset

size effects of the long-standing business models of traditional commercial banks Because
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these criteria are objective, they can be enforced with less imposition on the banks using off-
site monitoring and within the regular exam process. More than 90% of the approximately
6400 commercial banks meet the first three criteria. Two thirds of them meet the fourth
criteria regarding capital go. The remaining one third of these banks are within two percentage
points of the capital climate and could be afforded relief as they achieve this objective over
perhaps a 24 month period.

It is worth noting that among banks that would qualify are 18 regional banks, with
assets exceeding $100 billion. Many other regional banks could choose to follow suit.
Importantly, size does not limit eligibility using this metric. And asked -- activities that are
associated with commercial bank insurance companies or commercial investment firms. The
effect is to keep non-bank activities outside the insured bank where they are directly
subsidized by the taxpayer and create a stable economic distortions. This issue contributed
significantly to recent financial crisis.

With this framework, we can outline meaningful regulatory relief for those more
traditional banks that is consistent with safety and sounds. And would benefit not only these
banks but the American public. They include exempting more traditional banks from all Basel lll
capital standards and associated risk assets calculations. In addition to drastically simplifying
the calculation of capital, such an exemption would address other specific issues related to
Basel lll for community banks including mortgage servicing rights, banks registered as
S-corporations, very high volatility CRE. Exempting these banks from entire schedules on the
Call Report things will be accomplished.

Allowing for greater examiner discussion for all possible or parent fair lending violations
to justice. Establishing further criteria would exempt eligible banks from appraisal
requirements could be published. Exempting banks from stress testing would be an
accomplishment. We judged appropriate -- alone for 18 month examination cycle as opposed
to the current 12 month of traditional banks. Mortgages made by traditional banks that remain
of the bank's portfolio be a qualified mortgage loan for purposes. Updating existing guidance

to clarify the Volcker rule compliance requirements can be met by simply having clear policies
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and procedures in place appropriate controls on the activities and which are required and
currently verified by examiners regardless of Volcker rule. This would not extend reforms
judgment necessary for the most complex of banks that have used the federal safety net to
expand into areas that are beyond traditional banking. As recently experience at a debilitating
cost to the public.

US banks engage in poor banking activities should not incur the same regulatory burden
as those who do not. Nor should traditional banks be held hostage to the debate that apply to
firms that choose to engage in a much broader set of investment banking and commercial
activities. These banks provide credit and small businesses and consumers across the country
without the burden some constraints of restricted regulations.

Thank you very much.

<<MICHAEL GIBSON>>

>>0n behalf of the Federal Reserve for, | want to thank everyone for attending the
meetings being held as part of a review process. | want to thank President Esther George for
hosting today's meeting. As you know, the federal banking agencies are required to conduct a
joint review of our rules and regulations every 10 years. Review provides us with an
opportunity to step back and consider whether our regulatory actions have resulted in
unnecessary burden on institutions and whether our regulations are reflective of current --
industry practices. Our ultimate goal is to identify the outdated, unnecessary or unduly
burdensome regulations and based on this information take the necessary regulatory action.

At today's outreach meeting, we're focusing on discussing the regulatory burden
imposed on a smaller depository institutions and those that serve rural communities. |
appreciate the challenges faced by rural bankers and | acknowledge the receipt a number of
comments from community and rural banks that many of the recent regulations intended to
address the risk of the largest financial institutions, have trickled down as perceived
requirements for community banks. While this is not our intent, the agencies recognize the

community bank business activities do not post the risks that the regulations implemented
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pursuant were intended to address. | look forward to hearing your views on issues that have
been raised at the previous outreach meetings, some of those include capital relation,
reporting requirements, appraisal rules, examination frequency. As well as on matters of
concern for rural bankers. Each of the agencies will be using the information gathered at this
outreach meeting and the other outreach meetings to support our rulemaking process so we
can strike the correct regulatory balance.

I'd like to encourage everyone to speak frankly and be as specific as possible as we
review our regulations we find specific examples to be the most useful to understand the
industry's activities and the risks as well as the costs and burdens of regulatory compliance.
The agencies are committed to ensuring the review is a productive exercise that will yield
reduction while still protecting the safety and soundness of insured depository fusions and
protecting the deposit insurance fund.

Thank you again for coming.

<<JUDY STORK>>

>>Good morning everybody. Welcome to Kansas City. My name is Judy Stork and the
deputy bank commissioner for the state of Kansas. | realize we are in Missouri. If you lean to
the left and squint your eyes, you might see Kansas from here. | am pleased to be here today
with these individuals that | have known for many years and have worked with over that time.
My fellow state regulators and | are part of this review process. We are part of the state liaison
committee. We very much appreciate your attendance and your participation in the process.

As others have stated, EGRPRA requires regulations prescribed be reviewed at least
once every 10 years. This outreach meeting and the review process are key to informing the
regulators and members of Congress as to areas where improvement to the regulatory
framework can be made.

This is the second time such a review has occurred. I've heard directly from bankers that
there's a healthy dose of skepticism about this process and whether the comments made

would be given thoughtful consideration. | think these are concerns of the result of the same
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review that occurred 10 years ago where there was a lot of efforts but | don't think there were
many results. I'm optimistic this time around will be better because I'm an optimist.

| would just say that while the review is mandated by statute, it is not mandated that
the outreach meetings occur. | think the fact that you have the senior staff of these federal --
federal regulatory bodies here they are committed to hearing your concerns, eliminate
regulations where appropriate and reduce regulatory burden. From the standpoint of the state
regulators, we have changes we support in order to reduce regulatory stressors for banks. A
couple of these examples | will mention. First, we certainly think definition of what constitutes
a community bank needs to be clarified. Taking into consideration where an institution
operates, where they derive their funding, and whether the lending is based on relationships
and detailed knowledge of the community.

Regulations need to differ between the largest and most complex natural institutions
and community banks that have a very different business model. State regulators are
supported of moving the threshold for 18 month exam cycles on the 500 million threshold to
750 or 1 billion. This allows the regulators to focus their resources on higher risk institutions.
As mentioned, the House financial services committee voted last week, 58 to 0 to amend that
proposal to raise the limit to $1 billion. I’d Like to conclude these remarks by thanking my
federal counterparts as well as Debbie for holding this meeting here today. And to all of you for
taking the time to be here. | look forward to hearing your comments today. The one
suggestion, | would suggest you be as specific in your remarks and suggestions as you can be.

Whether it's to this group today or comments or letters to members of Congress. It
would be worth your time to comment on specific regulations, specific processes or specific
statutes that you believe are keeping you from properly serving your communities. | would

suggest the details be much more influential than generalities. Thank you.

<<DEBBIE HARTMAN>>
>> Good morning, my name is Debbie Hartman. | am the acting Commissioner for

Missouri Department of finance. For those not Missouri, welcome. | don't want to be
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redundant with my comments, | know we went to keep on schedule today. | think the main
thing | would like to stress to everyone here knows this outreach meeting and the larger
EGRPRA review process are the key to letting the regulators now those areas where
improvement to the regulatory work can be made. Input from you today is essential and your
comments are welcome. Is a lot of concern today among the regulators and the industry that
the recent regulatory reform efforts have put too much burden on committee banks.

You heard Judy say we need to get the definition on the books. There's a great deal of
discussion about rightsizing of community bank regulation which includes changing the
frequency of the examination cycle. Also allowing a higher exemption threshold for Volcker
rule. And granting a safe harbor for those banks that hold mortgages in the portfolio.

We have a lot of important topics. A lot of topics we know are of a concern to you and a
concern to us that we hope everyone will provide good open dialogue on today. We welcome
your input. This is my first opportunity to attend the EGRPRA event. | want to say thank you

very much to my fellow counterparts for having me on the agenda. | will turn this over to Art.

<<ART LINDO>>

>>Thanks, Debbie. We are ready to get started. Today we are going to have four panels.
They will give us views on some various things that we've been talking about thus far. Our first
panel will be in capital related issues, consumer protection, directors office and regulations. |
will call that panel up to the program, if you would. In the meantime, while they're coming up |
went to go over a couple minor ports. We'd like to hear your comments. There is a microphone
that is presented here in the room for anyone to give a comment. We are going to go through
the panels and then welcome your comments at the end of each one of the panels. We have
time at the end of the day for the general comments. Please keep your comments on track in
terms of the topic that's been discussed. If you can, make your comments as concise as
possible. With that said, | think our panel is assembled. | am going to turn it over to Maryann to

get us started.
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<<MARYANN HUNTER>>

>>Thank you very much and | will add my welcome to the very fine welcome that we
have on the principles of the agencies. We are ready to start our first panel. | will mention that
our purpose is to talk about capital related views, CRA, consumer protection, and regulations
related to directors, officers and employees. | will mention that the CFPB, the consumer
financial protection Bureau is not part of the official EGRPRA process. Do not be overly
concerned about whether or not it's a regulation of falls under your agency or under the
Bureau. | know all of the agencies are committed getting to comments to the Bureau. That is
the most appropriate place to hear the concerns. We went to have a lively discussion about
these topics. We'll get started. I'll just briefly make some introductions. Believe that
biographies are also in the materials.

Just to introduce our panel, first we have Mark Schifferdecker. Mark is the CEO of that
national Bank in Girard Kansas. The bank has 11 branches. Mark is also a third generation
Community Bank. | think on our panel we have long tenure in banking with family ties as well. |
would only mention that Mark and has also served on the federal home loan bank board of
Topeka since 2011 and has a CPA, as well as illustrious background. Also joining us on the panel
is David Steffensmeier. He is the owner of the First Community Bank in Beemer, Nebraska. That
bank has $140 million in assets. It is a state chartered bank. That is also a member of the
Federal Reserve. David's banking career began in the 1970s. | would say that you have a lot of
experience working in banking in rural communities. Bill Vaughan is the president and
chairman of the bank of Omaha, Omaha, Missouri. It is $134 million bank. It is state chartered
ride that FDIC. He has a long tenure in banking starting his career in the early 70s. In a bio
information it says he said sure -- fourth-generation to serve as president of the bank. It is a
family enterprise. Welcome. Finally on our panel, we will hear from Leonard Wolf. He is the
president and chairman of the United bank and Trust in Marysville, Kansas. It is a state
chartered bank that is also a member of the federal reserve. The bank is a 600 million
agricultural Bank with nine different branches in the Northeast Kansas communities. Leonard is

the past president of the Kansas bankers Association and very active in that American Bankers
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Association. Welcome to all of you and I'm eager to hear the comments that you have to offer.
The way we are going to do this is we are roughly going to try for 10 minutes each. Then at the
end of the panel’s comments we should have some time for others to make comments on

these regulations or other matters as well. Mark, | will turn it over to you.

<<MARK SCHIFFERDECKER>>

>>Thank you Maryann. Thank you very much for the opportunity to share with you
today and particularly the opportunity for rural banks. Didn't want to make David and Bill feel
that but | was six years old in 1960s. | guess | am a young guy. Today our panel -- we try to tag
the visit a little bit so we’re not redundant. I'm going to talk about capital and the reinvestment
act and then make some closing comments. If it pertains to capital, have two basic areas to talk
about. The first more general topic, and | appreciate the comment that | heard this morning, is
with regards to Basel Ill. | would submit to you as a community banker, a family-owned banker,
the [ Indiscernible ] rules do not make a lot of sense for our bank into really go through the
exercise. We have a two-year -- tier 1 leverage ratio of about 11%. We don't have our balance
sheet activities. We don't have a sophisticated complex business model. We go through the
calculation and tell us what we already know. We have the capital. While | was preparing for
this comment, | went back to the person who prepares our Call Report. | noticed a booklet
laying on her desk. It was the advisory rules for part two of the RCR. It was item 6 of the RCL. |
noticed it was 89 pages long. Just to fill out RCR and the RCL was 89 pages. | think that
overbought -- overall pages was of the Call Report is 800 pages. It is much too difficult for a
banker of my nature. | would really encourage , and | agree with the comments that were
made, we really need to look at these if there is a way to designate a traditional thinking
organization as with vice president Hoenig’s proposal. It needs to have real regulatory relief.
The second capital related item that I'd like to talk about today relates to the federal home
loan bank. The MPF program | think most of you are familiar with that. It was a successful
program for our bank. We invested [ Indiscernible ] in loans over the last 13 years. It has

worked out well for our bank. It is a secondary market program. It has skin in the game through
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a credit in substantially. It is a very good program. | would submit to you in our 11 rural
communities, so all of those mortgages are two small communities. It is a very important
program. That credit enhancement on the call report is considered a synthetic securitization,
which | would say that is not a good characterization of the risk profile of that product. Our
credit enhancement is grossed up up to 12.5times. For instance, in my bank, It takes my risk-
based capital from 16% down to 14.5%. It is 150 basis point on a risk-based capital. Of course,
it is still adequate. That is a pretty severe haircut. Our bank has an experience of a one basis
point loss over the last 13 years this program. That's one of the most significant recessions
we've ever had. In addition to that, our auditors requires us to keep it in allowance on our
balance sheet. We keep a 1.5 basis point reserve, if you will. We already have an allowance and
it is 150% of our average loss. Then we get 150 basis point haircut on top of that. | would
encourage the FDIC regulators to take a look at the capital treatment come a to simplify it. It is
not a synthetic securitization. Look at that product. Maybe it would be more appropriate to be
more of a 50% risk weighted category and fall into a 20% outstanding commitment. Something
like that would be very much appreciated. The other item | want to talk about is community
reinvestment. In our bank, as -- Maryann said, over the weekend | added up the population.
The cumulative population of the living communities we serve is 26,500 people that is the
cumulative population. The do the math, our average community that we serve is about 2400
people. | would submit to you, and | know many of you are from small communities. You would
of the every activity runs to the community bank. Every Little League team, every fair premium,
whatever it might be, our bank donates around to it or $250,000 a year in donations. All of
those go back into the community. Would encourage as we look at the CRA rules that size
alone does not really get a good picture. | really think that the demographics of a community
bank -- I'm a $600 million community Bank so | am a small bank. Really, | am 11 small banks
that are about S50 million a piece. That is the demographics of my bank. When you look at CRA
activities | would submit that most of those activities are written from an urban perspective
not a rural bank perspective. Any relief that can be given in that area and that $350 million

threshold for a small bank, size alone doesn't give a proper perspective. | really encourage the
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regulators to take a look at some definitions. Look at the activities. Look at some of the things
around CRA. No banker discussion would be complete without talking about bank secrecy act. |
won't go into that because | know there are other panels that will. While | have the
microphone, | do want to make the comment that our bank -- you know, | am all for looking for
money laundering and tax evasion and other crimes like that. | think that is very important. The
cost to our community banks is ridiculous. | can certainly estimate that at our bank we spent
$250,000 a year at on BSA. We have special software, all of the attention, and again | am all for
anti-money laundering detection and enforcement in all of that. | think, as the other panels will
discuss, if we can look at the thresholds for CTRs, SARs, or the customer due diligence that are
required for community banks, | think there are some serious things that can help us as
community banks. I'm sure | have used up my 10 minutes. | will close with a comment. There
was a good article in the Wall Street Journal on Friday called the demise of the small American
bank by Stephen Moore. It is a good article. It really talks about what we are talking about
today. The small American bank is having trouble surviving. The article talks about comparing
the US regulations with regulation in the UK. | was really surprised that that regulation in the
UK is much less onerous in the US in talking about what it is like having a bank in the UK. There
are not many that there is a third-generation Community Bank family, | am very concerned
about the viability of my Community Bank in my next generation. It is not because we don't
have customers, we don't have a good business model, we don't have efficiency. It is because
the regulation is making it so expensive. | appreciate the process today. | think you for what
you are doing and | would hope that we take a very serious look at some of these positions.

Thank you for your time.

<<MARYANN HUNTER>>
>>Thank you, Mark. You are well within your 10 minutes. You are good. David, would

you like to take over?
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<<DAVID STEFFENSMEIER>>

>>Thank you, Maryann. First of all, | want to thank the regulators for the opportunity to
express my concerns and opinions today regarding current thinking of regulations. As Maryann
explains, First Community Bank is a $135 million bank as of the last call report. It is family
owned and predominantly agriculture. We have three locations all in town. We have less than
750 people. The bank was originally chartered in 1899 as a state bank and converted to a
national Bank in 1903. More recently in 2010 became a state bank. We have 21 staff in our
locations. We have four in one location, five in another. One staff member is completely a
compliance officer. She is also a daughter. It is family.

Our current loan to deposit ratio is 93%. At times we will exceed 100%. 54% of our loans
are in crop production and livestock operations. Mainly cattle, corn, and soybeans. The county
probably has in excess of our 150,000 head of cattle on feed anyone time. We also 25% of our
loans are agricultural real estate. That makes us about 80% agricultural. 16% are either
guaranteed by FDA are [ Indiscernible ]. 1% of our loans are average family loans. The average
size is less than $33,000. Then we have another 2% of our loans are consumer loans. | will
explain that later. My best estimation of compliance costs for our institution is approximately
$150,000. It is very burdensome to our profitability. | also believe that this burden has a direct
effect on the sale of small family-owned bank to larger institutions and continues to trend with
a decrease in the number of bank charters in the United States. | believe that this consolidation
removes from the local communities financial support that that bank will make in the form of
donations, primarily cash to churches, schools, town celebrations, county fairs, sports team,
and the list can go on and on. As Mark said, they donate a lot. We made a specific line item on
our financial report as to what we call community support. So far this year, we spent $43,000
in last year we spent $64,000. I'm sure there are other things in there that are not included
such as volunteering. A lot of our bank staff becomes leadership for different events. In fact,
the town just had it celebration which we have annually. Another daughter of mine that works
in the bank as a teller also was a leadership and at that. If you consolidate all of these banks,

you will lose all of this stiff in small towns. Mark also talked on capital related rules. Basel Il
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confuses me to no end. Don't see how it applies to a small simple agricultural Bank that is well
capitalized.

| saw in a another presentation that the tangible capital seemed to make a lot of sense
for a long time. The second RCR report is completely out of line. There are 46 pages in of the
software program that we use to define RCR. This is on top of 46 pages in the manual that the
vice president went through the report to show him how to do the RCR. With another 252
pages in the workbook as to how to complete the call report. | used to do the call report up
into a year and half ago. | have had a lot of experience in that. RCR seems to be over overkill
for defining capital to consumer bank. | still remember when | call report was four pages long.
It was typed. It had five sheet of carbon paper. | think that that section of our RC-R should be
simplified in some degree. | went through our call report which is 93 pages long. Of those 93
pages, 37 pages either were not applicable or had zeros in the answers.

CRA is another thing that involves quite a bit of additional time and staff for us to
assemble the data. We currently have 76 of our 6% of our loans by number of loans in our CRA
area from 81% by volume. At one time we had a conflict between CRA BSA in servicing our
location adjacent to two Native American reservations. The branch that is close to that
reservation will go through $300,000 worth of cash monthly. It is from cash, Social Security Tax,
supply businesses with the funds they would use to cash payroll checks. This becomes a
reporting nightmare. It used to be the all of these people were receiving a check for Social
Security and whatever is important. Today they have to get a direct deposit. In our institution
at the branch, the majority of them open a simple savings account. There are no fees for that.
The money will come in whatever time of the month they get it and it will be there that
morning to get the cash. They will leave $10 balance in the account so that it stays open. This
BSA regulation has forced this customer to have to use banking in a more traditional sense that
they really don't trust. | will be perfectly honest with that. We will provide that service for
them because we believe that is a necessary service that this bank should do for that location.
Maybe they will decide to do some other business with us. Regulation —12CR 1003 is a

proposal that becomes effective January 1, 2016. That increases the field reporting a 27 new
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fields. This change will also include agricultural real estate which happens to have a dwelling on
the land. This could be a small acreage of 5 acres or can be sections of land that have more
than one house on it. In ag landing week try to obtain a deed of trust on property as additional
collateral. The reason we do that is because crops will disappear, livestock will disappear, and if
those of us that have any memory, we remember George Young. A lot of livestock disappear.
This is an additional burden on my staff. The time we do in operating loan on an annual cycle,
we have to check flood insurance on the real estate. We have to make certain disclosures
because we have that deed of trust on the real estate. Now we are going to be required to
report that in one of those 27 fields, which my staff tells me will be a pain. They are already
overworked on reporting and now we will have another one. It is my opinion the agricultural
loans should be exempt from that, especially if you are taking the real estate as an abundance
of caution and not as the primary collateral on the loan.

On consumer protection privacy notices, as we all know, a come in the mail and very
few of us ever read them. We just throw them away. | think | got three of them from three
different credit card companies last week. As | mentioned briefly, we have a small amount of
one from three different credit card companies last week. As | mentioned briefly, we have a
small amount of 1 to 4 family loans, 38 to be exact. When the new regulations were published,
| called my stuff together and ask them if we should continue to make home loans out of our
area. It is lucky if we do six home loans per year that we retain on our books. That is out of
each location. That is six in total. If we have a loan that qualifies for the secondary market, we
will take the application and forward it to a correspondent bank. They will do all of the
processing. They will remit the forms to us and receive a fee for doing that that. The vast
majority of the loans that we have on our books is a square peg trying to fit into a round hole.
Most of the time these applications are longtime customers who have decided to quick ranting
and by a small home. Again if you're buying a home in a small town than -- most of the loans
going to be below the threshold. We also are going to have them issues with medical and
satellite collections and other items. When we try to do these lands, they will become what is

called a high-cost loan classification. Once we get into that category, this triggers a whole new
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set of requirements. One of which that my staff laughs at. This applicant is required to take
counseling. The closest place to take counseling from Beamer is 38 miles. Why would he want
to finish the loan application after that month? If he has to travel 38 miles. All he has to do is
tighten his budget a little bit and he will be fine. Most of the time these are good customers
that are going to be a high-cost loan because of appraisals, fees, and other items that go into
this. | can tell you that we will start long and hard to make this loan but not have it be a family
loan. We will find additional other collateral, we will go with a guarantor, a family member,
whatever we can find. A lot of time we will make -- use a vehicle title. It is not a large dollar
amount.

I'm going to give you an example of a young man, third-generation coming back from
trade school. He is going to work for his grandfather and father. He wanted to own his own
home. He did not want to live with his parents. Again, there is hardly anything to rent. The loan
size would be less than $40,000. By the time we have an appraisal, which will cost five hundred
dollars, title search are flood insurance, origination fee, if you can squeeze one in there, it
becomes a high-cost loan. This man does not need counseling. He went to trade school on his
own. He worked during the day and on the weekends and paid for his school. He saved money
for the down payment on his house. It is going to be a high-cost loan so why would he need
counseling? He already knows how to handle his money. We did make the loan and his parents
cosigned for him. We went around the rules just to avoid that. | don't think we should have to
do that. Appraisals in our area are another issue. We have a limited number of qualified
appraisers. In fact, on our qualified appraisers list we are lucky to have three. These three
know that they are the only ones available and they set their fees accordingly. So we have
problems with their fee amount but we have to use them. Directors of officers, currently all of
our directors our family except for two. We encourage our family members not to use our bank
as the bank for borrowing. We have them set up all of their borrowing arrangements with the
correspondent bank so we don’t conflict with the rules and regulations. Mortgage size --
limited for $100,000 -- it needs to be changed. It needs to be based upon some kind of inflation

factor a national average of those houses sold on a regional basis.
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Our current regulator which is a federal reserve Bank of Kansas City would like us to add
a few outside directors. | told them it would be easier to pull teeth without a pain pill. None of
my good customers that we would like to have on our board are willing to serve on the board
and accept that position. It is not enough to compensate a director for the potential liability
that he would have for serving on the board. We are going to try and advisory board of these
four people that we would like to have that maybe we can learn something from them as to
what they would do that -- desire for services. | think there needs to be a way to have an
outside director as long as they do not hold a significant position of equity in the bank. In
closing, | would like to take this opportunity to thank you for letting me voice my concerns and
opinions. | also want to say thank you to all of the examiner's that | have worked with over the
last 40 years. They have always been professional and helpful. Actually, we look forward to the
18 month cycle of examinations so they can come in and tell us what we are doing right and
wrong. | think it is a cooperative effort to make sure that we are on the same page.

| must confess that there is only one time that | walked out on an exam in meeting. My
early years on a loan review, an examiner got under my skin and | thought | should walk around
the bank before | blew my top. | learned a lot over the years. Everybody is trying to accomplish

their job. Thank you very much.

<<MARYANN HUNTER>>

Thank you for those comments. Now we will move to Bill Vaughn.

<<BILL VAUGHAN>>

>>Thank you for the opportunity to participate in this today. —The Bank of Urbana has
four locations. Its main location is in Urbana a town of less than 400. Our largest market is a
ton of 3500. Today, | would like to get down to where community bankers spend most of their
time. Had a few topics | would like to briefly comment on. The first, being the HMDA law.
Currently there are 25 data points to enter on the log. Our bank made 159 reportable loans in

2014. Which means, 159x25 is 3975 bank loans. With the new proposed additions to the law,
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the amount of data points will approximately double. When we add the new requirements to
our data points, we doubled to 50 per loan. So, our 159 loans and our reportable datapoints
increased to 7950. >> There was a proposal to expand the types of loans which will be
reportable. Our bank we estimate an increase of approximately 35% in reportable loans and as
a result, these data points will increase to 10,750. We are expected and required to input these
data points with no tolerance for error. We internally scrub, review all loans posted, we review
all loans to be sure all reportable loans are included.

Now we're dealing with 159 loans times 50 data points, plus about 35% estimated
increase in reportable loans times to the number of times we handled the data and we find
we're dealing with almost 21,000 21,500 data points. Then we're finished with all that, we
retain an outside vendor to also come scrub. This puts a financial and time burden on the bank.

Next, | would like to make three observations about appraisals. There is a limited
number of qualified appraisers in rural areas with local market knowledge. Right now on our
list, we have two. In our experience, we have sustained more losses since the change in
appraisal rules. As you remember, I've been in the bank a little while. When we use non-
licensed, non-lender internal appraisers. The most troublesome part for us is the comparable
sales requirement. In theory, it's a good idea. In rural America, there are few subdivisions,
similar houses, or even consistent size tracts of land. In our experience, it's not uncommon to
have acceptable comparable sales 20 miles or more . Also, with a rural setting in a smaller
population base, where there are not always a lot of sales one year or less for comparisons.

Where we seem to struggle the most is finding properties that actually compare. Most
times, to find comparable homes, we must be comparing subject property, the sales of houses
with 60 acres, and in the same report to house with 5 acres or house with 120 acres. So, the
adjustments at the bottom of the page are quite wide-ranging. We feel we could make a better
determination from our experience in comparing the subject property to parcels that are not
fully comparable. What kind of value estimation does the borrower really receive for the

money spent?
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Next, I'm going to turn my attention to a recent prohibition of selling credit insurance on
loans. That are secured by a first mortgage on borrower's primary residence. We make many
first mortgage residential loans of $40,000 or less. Autos and pickups can cost more. | can only
assume, at least part of the rationale behind this prohibition is consumers can purchase
insurance coverage at a lower rate. Which is undoubtedly true for a younger individual looking
for insurance coverage in six figures. Relatively speaking, credit insurance may be more or less
expensive, depending on age. As you know, it is the same premium, no matter whether you are
18 or you are 70. But have you tried to purchase insurance in the amount of $40,000 lately?
Insurance companies are not too interested in that. Another possible reason for the prohibition
could have been concerns about credit toward practices. Credit insurance is a voluntary
product. If the customer desires credit insurance, he must sign affirming his choice. And he is
given multiple disclosures about his decision. If predatory practices was a reason for
prohibition, what was the study performed, and is that available?

I'm aware of two bankers that recently shared the same problems. These bankers were
making five year balloon mortgages and loans ballooned. The customers were both about 65
years of age, and had always chosen to protect their loan with credit insurance. But with the
new rules, they were unable to purchase and continue their coverage. These customers priced
separate term insurance, but because of their age, the premiums were approximately half of
what their mortgage payment was. In each case, they were unable to afford the premium and
are now without coverage.

Another thing about credit insurance is that it is a convenience process. At the most, the
borrower answers three questions about health and without any significant conditions, or
without guarantee, the payment is included in their mortgage, there is no medical
examination, yet, the borrower cannot choose. However, when the borrower leaves the bank,
there is no restriction from keeping him stopping at the convenience store to purchase a 2L
bottle of soda, when he could buy it at the supermarket for likely less cost. He has a choice
whether to go to the supermarket, but no one tells him he has to. | would like to echo a little

bit about what Mark and David said about the BSA, and would like to add, our bank files 127
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currency transaction reports in 2014. Which would have been 387 if we had not worked to
exempt some of our customers. However, of the 127 we filed, and assuming that all were CTRs
with the minimum amount of information required, we would have dealt with 5334 data
points. We understand this information is desired, and a reason for the information makes
sense. The time and effort it takes is great. Sometimes, it seems we are investigators, not
bankers. And if | may close with one thought. It would be quite refreshing and welcomed for
rural banks to have regulators and rule makers who have experience in the weeds, making
rules and the regulations for rural banks and have less rules and regulations coming from those
with the 50,000 foot view. Thank you for the opportunity to present some of my challenges

and concerns, and for letting me express some of my gripes. Thank you very much.

<<MARYANN HUNTER>>

Thank you. And now, we will turn to Leonard Wolfe.

<<LEONARD WOLFE>>

>>Thanks, Maryann. First of all, being a third-generation banker, my banking tool does
not run quite that deep, or at least I'm still in the shallow end of the pool. My dad was the
janitor at his bank, and he'd always like to tell people that he had a son in banking, too. I'm
going to be a little bit skeptical about the process. I'm one of the bankers that Judy talked
about. As a look back 10 years ago, we went through the same process at that time, there
were, | understand, more than 300 pages of conclusions that were going on, and when we
looked back at that, a lot of the very same things, exactly the same thing, appraisal limits, CTRs,
BSA, examination frequency, a lot of the same things. | know there’s another panelist that will
talk about this later on, but | don’t believe we have seen any, at least in my bank, reduction in
paperwork in the last 10 years. So I'm not cynical, but | am skeptical. There is a fine line there, |
think. So | want to talk and address these issues specifically from an agricultural Bank.
Agricultural banks are often launched into the same category, and | just want to point out that

we all do the same thing but we do it differently. We deal with the different types of

Page 21 of 96



customers, different products, different weather patterns. There is just a huge difference
within the ag sector, if you will. So, each of the banks represented on this panel, even though
some of us even compete in the same markets, our risk profile is quite different, even among
agricultural banks. That is one of the things that makes this very difficult to apply the
regulations as they are written, the multitude they are written today is that we are all
different. And it is difficult for us and extremely difficult for the regulators to apply those.
Regulations have typically been written in a reactive stance, obviously, Dodd Frank being the
most recent, what | call horrific example, dealing with problems and issues that we have
virtually nothing to do with it. But, we are being penalized right along with everyone else. I'm
going to talk about several different things, but I'm going to temper my remarks a little bit
because | do have an examination that starts next Monday.

[ Laughter ]

I'm a little bit sensitive to that. First of all, capital rules, Mark touched on that in great
detail and | want to echo what he had to say. | think it should be like a checkbox on a medical
application form, if you will. You have X percentage of capital, and you do these things, as Mr.
Hoenig mentioned earlier, if you don't do any of these things, you pass the test. If you do some
of these are your capital is below a certain level, we have to get further into the weeds, such as
Bill said. So to make sure that we are adequate for that specific bank model that you have.

CRAs were written for metro banks. There's no doubt about that. It's very difficult to
apply in the rural markets that we represent. There just simply aren't very many opportunities
out there. As Mark mentioned, there is nothing that happens in our communities. | have 15
branches in nine different communities. Nothing happens that doesn't have some sponsorship
of our bank. Hardly anything at all. As | mentioned, there's a large number, there's an
expansion going on in the local hospital, that number is 50,000 for us. And if that is not
community reinvestment, then nothing is, but we get no credit for that. Because it doesn't fall
into the guidelines that are written out there for CRA. Even some of the more recent consumer

regulations that are written are making it even more and more difficult, such as QM, make it
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more and more difficult in the rural markets because they conflict with each other, they
actually conflict with the CRA.

I'm just going to touch briefly on consumer protection, Bill covered that in great detail,
the LAR, and the CFBP has their own agenda, obviously, that they have to follow. And we are
frustrated by that. We want to focus on what you will hear us on today. Generally, a lot of the
regulations being written today are there to protect the consumer. And, | say that they are
having the exact opposite effect of that. It is driving those consumers who have traditionally
banked with highly regulated commercial banks from a relatively unregulated source, such as
payday lenders. And that is not in the best interest of those consumers. | also would encourage
you to continue to provide the clarity on flood insurance and HMDA related issues that is a
confusing issue and ongoing topic from examination to examination. What I'm going to focus
on today are primarily on director and officer regulations and this is where | think a real
difference can be made in paperwork. In some of these areas here. And, where we could do
that was by changing some thresholds, increasing some thresholds that we have. First thing |
want to talk about is regulation O. | know it is a sensitive topic. We have to talk about ourselves
when we talk about this regulation. But this was implemented in 1982, and the thresholds
remain essentially the same today. 1982 to today. Outside directors are generally our bank's
best customers and our community's best citizens, but we can't, for reg O, allow them to be
over drawn at any period of time more than $1000. $1000? That hasn't changed for 33 years.
And I'm not saying that these people should receive multiple favorable treatment than our
other customers, I'm not saying that at all. But, we all have these stories about this great
customer who also happens to be an outside director who is away on vacation with their
family, and through a mistake of them or another authorized signer on the account, becomes
overdrawn. And if that number is about $1000 and we can't contact them, no transfers are
made, their checks have to be returned. And that is something that we don't do for any of our
best customers.

There's another limit on there, as mentioned earlier, $100,000. That is the maximum

that an executive officer can borrow from our bank, unless it is secured by their home or for

Page 23 of 96



purpose of educating their children. And in our ag community, a lot of our officers are also
involved in farming, arranging interests, and these limits, as we forced these, there are
employees. We trust them explicitly but yet, we can't loan the money in their own operation.
They have to go borrow it from another bank, or heaven forbid, a farm credit. But
unfortunately, that happens. So, to thresholds need to be changed. We need an increase from
the thousand dollars threshold for an overdraft for an insider, on a temporary basis, I'm talking
about. And, we need to raise the threshold for a $100,000 limit to the executive officers. | think
those should be 10,000 and 500,000, respectively.

Real estate appraisal guidelines, which were touched on by a couple of the other
panelists out here, I'm sure that this was mentioned throughout the day. 250,000 is the
threshold it has been for more than 20 years. | think it's time to take a look at that. Certified
appraisals are hard to obtain. There hard to obtain, and hard to obtain in a timely manner, in
order to allow us to meet the timely decision regulations that are out there. So, that is
becoming more and more difficult as we get into this.

| want to talk about the call report. Again, our current report was 93 pages long last
month. And, same as it is for everybody. 27 schedules, hundreds of pages of instructions, and
my CFO who has been in the banking business for 39 years, he's been doing a Call Report for 27
years, it now takes her one full week to report the report. And this is going backwards. Our call
report at the end of the year with only 83 pages. And, | actually started out in my career doing
that report, | can remember when it was four pages, and | remember having to change at all of
the paper photocopy seven to the state, FDIC, and so on. But, it is amazingly where this has
taken us. The schedule related to RCR requires 134 pages of instructions, just for that one
schedule. I'm going to refer to this in a minute, too, when | talk about now exam frequency.
We talked about that a little bit, and it seems likely that that threshold for an 18 month cycle is
going to be raised to S1 billion from the current $500 million level. I'm in that slot. 600 million.
So I'm on a 12 month cycle now. But, even 18 months, in my opinion, and | understand why Bill
and David are staying at a smaller bank, that is your audit. But, where we have auditors in our

bank, we probably average, monthly, in our bank, | don't believe with 90 -- or, a 93 page
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financial information provided on a quarterly basis that we need to have examiners physically
in our bank, even as often as 18 months. | think there is enough data points there, red flags, |
hate to use that word. But, they could be raised and could trigger some things, but, to
physically be in the bank. And, with that, why not come to the banks in those four months
when we are involved in doing the call report? If that is going to be 90 pages, takes a week,
let's not have examiners in the bank four months out of the year. Just a suggestion.

| also want to spend a little bit of time on the subject that | don't think has been talked
about before, in the EGRPRA meetings. But the Herfindahl Hirschman Index, this isn't specific
to our area but seems to apply a lot more in the rural markets. The Herfindahl Hirschman Index
is meant to eliminate a monopoly, if you will, in small communities. And it's applied whenever
he wants to acquire or merge with another bank within their already to market, defined by the
Herfindahl-Hirschman Index. Unless it has are been defined, by a market, and can't, anyway, as
one county. | have a lot of issues with this. | mean, I'm just going to highlight some of those.
But if a person doesn't want to bank with a bank in their community, they have literally
thousands of options. Geography is not an issue today, and, believe it or not, even in our
remote areas in Northeast north-central Kansas, most people have a telephone. A lot of them
actually have an iPhone or a smart phone and have access to the Internet. They have so many
more options today obviously than they have ever had historically. The index is based on the
only measurable thing that was available, it was 35 years ago when we first started applying
this index. And, that is the FDIC's Market Share Report, the Deposit Market Share Report.
Things have changed since the 1980s. They have deposits in an Internet bank, they have
deposits with Edward Jones, from credit, even though they don't call it a deposit. There's a lot
of other various sources out there. So the index really doesn't capture the market, especially in
a rural setting any longer. And, it has a lot of adverse effects with them and it takes a lot of
paperwork, if you will, if the index changes by more than 200 points, it has to be approved and
reviewed by Washington DC. And, | think it has an adverse effect on small banks in rural
America today. If you eliminate one or two possible purchasers, a lot of times you have

eliminated the market for a small bank. And | think it is having that effect on that. When five
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banks in America control 55% of all deposits and that is not considered a monopoly, | don't
believe that a county in Northeast Kansas that has a 5000 population and only five banks
available to serve them could be considered a monopolistic threat. And, | suggest that this HHI
test go away completely, or at least an adjustment to the index in today’s environment.
Another option, just to redefine the market as an entire state, or something along those lines,
to expand it so that it is not exclusive.

| want to also talk about a subject that creates a lot of angst in our industry, things
called best practices and agency guidance. We have enough regulations to deal with that
without throwing these two things into the mix, that | believe are obviously being applied
sometime without supportive regulation. I'm all for hearing about ideas that will make us
better, even if it is in the form of recommendation. But | want to point out that the "R" in MRA
doesn't stand for regulation. Okay? And that is what we are seeing in our area. Since | have the
floor for another minute or two, if | do, even though it is not included, | want to talk about BSA.
Of all of the regulations are industry has to deal with, this is the worst when it comes to
unnecessary paperwork, in my opinion. In 1970, the threshold that triggered the need for a
CTR was set at $10000. That was made in 1970 and remains the same today. | went on to the
Internet trying to find out how many CTRs were filed in America. It is a hard number to find.
The only hard number that | found was in 1996, there is assumptions that it is still about the
same today, but in 1996 that number was almost 13,000,000 CTRs that were filed in America.
So, assuming that there are still 13 million. | mean, if you are truly serious about reducing
paperwork, look at this number. We could eliminate, if we raised the number for that
threshold, to 20 or 25,000, it might cut the number by 70% or 80%. We have to deal with these
massive numbers of reports filed, and they also have to on the other end. And in addition to
that, if our people, through, you know, acting in good faith, happened to check the wrong box,
or heaven forbid miss the opportunity to file the 13 million in first CTRs, their highly criticized,
the bank is fined, it is just an onerous act, and we need to expand that so that we are not
exposed quite as much. The threshold needs to be increased. You pick the number. Don't care

what it is. But it needs to be addressed after 45 years. We have also been told that the
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regulatory agencies are going to increase your focus on BSA compliance. Really? As Mark
mentioned, that same number stands out for me, our bank spends approximately $250,000
annually on BSA compliance. That is a hard number. We virtually pay the entire cost for
implementing this. I'm not talking about a going away, but the act was retained to catch
terrorists, and drug dealers that were laundering the money. Today, it is used, | believe, more
to try to identify people who are skipping out on their IRS bill. That is what we are seeing. |
mean that is generally what we are seeing in our areas. We have driven that criminal element |
think out of using cash transactions as money laundering and banks today. | don't believe that
we need to increase our focus, | think you need to lighten up on this compliance issue. And in
closing, | promise, | want to remind you that the community bank model in rural America is
being threatened today. Regulations make it very difficult to make commercial and consumer
loans and mortgage loans, as we talked about already, are becoming nearly impossible to
make. And then you add in the fact that we have to complete every day with the tax exempt
GSE from credit, our existence is in jeopardy, much like what Mark talked about earlier. The
Farm credit administration and the NCUA, regulatory agencies for Farm credit and credit
unions, respectively, go to bat for their industries. We are asking you to do the same for us.
Please remember that we are required by our charters to serve the customers in our
communities. If the revelatory burden gets so bad that we can't serve that customer base,

everybody gets hurt. Thank you.

<<MARYANN HUNTER>>
>>Thank you very much. And thanks to all of the panelists for some specific and helpful

comments. I'm going to term -- turn to Tom to see if there are any follow-up questions.

<<THOMAS CURRY>>
>>| just have one. | think this has been very helpful to hear the impact of these various
federal statutes and regulations on your banks, particularly the rural banks. | think all of the

agencies, federal and state, try to have a risk-based supervisory process. And | would just be
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curious if you have any observations on how well that has been executed in terms of taking
into account your individual circumstances. | mean, we do have some flexibility in how we will
be plan our examination strategies. Has that helped? Or, do you see any room for further

improvement?

<<MARK SCHIFFERDECKER>>
>>Leonard, tell him your story. You have an exam coming up.

[ Laughter ]

<<LEONARD WOLFE>>

>>Yeah, | have been in banking 37 years, only one exam. Right? Yeah, to some extent,
that is true. But, again, | did not want to talk about specific issues appear, because this isn't a
give and take. And | don't want to point fingers and things like that but we need to talk about it
| think a little bit. Audit procedures. We are a $600 million bank today, we are required to have,
you know, certain procedures, as long as we're over 500 million. We adhere to those
procedures. And in the last audit examination that we had, which was the Federal Reserve
exam, we were actually held to a higher standard, a standard only required of things that are
S1 billion and above. We had to ramp up our audit procedures and in terms of not only
quantitative but qualitative assessments. We had to identify 27 in our case, auditable units.
And, we had to expand our audit procedures. And that relates back to what | said before, that
the "R" in MRA doesn't stand for recommendation. Because it was a requirement and we had
60 days to implement and the cost was $25,000 to do it within that sixty-day period and the
additional ongoing cost is going to be 30,000 more a year for that outsourced audit
procedures. So | mean, my answer is, no. | really haven't seen a direct benefit of that. | think

that all banks should be risk profiled. And our procedures should be addressed accordingly.
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<<MARYANN HUNTER>>

>>We have just a couple minutes. | would ask one follow on. Comments about HMDA, |
know the HMDA requirements don't apply to every bank, there are some carveout for non-
metropolitan areas, so what are the definitions that are bringing your banks into the HMDA

reporting requirements?

<<MARK SCHIFFERDECKER>>

>>| will take that. Start with that. But as | told you about the demographics of our bank,
we have one branch in Holton, Kansas, north of Topeka. And because Jackson County is
continues to Shawnee County, that makes me a HMDA reportable bank. So, | really think if we
could look harder at some of the demographics, | think some of the different bankers fall into
the same thing, we are not a Metropolitan Bank. Our average bank is very small. Holton has
3500 people, but yet, we are HMDA reportable. | think if one branch follows into an MSA, the
whole bank becomes reportable and that is a huge burden for us. And so if there is some way
to carveout out and really, truly look at the profile, | think a significant improvement could be

made.

<<BILL VAUGHAN>>

>>|f | could comment a little bit about that. Also, our bank is located 50 miles from
Springfield, Missouri. And because we are in the contiguous County of Springfield, and we are
in a standard Metropolitan statistical area. Granted, we have over $44 million worth of loans or
whatever that threshold is. But again, there is nothing metropolitan about where we live. A

town of 400.

<<MARYANN HUNTER>>
>>Thank you very much. Well, | see that our time is actually up for this panel. Which
means that we did not have the opportunity to invite people to come to the microphone but |

would suggest that maybe when we get to the BSA panel, they can feel free to comment on
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the capital and consumer regulations and others may be at the next session will have an
opportunity to address these regulations. So, thank you very much. | appreciate your remarks.

[ Applause ]

<<ART LINDO>>
>>0kay, well, Maryann, you end of the panel right on break. We are due for a break. We

are going to take a 15 minute break and start up at 10:45 with the next panel.

[The event is on a break and will resume at 10:45 AM Central Time ]

<<ART LINDO>>

>>0kay. If you would freshen up your coffee and head back to your seat, we will get
started with our next panel. Before we get to our panel, | just wanted to make an
announcement for our Internet viewers. You can provide your comments online by typing into
that, | guess there is a submit comment box. If you're not familiar with that, if you would
exercise that option, you can report your comments which will go into the record and we may
even relay them here during the discussion. With that said, I'd like to turn to our next panel,
which is the consumer increment -- community group related matters. | will turn it over to

Anna Alvarez Boyd to get us started.

<<ANNA ALVAREZ BOYD>>

>>0h, here we go. Good morning, and thank you, everyone, for being here. This panel
will focus on consumer and community related issues with respect to the federal banking
agencies. So in the previous panel, you heard from the banker's perspective, community
reinvestment act, BSA, etc. In this panel you will hear from the community and consumer
perspective about those issues as well. So, | am really honored and pleased to have our panel
here with us today. We really have a little bit of diversity. In both their abilities and issues that

they cover. To my immediate left, Darrin Williams. Mr. Williams serves as the CEO of Southern
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Bancorp, he came in yesterday to be here with us. He oversees the activities of a group of
community development financial institutions which are collectively known similarly to them
as Southern. Prior to joining Southern, Mr. Williams joined in the office of the General Counsel
for the US securities and exchange commission and as the Arkansas chief Deputy Attorney
General and then later as partner in a law firm, Carney Williams Bates Pulliam and Bowman.
There he focused on class action litigation against some of the nation's largest publicly traded
companies. He served in the House of Representatives and has received several awards for his
service in the House of Representatives in Arkansas. So, thank you, Darrin, for being with us.

Immediately to Darrin's left, you will find Elizabeth Hollins. She is the senior director of
the Midwest region of NeighborWorks America. NeighborWorks America is a national
nonprofit organization that supports a network of more than 240 organizations, all of the
federal financial revelatory agencies serve on the board of NeighborWorks. And, Tom Curry in
fact has -- Tom Hoenig, as well, you worked there in the past. Tom Curry has been the chair of
NeighborWorks and has served with NeighborWorks for at least 10 years. He is very familiar
with the organization. Miss Hollins began her career at NeighborWorks as a data analyst and
program analyst focused on risk assessment of the networks community development
organization. So, thank you, Elizabeth, for joining us today.

And then we have Will Jordan, executive director of Metropolitan St. Louis Equal
Housing and Opportunity Council, Mr. Jordan is the executive director of the Metropolitan St.
Louis Equal Housing and Opportunity Council and has worked to ensure equal access to
housing for all people through education, counseling, investigation and enforcement. They
were recognized in 2008 with the blue ribbon award and he has prior to coming to the EHOC,
he partnered with the Development Corporations YouthBuild in East St. Louis.

Finally we have from Washington, joining from Washington DC this morning, Bob
Reeder, who oversees the Rural LISC program staff, they encompass a folio of 72 partners
covering 43 states that it is ability, grant and loan assistant, organizational capacity building

assistance, rural economic development with a focus on incorporating the arts, culture, and
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systems into overall creative peacemaking. Definitely some rural issues and concerns we have

there. Him -- we will go ahead and begin the panel starting with Darrin.

<<DARRIN WILLIAMS>>

>>Thank you. | appreciate that discussion. | was last in order but they have reversed the
order, that's what happens when you come late. Thank you for this opportunity. Again, I'm
executive officer for Southern Bancorp, thank you for giving me the opportunity to provide
comments on what we consider out dated and overburdened regulations. I'd also like to thank
you for meeting this meeting about issues. Southern Bancorp target some of the most
economic and rural distressed areas, mainly rural Arkansas in the Mississippi Delta. Rural
America is a special place. There are nearly 50,000,000 Americans living in the rural
communities that feed us, protect us, provide us with raw materials necessary to secure our
position at the top of the global market place. But once dominated by labor into investments
have led to opportunity in. Rural America. People in rural America matter. They deserve just as
much chance to achieve the American dream as we here in Kansas City, Dallas, New York or
anywhere in America. But they need access to financial services that they lack. Which is
precisely the reason that Southern Bancorp was founded in 1986 by then Arkansas Governor.
Bill Clinton. Southern was founded on the idea that a financial institution could be created to
serve a higher profit but instead both balance the margin and mission to live up communities
to both responsible and responsive financial access. In 1994, then-President Bill Clinton, took
this idea to the national level using Southern as a model , in part, to create what has been
known as community development financial institutions, or CDFls, of which there are nearly
1,000 today. What started out as a simple idea has now turned into a financial institution with
over 1 billion in assets, many employees serving 80,000 consumers in states. From agricultural
lending to microloans, two matched savings accounts, we are uniquely identifying the needs
and serving the rural people. As James Adams described, we have a dream of a land in which
life should be in a better place, richer and fuller for everyone, with opportunities for each

according to their ability and achievement regardless of their circumstances of birth or
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position. What he is describing here is what should be possible for all Americans. In rural
America, the signs are undeniable that the American dream is all too often just that, a dream.
Because of so many roadblocks to success. The lack of access to credit and financial services is
one of those roadblocks, and it is being exacerbated by the declining number of financial
institutions in rural communities. The number of federally insured financial institutions are at a
record low. Over 1500 bank branches closed in 2014 alone, a disproportionate number of
those were from rural communities. The great recession and regulations continued to avoid
future financial fallout is one of the key drivers of these closures. Some view this as thinning of
the overcrowded market as a positive, what is often not discussed is that that thinning is
occurring often in unbanked and underbanked communities. The high cost of regulatory
burdens, liability concerns related to those regulations and higher capital demands include the
lack of succession planning by community rural bangs has created the perfect storm for rural
communities and banks.

How does this impact the American dream? It's simple. Access to responsible capital and
credit and financial products is what makes capitalism work. In the access of a traditional
community banker, many rural lenders seek out-- in urban areas or branches that are near
their community's. This seems like a reasonable alternative, however perception is not always
reality. Much of the benefit that comes from a crew community banker lies in the personal
relationships that exist between lenders and consumers. Many of the businesses in rural
communities have unique needs that are not always met by traditional lenders which don't
necessarily consider those loans good loans. Community bank lenders know their customers.
They go to church with them. Their kids play together. They understand the unique
circumstances of rural customers and are willing to make loans were others often without
those relationships are not willing. In fact, extended a study by the FDIC pointed out that a
distance from a bank branch influences how much credit a business can access. Southern zone
recent study highlights the larger banks simply do not serve rural distrust markets as well as
smaller, mission driven community banks like Southern. Even large banks with branches in

rural communities don't make small business loans quite the numbers in low and moderate
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income census tracts. Our small business lending outpaces larger branches in the market. For
example, 55% of our business loans are for less than $10,000. In 2013, there were much larger
regional banks operating in Poinsett County, Arkansas. Yet, Southern made 111 of the 118
small business loans under $100,000 that year. In the same time period in Phillips County,
Arkansas, one of the most economically depressed counties in America, Southern produced
90% of the small business loan volume, despite other banks over $1 billion being present in the
market. We have similar statistics throughout the market we serve. This gets to the root of the
problem in rural America. The lack of access, the financial products and services, missed
economic opportunities, and inhibits entrepreneurship and increases poverty. Without
community banks that are focused on serving all rural communities, the American dream will
continue to fade throughout rural America.

So, what can be done to support rural community banks that serve the vast majority of
rural bank customers? We can start with rightsizing the regulations. Laws have since reduced
risk taken on by two big developed banks the trickle down to smaller banks they did not cause
a financial crisis. Secondly, | propose that we enhance community bank access to capital
through [Indiscernible] or CRA incentives for large banks to invest in PDF | without regard to
investment areas. Finally, | propose a supporting the rural housing market by removing
regulatory barriers such as ATR and QM rules which have had a chilling effect on community
bank mortgage lending. Currently, CDFI, like Southern, are exempt from such rules. However, |
propose similar exemptions for community banks that hold mortgages in their portfolios.

So, how could you right size community banking regulations? Rightsizing regulations will
be again by creating a definitional approach to community bank which would develop common
characteristics of the community bank rather than on regulations based on asset thresholds,
such common community bank characteristics include but are not limited to banks that
operate primarily in local markets. Thanks to a primarily lends deposits they collect in the
communities they serve, and lending models based on relationships and knowledge , detailed
knowledge of the community come in the corporate government structures. Starting with

common community bank regulations can develop rules consistent with characteristics,
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capabilities and risk profile of community banks. The Basel Accord was written in response to
problems of large, internationally active financial institutions have not a response to
community bank prices. Capital adequacy is vitally important to all banks, Basel 3 has
eliminated previously relied on sources of capital for many community banks. With the
increase capital adequacy requirements and decreased options for capital, many community
banks will close, leaving more rural consumers without access to capital needed to fuel the
American dream.

Another proposal for rightsizing regulations for community banks would be to adopt the
independent community bankers of America the regulation to allow the recognition of a bank’s
allowance for losses as tier 1 capital up to 1.2% of RWA. One of the main goals of Basel 3 is to
absorb the bank's shock absorbing capital. The loan losses is intended to be the banks first line
of defense against bad loans, so why not count this as tier 1 capital requirements? The CRA is
well-intentioned to assure that minority, low and moderate income communities have access
to capital. It has long been recognized by the regulators that minority deposit institutions play
an important role in addressing financial needs, as such, it has long been the position of
federal regulators that majority institutions may receive favorable CRA consideration for
investing in minority depository institutions that serve low and moderate income communities
and people. Even if the minority bank is not located within an assessment area of the investing
bank. This is a great idea, but the practical impact on minorities in rural communities is not in
existence, but the very few MBIs serve rural community spirit large banks have a little incentive
to make such assessment in rural community spirit similar, as with MBIs, regulators have
provided CRA incentives to encourage large banks to invest in transit also have a long history
and supporting low and moderate income census communities and people. However the
incentives related to CDFIs do not have the added benefit of applying to investments made by
larger banks that are outside those assessment areas. Therefore, | would propose permitting
an investment by large banks and CDFI banks should receive favorable CRA consideration
without regard to the assessment area. As it does with MDIs. This could provide additional

resources of capital needed in CDFIs that serve rural and low to moderate income census tracts
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and it would be beneficial to rural consumers. Further, | would suggest to provide more
guidance on exactly what the favorable CRA consideration means. Looking to make an
investment in our CDFI, a large banker could not clearly understand what favorable CRA
consideration myths. The dream of owning a home, one of the key facets of the American
dream, is also being threatened in rural communities as a result of the cumulative effect of
oversized regulations. Although it is not -- it was not your local community bank that cause the
mortgage crisis, the applicability of ATR and QM rules have had a small but significant chilling
effect on these banks. On large -- unlike large banks who securitize their portfolios and sell
them in the market, many community banks hold those loans on their books.

By way of example, Southern has right now 120 million mortgage loans on our books.
The average loan size is 69,500. By comparison, we sell less than 10 million of our mortgages in
the secondary market. Therefore, our proposal is that community banks hold mortgages in
their portfolios should be exempt from ATR and QM, similar to the way the CDFIs have that
exemption. In summary, to support rural consumers we need to get away from the one-size-
fits-all mentality and look at realistic, right sized revelations and reforms that take into account
the characteristics, capabilities and risk profiles of small community banks. But also take into
account the unique needs of rural consumers. These small changes | have outlined can have big
impacts on rural consumers and communities. The federal government has the opportunity to
keep the American dream alive for everyone in this country, not just a select few. Or to simply
put it, one ZIP Code should not determine one's financial future. Thank you for the opportunity

to make these comments.

<<ELIZABETH HOLLINS>>

>>Thank you to the agencies for the opportunity to speak at this event. I'm so happy to
be here on behalf of the NeighborWorks America network to speak specifically to issues that
impact rural communities. NeighborWorks America creates opportunities for people to live in
affordable homes, improve their lives, and strengthen their communities. As a congressionally

chartered nonprofit, NeighborWorks supports a national network of 250 local and regional
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organizations in all 50 states, the District of Columbia and Puerto Rico. In 2014, the network
consisted of more than 323,000 households with their housing needs created 21,000 new
home buyers, owned and managed 118,000 units of affordable housing, and provided 108,000
families with housing and education counseling about buying or preserving their homes. As of
December 31, 2014, more than 1.8 million homeowners facing foreclosure around the country
had been counseled by the 1700 grantees and sub grantees of the national foreclosure
mitigation counseling program. The NeighborWorks rural initiatives promotes, supports and
enhances comprehensive rural community development. A mix of housing, economic to
development and other locally determined strategies that strengthen and revitalize rural
communities. The rural initiative includes 109 NeighborWorks organizations in 48 states and
Puerto Rico. The member organizations are as diverse as the communities they serve and
include some of the most economically challenged regions in the countries, such as central
Appalachia, the lower Delta region Colonia and Indian country because of these issues, [
Indiscernible ] proposed or neck it may be best viewed from the neighboring organizations,
that said, NeighborWorks engagement with neighboring organizations, some patterns of
similar comments have emerged, which may help to inform the work of this panel. Given the
regulations under review that have been proposed by several of the board agencies from
NeighborWorks America, these comments have not been committed to or approved by the
Southern Bancorp import. The views do not represent those -- I'm sorry, do not necessarily --
either collectively or individually represent the views of neighborworls Board members,
instead these comments review the work of NeighborWorks management and have been
formed in competition with regional leaders in NeighborWorks and the network.
NeighborWorks has undertaken a number of incentives to address rural housing needs. One
example is the recent launch of a new rural rehab or replacement program called Safe and
Sound, in partnership with Wells Fargo, a second example designed to address opportunities
for durable rural homeownership and shortage of affordable housing units is an ongoing
partnership with USDA rural department. The recent final rule on certification of nonprofit five

direct loan packages and the direct outgrowth of series of demonstration pilots across the
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nation NeighborWorks America has supported. Talks are underway with rural developments
RHS teams on ways to streamline the transfer of for sale 515 projects. Through our lens at
NeighborWorks America, we look for housing organizations to address these challenges. These
are not hours, present but what we in our intermediary role have heard from networks were
gleaned from analysis from external entities. First | would like to look at strengthening rural
consumers to make informed financial decisions. Prepurchase financial counseling is a proven
method to improve borrower performance. NeighborWorks America has supported
homebuyer education counseling and research to improve efficacy. In 2013, Neil Mayer
associates and Experian found that -- financial education whether in person or online are
nearly 1/3 less likely to fall behind 90 days or more on their mortgages, within two years of
origination, compared to consumers who do not receive NeighborWorks prepurchase
counseling and education. Similarly, financial fitness course is designed to help consumers
make more informed financial decisions can also be seen as a significant risk mitigated factor.
These and related studies would suggest policies that acknowledge this mitigated risk and
incentivize said qualified consumer education programs and certifications help to remove
existing barriers to asset building opportunities. From interest-bearing and FDIC insured
savings account to conventional real estate mortgage loans. Regarding CRA regulations,
encouraging regulated financial entities to provide equal access to credit across rural markets
is an issue | will be addressing. The housing assistance Council, a national nonprofit
organization that supports affordable housing efforts, policy , and research with a focus on
rural areas, conducted an assessment on rural mortgage marketplace to better understand the
CRA implementation in rural communities. The assessment show that there is an evolving
marketplace in rural areas. As it has been stated earlier, the number of FDIC insured lenders
declined by half between 1990 and 2010. The number of depository institutions based in rural
areas declined 21% between 2020 10. In 2012, 52% of FDIC insured lenders were
headquartered in rural small towns. Rural institutions received a small bank CRA exam, 85% of
them. Approximately 99% of rural and small-town banks receive an outstanding or satisfactory

rating. However, the vast majority of banks -- I'm sorry, the vast majority of rural mortgages
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are made by large banks. Nearly 70% of rural mortgages made in 2012 were made by large
banks. Only 13% of rural mortgages were originated by small and community banks. CRA
assessment areas do not entirely reflect where lender activity occurs in rural areas. Preliminary
findings show that 25% of rural mortgages are originated outside and institutions assessment
area. Regarding CRA and | need and remote rural areas, preliminary assessments showed that
CRA covered lenders have higher loan origination rates than rural and distressed communities
designated as remotely rural or economically distressed, compared to non- CRA institutions.
However, there are nearly 2 times as many high-cost loans in the remote rural and
economically distressed areas compared to national rates, even for loans made by CRA covered
institutions. So to the issue of whether CRA is outvoted or should it be updated, this might be
the case in rural areas. Findings show -- I'm sorry, the nearly 1/3 of all reported mortgages in
rural areas are made by non- CRA institutions. So, that CRA is not capturing the rural mortgage
lending going on. Pointing to a alliance on brick-and-mortar locations and prevalence of the
manufactured home lending. It might be useful for the agencies to perform a comprehensive
assessment of CRA, especially with regard to CRA assessment areas. Such an assessment would
explore a CRA examination process and incentivizes lending, services and investment in credit
and capital investments, such as the Mississippi Delta and Appalachia, as well as other
underserved and rural suburban areas and small towns. For the most part, these regions may
still fall outside CRA assessment areas even using statewide and regional assessment areas
definitions. In addition to the important function of CRA, rural practitioners continue to voice
support for the potential under the Federal housing finance agencies due to provisions
addressing both rural and manufactured housing.

Related to CDFI regulations, we support the growing and strengthening of networks
with CDFls, policies that support and strengthen CDFls, increasing the flow of consumers from
the un-banked to the banked over time. Extending credit in providing technical assistance to
individuals, small businesses and nonprofits working with consumers. The NeighborWorks
network includes 77 organizations certified by the US Department of Treasury's and CDFI.

These organizations operate in the low-wealth communities across the country including many

Page 39 of 96



with a special focus on providing affordable financing services to individuals and small
businesses and rural America. The capital and technical assistance provided by these
organizations help stabilize communities, create jobs and alleviate poverty. CDFIs fill a critical
gap between the financial services available to the economic mainstream, and those offered to
low income people in communities. NeighborWorks is proud -- I'm sorry. NeighborWorks is
proud to be part of the CDFI fund capacity building initiative to expand technical assistance to
training opportunities for CDFIs nationwide. Including a new native CDFI sustainability
initiative. This training helps ensure a solid, sustainable lending infrastructure for investor
partners and thus, ensure access to capital for Native American communities. We would like to
thank the agencies for their review and expansion of the innovation and flexible lending
practice provisions to the community reinvestment act. We would like to encourage the
agencies to consider expanding the list of flexible or innovative lending programs to include
programs such as investments in CDFls, including equity investments and affordable capital.
This example could also include banks partnering with CDFls to provide outreach and
marketing to potential CDFI borrowers. Banks bring seasoned second loans for CDFls,
affordable project housing development, in addition to these recommendations, I'd like to
acknowledge and highlight for you the recommendations made by the NeighborWorks
network member [ Indiscernible ] of Phoenix, Arizona, as the largest Latino community
development organization in America. It speaks to that thinking and their housing needs of the
rapidly growing Hispanic community. In its comment letter, they concentrated on the
challenges of FHA lender overlays, providing incentives for prepurchase homebuyer
counseling, and expansion of CRA definitions of the term community development to include
loans, investments and other services to encourage investment and loans for housing

rehabilitation. Thank you.

<<WILL JORDAN>>
>>Hello. My name is Will Jordan, I'm the executive director of the Metropolitan St. Louis

Equal Housing and Opportunity Council. | want to thank the board for allowing me to speak
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today and I've got some written comments, but first | wanted to comment on what | just heard.
That was great. The idea of having CRA regulations to be relaxed enough to allow banks to
work with CDFlIs, to allow banks to work with credit unions, where there is a better fit, because
they bank is identified in a market with that CDFI has identified another market, and the
proficient staffing to do that, it is a great idea for the regulators to be able to give them credit
for making investments in those institutions that are meeting those needs according to CRA.
And, to the extent that the regulator can do that are not real technical about what regulation
exactly is under the CRA, but that is a great idea. | know that the banking community has a
tendency to be very competitive and secretive, because money is the same, but people are
different. | understand that. But to the extent that the federal government through CRA could
give credit to banks for being able to make investments in those institutions that are doing a
good job will have a vision for doing jobs that banks are not necessarily set up to do so well, is
just a great idea. And, | heard two things coming from them, but | think, I'm so glad that they
said that today. So, | just want to reemphasize that. That is great.

Now | will get onto the stuff that | wrote. | would like to direct my comments about the
community reinvestment act and later to the fair housing issues. EHOC is one of the founding
members of an organization called the St. Louis equal housing and community development.
It's a community of organizations looking to increase investment in low income committees
regardless of race and in minority communities, regardless of income. We do this by ensuring
that banks are meeting the obligations of the community reinvestment act and fair lending
laws. Therefore, obviously my comments are that | think that the community reinvestment act
helps us to do that. It was formed in 2009, and we regularly also, Alonso the examiners,
examine banks for CRA and fair lending performance and submit public comment letters to
write letters for consideration in the CRA examination. And on bank applications to merge. Or
expand. We engage with banks to work together to improve services to underserved
communities. In the last six years, our work has resulted in four new full-service bank branches
opening in low and moderate income areas , which | know is unheard of in this economy, with

an additional two branches opening soon, over $30 million has been committed by banks or
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community developed activities, and the new products continue to be developed by banks that
are specifically serving needs allowing consumers, especially the un-banked and underbanked
populations. A couple of things | want to say about that. St. Louis is not a rural community, but
it is. A lot of people in Missouri understand that Missouri is made up of a lot of small towns and
St. Louis is no different. 81 municipalities and they act like small towns. And so, the need for
CRA to use it in a small town kind of scenario is exactly what we do in St. Louis. And, of those
four banks that have already opened, | can tell you that in the two that are going to open, that
only three of them are open because we made them do it through enforcement. The other
three that are opening is because they saw that it was a benefit. And, of the four that have
already opened, | can tell you that each one of those are meeting or exceeding their
expectations for the positive in order for them to be profitable in those communities that they
are located in now. And to me, that is huge, but they are actually making money. They might
not be making a ton of money, that they are not losing money, that's for sure. So, the CRA is
vitally important to making sure that all people, households and communities have fair and
equal access to mainstream financial services.

First, the CRA must be expanded to cover other financial institutions. And | know that
you are not totally talking about all of this today, for example, credit unions and other service
providers that operate in the shadows that have taken advantage of our other communities,
like payday loan places. | hate them. | just went on national record to say that. And | don't think
anybody else here is really happy about them either. | also want to say this. | think that the
community bank 