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WALL STREET REFORM: ASSESSING AND EN-
HANCING THE FINANCIAL REGULATORY
SYSTEM

TUESDAY, SEPTEMBER 9, 2014

U.S. SENATE,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
Washington, DC.

The Committee met at 10:01 a.m., in room SD-538, Dirksen Sen-
ate Office Building, Hon. Tim Johnson, Chairman of the Com-
mittee, presiding.

OPENING STATEMENT OF CHAIRMAN TIM JOHNSON

Chairman JOHNSON. I call this hearing to order.

Today, I welcome back the financial regulators for another one
of our many Wall Street Reform oversight hearings in this Com-
mittee since the enactment of the law. You all have been busy over
August as you continue to make progress in completing
rulemakings to implement Wall Street Reform. I thank you and
your staffs for your hard work.

I strongly believe today, as I did in 2010, that Wall Street Re-
form was the appropriate response at the time to the financial cri-
sis. We can already see the benefits. We have an enhanced system
of regulation for our largest banks and nonbank financial compa-
nies. We have greater transparency and oversight for derivatives.
We have a dedicated and accountable watchdog focused on better
protecting consumers. We have strengthened coordination between
regulators. And, we have new ways to monitor threats to financial
stability.

As we all know, the road to implementing Wall Street Reform
has been long and it has not always been easy. This is especially
true for regulators trying to work together to write effective rules
for an increasingly complex and global financial system. For some,
this work has been done while Congress has not provided adequate
funding. Proposed rules have not always been met with open arms
from Congress, industry, or consumer groups. However, through ro-
bust and constant oversight, Members of this Committee have had
the opportunity to express their views, and each of you and your
agencies have listened. Because of it, the finalized rules are strong-
er.

Going forward, as we get farther away from the crisis and calls
to water down Wall Street Reform grow louder, policymakers can-
not forget the lessons from the crisis and how costly a weak regu-
latory system can be. Our financial system is strongest when we
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have tough, but fair, oversight to provide a level playing field for
all financial firms to better serve their clients.

Today, I look forward to hearing from the witnesses their next
steps to complete the remaining Wall Street Reform rulemakings.
Because of your diligent work, our financial institutions are strong-
er, our economy is more stable, and the rest of the world is looking
to us when it comes to strong financial regulation. This is a vast
improvement from where our country was before and during the fi-
nancial crisis.

I now turn to Senator Crapo for his opening statement.

STATEMENT OF SENATOR MIKE CRAPO

Senator CRAPO. Thank you, Mr. Chairman.

Dodd-Frank requires about 400 new rules to be written and ap-
proved by the Federal financial regulators, and to date, slightly
more than 50 percent of these rules have been finalized, and nearly
25 percent are still in the proposed stage. The remaining 25 per-
cent are yet to be written.

With some 220 rulemakings finalized, we still have no idea what
the cumulative cost of Dodd-Frank is or will be. The Volcker Rule
and the conflict minerals rule alone will add approximately 4.6 mil-
lion paperwork burden hours and over one billion for services of
outside professionals, according to the regulators’ own Paperwork
Relduc(t:'iion Act estimates, and that is just for 2 of the 220 rules fi-
nalized.

We cannot pretend that these additional costs are not passed on
to consumers. Without a cumulative analysis of the true costs and
burdens of the rules, we cannot understand their overall impact on
the regulated entities, consumers, and the markets.

For example, while Dodd-Frank was intended to exempt small
institutions from some regulations, what I hear back in Idaho is
that regulatory demands are trickling down even to the smaller
banks and entities. Community banks are disproportionately af-
fected because they are less able to absorb additional costs. Out of
concern about what new regulations may be imposed next, finan-
cial institutions keep money for compliance costs set aside rather
than investing it in local communities.

We can and should make commonsense changes to lessen the
regulatory burden. In past hearings, the regulators have supported
several Dodd-Frank fixes, including the end-user fix, the swaps
push-out rule, and giving the Fed flexibility to tailor the capital
standards it places on insurance companies. Regarding the latter,
the Senate passed by unanimous consent a fix so that insurance
companies are not subject to bank-like capital requirements con-
trary to their business model.

I look forward to hearing from the witnesses what specific fixes
should be made so that traditional banking services do not become
so complicated or expensive that banks like those in Idaho and
other rural communities can no longer offer such services.

I appreciate that some of your agencies have commenced the
statutorily mandated interagency review of existing regulations to
identify outdated, unnecessary, or unduly burdensome regulations.
A similar review led to the 2006 Regulatory Relief law, and I en-
courage the remaining agencies to join in this effort. I urge all of
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you to make this review a priority, to set up outreach meetings and
with community banks and others, and to provide a list of rec-
ommendations to Congress. For example, several of our witnesses
have discussed eliminating a paper version of the Annual Privacy
Notice, a measure that has passed the House by a voice vote and
currently has more than 70 cosponsors in the Senate.

In addition to Dodd-Frank regulatory mandates, the law also es-
tablished the Financial Stability Oversight Council. At the July
FSOC hearing, I reiterated my concerns to Secretary Lew about the
lack of transparency of FSOC’s designation process. Last week’s ac-
tion by FSOC on Met Life only reinforces those concerns and
threatens to disrupt a carefully forged regulatory balance for an in-
dustry that has been traditionally under the purview of State regu-
lators. The U.S. financial system and capital markets cannot re-
main the preferred destination for investors throughout the world
if our regulators operate under a cloak of secrecy.

Secretary Lew stated that each of the designated nonbank SIFIs
was given detailed explanations as to why they were designated,
but this information was provided only after the designations were
made. This is not how our regulatory framework should operate. I
urge you to publish indicator-based SIFI designation criteria in the
Federal Register for public comment, and I urge you to impose a
moratorium on new designations until there are objective metrics
and increased transparency. Only then can we restore account-
ability to the FSOC designation process. All of your agencies should
recognize the benefit in having an open and transparent regulatory
process. Transparency does not weaken rulemakings, it gives them
much-needed legitimacy.

Mr. Chairman, the issues we are discussing today are very im-
portant, especially as they relate to our smaller financial institu-
tions. I know that the Committee will be looking at the small busi-
ness issues in the near future, and I thank you for that.

Chairman JOHNSON. Thank you, Senator Crapo.

This morning, opening statements will be limited to the Chair-
man and Ranking Member to allow more time for questions from
the Committee Members. I want to remind my colleagues that the
record will be open for the next 7 days for opening statements and
any other materials you would like to submit.

Now, I would like to introduce our witnesses. Daniel Tarullo is
a member of the Board of Governors of the Federal Reserve Sys-
tem.

Martin Gruenberg is the Chairman of the Federal Deposit Insur-
ance Corporation.

Tom Curry is the Comptroller of the Currency.

Rich Cordray is the Director of the Consumer Financial Protec-
tion Bureau.

Mary Jo White is the Chair of the Securities and Exchange Com-
mission.

Tim Massad is Chairman of the Commodities Futures Trading
Commission. Tim, welcome back to the Committee.

Mr. MASSAD. Thank you.

Chairman JOHNSON. I thank you all for being here today. I would
like to ask the witnesses to please keep your remarks to 5 minutes.
Your full written statements will be included in the hearing record.
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Governor Tarullo, you may begin your testimony.

STATEMENT OF DANIEL K. TARULLO, GOVERNOR, BOARD OF
GOVERNORS OF THE FEDERAL RESERVE SYSTEM

Mr. TARULLO. Thank you, Mr. Chairman and Senator Crapo and
other Members of the Committee.

Senator Johnson, I understand that this may be the last time
that this group of six appears before you in your time as Chairman
of the Committee, and I just want to say before I begin that I think
everybody appreciates the care and even-handedness with which
you have approached the substance of these important issues of fi-
nancial regulation. And, speaking as one who has testified before
you over the years, I also want to thank you for the patience and
courtesy that you have extended to all witnesses in your time as
Chair. I think it is something that we have all appreciated and
that people have broadly admired, and we obviously will miss your
presence on this Committee.

In appearing before this Committee in February, I noted my hope
and expectation that this year would be the beginning of the end
of our implementation of the major provisions of the Dodd-Frank
Act. Seven years later, we are on track to fulfill that expectation,
as detailed in my written testimony. To be clear, though, this is the
beginning of the end, not the end itself. The agencies still have
some work to do in adopting some regulations specifically required
by Dodd-Frank. Moreover, the Fed has some additional work to do
in filling out a regime of additional prudential requirements for
systemically important financial firms.

Let me mention here two priorities. First, we will be proposing
capital surcharges for the eight U.S. banks that have been identi-
fied as of global systemic importance. By increasing above Basel III
levels the amount of common equity required to be held by these
firms, we look to improve their resiliency to take account of the im-
pact their failure would have on the financial system. While we
will use the risk-based capital surcharge framework developed by
the Basel Committee as a starting point, we will strengthen that
framework in two respects.

First, the surcharge levels for the U.S. institutions will extend
higher than the Basel Committee range, which will mean higher
applicable surcharges for most U.S. firms—most of the eight U.S.
firms, noticeably so in some cases.

Second, the surcharge formula will directly take into account
each U.S. G=SIB’s reliance on short-term wholesale funding, which
we believe to be a very important indicator of systemic importance
because of the potential for funding runs and contagion under
stress.

I would note that while some other countries have also applied
higher surcharges on their G-SIBs than required by the Basel
Committee, none has explicitly taken account of short-term whole-
sale funding vulnerabilities.

Second, we are developing a proposal for these same eight banks
to maintain a minimum amount of long-term unsecured debt.
Should one of these firms ever go into resolution or bankruptcy,
this structurally subordinated debt would have been previously
identified as available for conversion into loss absorbing equity.
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The presence of a substantial tranche of such long-term unsecured
debt should reduce run risk by clarifying the position of other
creditors in an orderly liquidation or bankruptcy process. It should
also have the benefit of improving market discipline, since the
holders of that debt would know they face the prospect of loss
should the firm become insolvent.

You will note I mentioned short-term wholesale funding a couple
of times in connection with the most systemically important insti-
tutions. We are also mindful of the risks that runnable funding can
pose more generally. We have been working with our international
counterparts on a proposal for minimum margins for security fi-
nancing transactions, such as repos, that would extend to lending
of this sort to all market actors.

While there is more to be done with respect to the largest institu-
tions and vulnerable wholesale funding markets, I would close by
suggesting it may be time to consider raising some thresholds or
eliminating altogether the application of some Dodd-Frank provi-
sions to other banks. The three banking agencies before you today
have all been working on ways to reduce regulatory and super-
visory burdens on smaller- and mid-sized banks. There would also
be benefit, I think, from some statutory changes. One would be to
raise the current $50 billion asset threshold that determines which
banks are in the systemic category.

A second would be to exempt community banks entirely from
provisions such as the Volcker Rule and the incentive compensa-
tion provision of Dodd-Frank, which are really both directed at
practices in larger institutions.

Thank you for your attention. I would be pleased to answer any
questions you may have.

Chairman JOHNSON. Thank you.

Chairman Gruenberg, please proceed.

STATEMENT OF MARTIN J. GRUENBERG, CHAIRMAN,
FEDERAL DEPOSIT INSURANCE CORPORATION

Mr. GRUENBERG. Thank you, Chairman Johnson, Ranking Mem-
ber Crapo, and Members of the Committee, for the opportunity to
testify today on the FDIC’s implementation of the Dodd-Frank Act.

If I may, like Governor Tarullo, I would like to begin by thanking
Chairman Johnson for his strong personal support and encourage-
ment to me, both during my service on the staff of this Committee
as well as since I have been at the FDIC. I am very grateful for
the support and encouragement you have given me and will greatly
miss your steady, thoughtful leadership of this Committee.

The recent actions by the banking agencies to adopt a supple-
mentary leverage capital ratio, a final rule on the liquidity cov-
erage ratio, and a proposed rule on margin requirements for de-
rivatives address three key areas of systemic risk that, taken to-
gether, are an important step forward in addressing the risks
posed, particularly by the largest, most systemically important fi-
nancial institutions.

In April of this year, the banking agencies finalized an enhanced
supplementary leverage ratio final rule for the eight largest and
most systemically important bank holding companies and their in-
sured banks. This rule strengthens the supplementary leverage
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capital requirements well beyond the levels required in the Basel
IIT Accord. The enhanced supplementary leverage standards will
help achieve one of the most important objectives of capital re-
forms, addressing the buildup of excessive leverage that contributes
to systemic risk.

Just last week, the Federal banking agencies issued a joint inter-
agency final rule implementing a liquidity coverage ratio. During
the recent financial crisis, many banks had insufficient liquid as-
sets and could not borrow to meet their liquidity needs, which
greatly exacerbated the depth of the crisis. The liquidity coverage
ratio standard will be the first quantitative liquidity requirement
in the United States and is an important step toward bolstering
the liquidity position of large internationally active banking organi-
zations.

And, finally, establishing margin requirements for over-the-
counter derivatives is one of the most important reforms of the
Dodd-Frank Act. Before the crisis, some institutions entered into
large OTC derivative positions without the prudent exchange of col-
lateral, or margin, to support those positions. The margin require-
ments required by the proposed rule should promote financial sta-
bility by reducing systemic leverage in the derivatives marketplace.

The FDIC and the Federal Reserve have completed their reviews
of the 2013 Resolution Plans submitted to the agencies by the 11
largest, most complex bank holding companies as required by Title
I of the Dodd-Frank Act. On August 5, the agencies issued letters
to each of these firms detailing the specific shortcomings of each
firm’s plan and the requirements for the 2015 submission. While
the shortcomings of the plans varied across the firms, the agencies
identified several common features of the plans’ shortcomings, in-
cluding unrealistic or inadequately supported assumptions and the
failure to make or even to identify the necessary changes in firm
structure and practices to enhance the prospects for orderly resolu-
tion.

The agencies will work closely with the companies to implement
required improvements in the resolution plans, including simpli-
fying their legal structures, amending derivative contracts to pro-
vide for a stay of early termination rights, ensuring continuity of
critical operations during bankruptcy, and demonstrating oper-
ational capabilities to produce reliable information in a timely
manner. The agencies are also committed to finding an appropriate
balance between transparency and confidentiality for proprietary
and supervisory information in the resolution plans.

Finally, in its role as supervisor of the majority of the community
banks in the United States, the FDIC has been engaged in a sus-
tained effort to better understand the issues related to community
banks, those institutions that provide traditional relationship-based
banking services in their local communities. Since the beginning of
this year, FDIC analysts have published new papers dealing with
consolidation among community banks, the effects of long-term
rural depopulation on community banks, and the efforts of minority
depository institutions to provide essential banking services in the
communities they serve. We have also instituted a new section of
the Quarterly Banking Profile that focuses specifically on commu-
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nity banks and are providing technical assistance to them, includ-
ing assisting with critical cyber risks.

Mr. Chairman, that concludes my remarks. I would be glad to re-
spond to your questions.

Chairman JOHNSON. Thank you.

Comptroller Curry, please proceed.

STATEMENT OF THOMAS J. CURRY, COMPTROLLER OF THE
CURRENCY, OFFICE OF THE COMPTROLLER OF THE CUR-
RENCY

Mr. CURRY. Chairman Johnson, Ranking Member Crapo, and
Members of the Committee, I am pleased to appear here today to
provide an update on the steps the OCC has recently taken to fur-
ther enhance the effectiveness of our bank supervision and to pro-
vide a status report on the completed and current projects required
by the Dodd-Frank Act.

Like my colleagues, I, too, however, would like to first thank
Chairman Johnson for his guidance and steady leadership over the
years. I have been in public service for a long time and learned
early on that when Congressman Johnson or Senator Johnson had
something to say on a financial matter, it was worth listening to.
I thank you for your years of service and wisdom and wish you well
in your retirement.

In the 4 years since passage of the Dodd-Frank Act, new tools
have been developed and new rules have been put in place to ad-
dress regulatory gaps and to create a stronger financial system. For
our part, we at the OCC have completed all of the Dodd-Frank
rulemakings for which we have sole responsibility. For those inter-
agency rulemakings that remain to be completed, I believe we have
made good progress to date and anticipate finalizing many of them
in the near term.

Since the crisis, we have also seen steady improvements in the
overall financial condition of the banking system. Despite the im-
proving strength and health of banks, however, I am keenly aware
of the need for supervisors to remain vigilant.

Last week, I was pleased to sign a new rule that not only memo-
rializes the heightened standards we have applied to large, com-
plex banks since 2010, but provides also an enforcement mecha-
nism to compel compliance when necessary. Requiring higher su-
pervisory standards for the largest and most complex banks we
oversee is consistent with the Dodd-Frank Act’s broad objective of
strengthening the stability of the financial system. These height-
ened standards address the need for comprehensive and effective
risk management, an engaged board of directors that exercises
independent judgment, a more robust audit function, talent man-
agement recruitment and succession planning, and a compensation
structure that does not encourage inappropriate risk taking.

Consistent with the heightened standards we are requiring of the
largest banks, we are holding ourselves accountable to supervisory
improvements, as well. Last year, I asked a team of international
regulators to provide a broad, candid, and independent assessment
of our supervision of mid-sized and large banks. The review identi-
fied a number of areas where we performed really well, but also
highlighted areas where we need to improve. The OCC has em-
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braced the team’s findings and taken steps to execute recommenda-
tions that include transformational improvements.

One key improvement includes expanding our Lead Expert Pro-
gram, which will allow us to better compare the operations of the
institutions we regulate to identify trends, best practices, and
weaknesses. Another change will improve our ability to identify
systemic risk by enhancing our risk monitoring processes and re-
porting, and that fits squarely with the semi-annual public reports
by our National Risk Committee. Those reports highlight emerging
industry trends and identify those risk areas where we will focus
our resources.

While the OCC has taken many steps to improve our supervision
of large banks, we also recognize the impact of our activities on
community banks. While we are focused on strong and effective su-
pervision, we are always mindful of the need to avoid unnecessary
burden on community banks. We have responded by tailoring our
supervisory programs to the risks and complexity of a bank’s activi-
ties. In each rulemaking, the OCC has sought and listened to the
concerns of community banks. As an example, the lending limits
rule provides a simpler option for small banks to use for measuring
credit exposures, and the final domestic capital rules address con-
cerns of small banks with respect to the treatment of TruPS, accu-
mulated other comprehensive income, and residential mortgages.

My written statement includes a full status report on the many
Dodd-Frank Act rulemakings the OCC has been involved in and
our efforts to better coordinate with other domestic and inter-
national regulators. My statement concludes with an update of our
activities to shore up the industry’s defenses against cyberthreats,
which I regard as one of the most significant emerging issues fac-
ing the industry.

Thank you again, and I would be happy to answer the Commit-
tee’s questions.

Chairman JOHNSON. Thank you.

Director Cordray, please proceed.

STATEMENT OF RICHARD CORDRAY, DIRECTOR, CONSUMER
FINANCIAL PROTECTION BUREAU

Mr. CorDRAY. Chairman dJohnson, Ranking Member Crapo,
Members of the Committee, thank you for the opportunity to testify
today about implementation of the Dodd-Frank Act.

It will surprise nobody to learn that I will join my colleagues in
expressing our respect and admiration for your leadership on finan-
cial reform and in this body. Your obvious commitment to fair con-
sumer financial markets set an example for this Bureau in our
work that, I think, is improving the lives of so many people across
your State and this country. And, I will always remember your per-
sonal kindness and your family in welcoming me to South Dakota
and having me hear from your constituents about these issues, and
your personal kindness, in particular, in advising me that if I pro-
nounced the State capital as “Pierre” rather than “Pier,” that
would make me a dude.

[Laughter.]

Mr. COrRDRAY. The Consumer Financial Protection Bureau, as
you know, is the Nation’s first financial agency whose sole focus is
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on protecting consumers in the financial marketplace, and over the
past 3 years, we have made considerable progress in fulfilling our
rulemaking, supervisory, and enforcement responsibilities to pro-
tect people across this country.

Our initial focus, as directed by Congress, by all of you, was to
address deep problems in the mortgage market that helped precipi-
tate the financial crisis. We began by issuing a series of mortgage
rules that took effect early this year. They require creditors to
make reasonable good faith assessments that borrowers are able to
repay their loans, address pervasive problems in mortgage serv-
icing that caused so many homeowners to end up in foreclosure,
and regulate compensation practices for loan originators, among
others. We have worked closely with industry housing counselors
and other stakeholders to ensure the rules are implemented
smoothly and timely.

Last fall, we also issued another mortgage rule to accompany a
goal long urged in the Congress, which was to consolidate and
streamline Federal mortgage disclosures under various laws. The
new “Know Before You Owe” mortgage forms are streamlined and
simplified to help consumers understand their options, choose the
de];lll that is best for them, and avoid costly surprises at the closing
table.

This summer, we also issued a proposed rule required by Con-
gress to implement changes made to the Home Mortgage Disclo-
sure Act. As with the redesign of the mortgage disclosure forms, we
believe this rulemaking presents an opportunity to reduce unwar-
ranted regulatory burdens.

As each of these initiatives proceeds, we are working diligently
to monitor the effects of our rules on the mortgage market and
make clarifications and adjustments to our rules where warranted.
Right now, for instance, we are pursuing further research to deter-
mine how best to define the scope of statutory provisions for small
creditors that operate predominately in rural or underserved areas
in order to promote access to credit in those areas.

We are also addressing pressing issues in nonmortgage markets,
including the first consumer protections ever for remittance trans-
fers—international money transfers, that is—and a series of larger
participant rules to supervise operations and activities in other
markets. And, we are currently in the process of developing pro-
posed rules on prepaid cards, debt collection, and payday lending.

Another key task for the Bureau has been to build effective su-
pervision and enforcement programs to ensure compliance with
Federal consumer financial laws. For the first time ever, we have
the authority to supervise not only the larger banks, but also a
broad range of nonbank financial companies, including mortgage
lenders and servicers, payday lenders, student loan originators and
servicers, debt collectors, and credit reporting companies.

We made it a priority to coordinate the timing and substance of
examination activities with our Federal and State regulatory part-
ners. Our supervision program is helping to drive cultural change
within financial institutions that places more emphasis on treating
customers fairly. Our work has strengthened compliance manage-
ment at the large banks and caused many large nonbank firms to
implement such systems for the first time.
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Consistent enforcement of the laws under our jurisdiction bene-
fits consumers, honest businesses, and the economy as a whole. To
date, our enforcement actions have resulted in $4.7 billion in relief
for 15 million consumers who were harmed by illegal practices.

For example, with officials in 49 States, we took action against
the Nation’s largest nonbank mortgage loan servicer for misconduct
at every stage in the mortgage servicing process. With 13 State At-
torneys General, we obtained $92 million in debt relief for 17,000
servicemembers and others harmed by a company’s predatory lend-
ing scheme that inflated prices for electronics.

We worked with the Department of Justice to order a large auto
lender to pay $80 million in damages to 235,000 Hispanic, African
American, and Asian and Pacific Islander borrowers because of dis-
criminatory practices, the largest amount the Federal Government
has ever secured in an auto lending discrimination case. And, we
took action against two of the Nation’s largest payday lenders for
various violations of the law, including the Military Lending Act.

The core of our mission is to stand on the side of consumers and
make sure they are treated fairly in the financial marketplace. We
have now handled 440,000 consumer complaints and counting and
secured monetary and nonmonetary relief on their behalf, including
many people in each of your States. We are working on other re-
sources for consumers to help them better understand the choices
they make in the marketplace.

I would like to say that my outstanding colleagues at the Bu-
reau, as well as the leaders of our Federal agencies represented on
this panel, are strongly dedicated to a shared vision of a healthy
financial marketplace and we are working together well to achieve
this goal.

Thank you, and I look forward to your questions.

Chairman JOHNSON. Thank you.

Chair White, please proceed.

STATEMENT OF MARY JO WHITE, CHAIR, SECURITIES AND
EXCHANGE COMMISSION

Ms. WHITE. Thank you. Chairman Johnson, Ranking Member
Crapo, and Members of the Committee, thank you for inviting me
to testify about the SEC’s ongoing implementation of the Dodd-
Frank Act and our efforts to reduce systemic risk, close regulatory
gaps, and better protect investors.

Chairman Johnson, I am a relative newcomer to this Committee,
but I certainly want to add my admiration for you, your profes-
sionalism, your leadership of this Committee, and your support,
really, for all of our efforts. So, thank you very much.

As you know, the Dodd-Frank Act gave the SEC significant new
responsibilities and included some 90 provisions that require com-
plex SEC rulemaking. The SEC has made quite substantial
progress implementing our Congressionally mandated rulemaking
agenda as we have simultaneously continued our broader core re-
sponsibilities of pursuing securities violations, important discre-
tionary rulemaking, reviewing public company disclosures, inspect-
ing the activities of regulated entities, and maintaining fair and ef-
ficient markets, which has included a continuing review and initia-
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tives to enhance the quality of our equity and fixed income mar-
kets.

Since I became Chair in April of last year, we have focused on
eight key areas of SEC responsibility mandated by the Dodd-Frank
Act: Credit rating agencies, asset-backed securities, municipal advi-
sors, asset management including regulation of private fund advis-
ers, over-the-counter derivatives, clearance and settlement, propri-
etary activities by financial institutions, and executive compensa-
tion.

Specifically, in furtherance of these regulatory objectives, the
Commission has to date created a new regulatory framework for
municipal advisors, advanced significant new standards for the
clearing agencies that stand at the center of our financial system,
along with our fellow regulators implemented new restrictions on
the proprietary activities of financial institutions through the
Volcker Rule, finalized rules intended to strengthen the integrity of
credit ratings by reducing conflicts of interest in ratings and im-
proving their transparency. These rules were adopted on August 27
and implemented actually 14 credit rating agency rulemakings.

We have adopted significantly enhanced disclosures of asset-
backed securitizations, also adopted last month. We completed re-
forms in July to address risks of investor runs in money market
funds, a systemic vulnerability in the financial crisis, pushed for-
ward new rules for previously unregulated derivatives, begun im-
plementing additional executive compensation disclosures, put in
place strong new controls on broker-dealers that hold customer as-
sets, reduced reliance on credit ratings, and barred bad actors from
private securities offerings.

Since April 2013, the SEC has proposed or adopted nearly 20 sig-
nificant Dodd-Frank Act rules and thus far has proposed or adopt-
ed in total rules to address about 90 percent of all the provisions
of the Dodd-Frank Act that mandate Commission rulemaking.

In the eight categories of mandated rulemaking that I have iden-
tified, the bulk of our work is completed or nearing completion. Our
focus now is on finishing our Title VII and executive compensation
rules as required by Dodd-Frank.

We have also worked closely with our fellow financial regulators
to ensure that our financial regulatory system works overall to pro-
tect against risks, both by promoting financial stability and sup-
porting a sensible and integrated financial regulatory framework
that works effectively for market participants. The Financial Sta-
bility Oversight Council established by the Dodd-Frank Act, on
which I participate as a member, serves a critical role in that ef-
fort.

While the SEC has made significant progress on both our Dodd-
Frank and JOBS Act rulemakings, more remains to be done, and
we must continue our work with intensity. As we do so, we must
be deliberate as we consider and prioritize our remaining mandates
and deploy our broadened regulatory authority, supported by ro-
bust economic analysis. Progress ultimately will be measured based
on whether we have implemented rules that create a strong and ef-
fective regulatory framework and stand the test of time under in-
tense scrutiny in rapidly changing financial markets. We must be



12

focused on fundamental and lasting reform that will protect inves-
tors and our markets and safeguard our financial system.

Thank you again for the opportunity to testify today. I would be
happy to answer any questions.

Chairman JOHNSON. Thank you.

Chairman Massad, please proceed.

STATEMENT OF TIMOTHY G. MASSAD, CHAIRMAN, U.S.
COMMODITY FUTURES TRADING COMMISSION

Mr. MAssAD. Thank you, Chairman Johnson and Ranking Mem-
ber Crapo and Members of the Committee. I am pleased to testify
before you today on behalf of the Commission.

While this is my first appearance as CFTC Chair, I also want to
add my thanks to you, Chairman Johnson, particularly with re-
spect to my prior role at Treasury overseeing the TARP program.
It was very unfortunate, of course, that we ever had to implement
TARP, but I appreciate your support for all of our efforts to sta-
bilize the system.

Before I begin, I would also like to note that my fellow Commis-
sioner, Chris Giancarlo, is here. He, like me, is a new member of
the Commission and I am pleased that he is here today.

I would like to review our progress in implementing the Dodd-
Frank Act, Congress’s response to the worst financial crisis since
the Great Depression. We must never forget that this crisis im-
posed terrible costs on all Americans—millions of jobs lost, homes
foreclosed, many businesses shuttered, and many retirements and
college educations deferred. And, that is why implementation is so
important.

In Dodd-Frank, Congress enacted four basic reforms of the swap
market: Increased oversight of major market players; clearing of
standardized transactions on central clearinghouses; transparent
trading of standardized transactions on regulated platforms; and
regular reporting for increased market transparency.

The CFTC has made substantial progress in implementing these
reforms. First, we have put in place a framework for the oversight
of swap dealers and major swap participants. Today, 104 swap
dealers and 2 major swap participants are provisionally registered,
and we require them to observe strong risk management practices
and business conduct standards.

Second, standardized swaps must now be cleared with a reg-
istered clearinghouse so that risk can be better monitored and miti-
gated. In December 2007, only 16 percent of outstanding trans-
actions measured by notional value were cleared, according to in-
dustry estimates. Last month, 60 percent were cleared. In addition,
last month, an estimated 85 percent of index credit default swaps
were cleared.

Third, standardized swaps must also be traded on a regulated
platform. There are currently 22 swap execution facilities tempo-
rarily registered and volumes are growing.

And, fourth, rules for data reporting are in place. All swaps,
whether cleared or uncleared, must be reported to swap data re-
positories. We have four SDRs provisionally registered and oper-
ating.
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And, in getting us where we are today, no group deserves more
credit than the hard working staff of the agency, and I want to
publicly thank them for their extraordinary contributions.

But, much work remains to be done. Let me highlight a few pri-
orities. First, as we gain experience with new regulations, we will
likely make adjustments to the rules. With reforms as significant
as these, this is to be expected. And, in particular, we want to
make sure the new rules do not place undue burdens on commer-
cial end users that were not responsible for the crisis and that de-
pend on these markets to hedge risk. We will also be mindful of
their interest as we complete the small number of remaining rules
required by Dodd-Frank.

To that end, I have scheduled a public meeting on September 17
where we will consider a rule governing special entities, like public
power companies. The Commission will also consider at that time
a proposed rule on margin for uncleared swaps similar to the rules
put forward last week by my banking regulator colleagues here
today.

Second, for reforms to succeed, global regulators must work to-
gether to harmonize rules as much as possible. I have been very
focused on this effort since the day I took office.

Third, we must make sure that market participants comply with
the rules. Strong enforcement and compliance efforts are vital to
maintaining public confidence and participation in our markets.

And, fourth, technology and data management are priorities. The
CFTC is leading an international effort to establish consistent
standards for reporting, and we will also make sure the SDRs and
market participants report data accurately and promptly, as this is
critical to effective market oversight and transparency.

All of these tasks require resources. While the agency staff is ex-
cellent and we will do all we can with what we have, I believe the
CFTC’s current financial resources are insufficient to fulfill our in-
creased responsibilities. I hope to work with Congress to address
this need.

The United States has the best financial markets in the world,
the most dynamic, innovative, competitive, and transparent, and
they have been an engine of our economic growth and prosperity.
Effective oversight is vital to maintaining those strong financial
markets.

Thank you again for inviting me today and I look forward to your
questions.

Chairman JOHNSON. Thank you all.

I will now ask the Clerk to put 5 minutes on the clock for each
Member’s questions.

My first question is for each of the panelists. What Wall Street
Reform rules will be finalized before the end of the year by your
agency? For example, should we expect a final risk retention rule
or rule on long-term debt to facilitate an orderly resolution? Gov-
ernor Tarullo, let us begin with you and go down the line.

Mr. TARULLO. Senator, I would expect that we will finalize the
financial sector concentration rule. And, with respect to risk reten-
tion, I am interested, actually, to hear what some of my colleagues
say. I do not know whether I would say by the end of the year, but
I think we are definitely in the home stretch.
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Mr. GRUENBERG. Mr. Chairman, the agencies have been working
hard on the risk retention rule and I think we are in the end game.
And, I would hope, without making predictions, that we could com-
plete that rulemaking by the end of the year.

And, you mentioned the long-term debt rule. As you know, the
FDIC has been working cooperatively with the Fed on that rule
and I am hopeful the Fed will be able to move forward on that
area, as well.

Mr. CURRY. I, too, would hope to complete the risk retention rule
by the end of the year. The OCC is certainly committed to devoting
the appropriate resources to get it done, and I hope to be able to
work cooperatively with both the Federal banking agencies and the
housing-related agencies, as well.

Mr. CORDRAY. Mr. Chairman, we are not directly involved in the
risk retention rule, but we take an interest in it as it overlaps with
our qualified mortgage rule to some significant degree.

We continue to work on the HMDA implementation and the
mortgage rules implementation, generally. We will have other larg-
er participant rules that allow us to supervise other financial mar-
kets before the end of the year. And, we continue to work, as I said,
on a number of other issues that are not mandated by Dodd-Frank
but are an important part of implementing its goals.

Ms. WHITE. With respect to the Dodd-Frank Act, as I mentioned
in my oral testimony, we expect to focus on Title VII and the execu-
tive compensation rules. I do not say they will be finished by year
end, but we will be focusing on those. I do expect to work with our
fellow regulators in completing the credit risk retention rule.

Outside of Dodd-Frank, we expect to pursue by the end of the
year Regulation SCI, which is Systems Compliance and Integrity,
as well as other initiatives in the equity market structure area.

Mr. MassAD. Mr. Chairman, we are not part of the risk retention
rule, but we will, as I noted, be acting on a rule for special entities
next week which addresses some of the smaller end-user concerns.
We will also be acting on a reproposal of the margin rule. Of
course, with the public comment period, we may not quite get that
finalized by the end of the year.

Most of our rules are done, so, again, we are very focused on
looking at them and making sure we have addressed some of the
end-user concerns.

Chairman JOHNSON. Thank you.

Governor Tarullo, your staff has indicated that the Fed is taking
a two-track approach with capital rules for insurance companies,
including one approach the Fed could use if Congress enacts legis-
lation that the Senate passed unanimously months ago to provide
the Fed with more flexibility to tailor rules for insurance compa-
nies. Is it important for Congress to enact that law soon to provide
for more appropriate rules for insurance companies?

Mr. TARULLO. Senator, it would be very welcome if the House
would follow your lead and enact that to give us the kind of flexi-
bility in making an assessment on liability vulnerabilities of insur-
ance companies that are unique to insurance companies. We will
continue with our two tracks of planning. We are going to conduct
a quantitative impact study to try to develop some more informa-
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tion on insurance industry specific products, but it would be very
helpful. Thank you.

Chairman JOHNSON. Chairman Gruenberg, in August, you an-
nounced that the living wills for the 11 largest banking organiza-
tions contain important shortcomings. You have given each of these
banking organizations until July 1 of 2015 to submit a resolution
plan that addresses the shortcomings. What will your agency be
doing in the next year to monitor these banks and their efforts to
address their living will shortcomings?

Mr. GRUENBERG. Mr. Chairman, as I indicated in my opening
statement, we have, in effect, now given each of the 11 firms a de-
tailed road map of changes they need to make to improve the re-
solvability of their firms. We anticipate—by “we,” I mean the FDIC
and the Federal Reserve, which worked together jointly on these
letters—to give the firms direction and guidance to follow through
on compliance and implementation of the directions contained in
those 11 letters.

Chairman JOHNSON. Senator Crapo.

Senator CRAPO. Thank you, Mr. Chairman.

I, too, in my first question, want to talk to each of the agencies,
but I am going to do it in segments. I am focusing in this question
on EGRPRA, the Economic Growth and Regulatory Paperwork Re-
duction Act, which, as you know, has requirements in it for reviews
that are statutorily mandated to evaluate existing regulations to
identify outdated, unnecessary, or unduly burdensome regulations.
It was actually this Act that we used some years back when we
made some very good progress working with many of you to pass
a significant Regulatory Relief Act.

I understand that the Federal Reserve, the FDIC, and the OCC
are already well into and have been going—well underway and are
going down the road of doing this, and so my first question is to
the three of you, which is, will you commit that your agencies will
provide us with a list of—or a table of regulations that fit this cat-
egory that we could evaluate for regulatory reform purposes, and
specifically with focus on community banks?

Mr. CURRY. Mr. Chairman, I am currently the Chairman of the
FFIEC, which is overseeing the EGRPRA process, and I think our
objectives are totally in tune with your objectives that you stated
today. The focus of our review of unnecessary or burdensome rules
is really focused on community banks.

Senator CRAPO. Good.

Mr. CURRY. We are also looking to make sure that we get ade-
quate input from community bankers directly, so we will be holding
a series of outreach sessions throughout the country to take in that
information. And then, ultimately, we do intend to do two things:
One, to make changes that we have complete control over in terms
of regulations and policy statements, but also to file a report with
Congress in which we would make recommendations for appro-
priate statutory changes.

Senator CRAPO. Thank you.

Mr. GRUENBERG. I would simply add that I agree with everything
the Comptroller said. The EGRPRA process actually offers the
agencies a nice opportunity to take an overview of the regulatory
compliance issue and identify opportunities both for addressing
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unneeded regulatory requirements, as well as opportunities for any
statutory change. This has been a focus of attention and priority,
certainly for our three agencies. As the Comptroller indicated, we
are planning a series of public hearings around the country. We
will be participating directly in some of those hearings and we view
it as a good opportunity to take a broad overview of this.

Senator CRAPO. Thank you.

Governor Tarullo.

Mr. TARULLO. Tom gave a good summary, Senator, I think, of
where the three banking agencies are and I agree with him.

Senator CRAPO. All right. Thank you very much.

And then to the other three, as I understand it, the CFPB is cov-
ered by this law, also, but the timing is not necessarily kicking in
at the same timeframe for the CFPB, and the CFTC and SEC are
not technically under the law. But, my question to the three of you
is that, regardless of that, will you pursue the same process and
help to provide us with your evaluation of the kind of unnecessary
or unduly regulatory burdensome regulations that we have, and in
particular with regard to community banks?

Mr. CorDRAY. I will simply say, I am part of the FFIEC. We are
following, as the Comptroller indicated as Chairman of that body,
his lead on regulatory burden review. We have our own statutory
provision that requires a 5-year look-back on all rules that the
CFPB promulgates. We have been actively involved with industry
looking at the mortgage rules to see if there are tweaks that are
needed as we go, and we have made a number of those to assist
compliance. We also have had our own streamlining initiative,
which led to work on the ATM sticker issue, which Congress ulti-
mately resolved, and we provided technical assistance on that, and
relief on the Annual Privacy Notices, which is coming very soon in
final form.

Senator CRAPO. Thank you.

Ms. WHITE. And, I think, Senator Crapo, you are correct. I do not
think the statute applies to us, but I am very much committed to
reviewing our rules in that fashion. We also are obviously in con-
stant contact with those who our rules impact. Our rules do not
generally have as much impact on community banks.

One of the other things that I have tried to do since I became
Chair is also to review our major rules, both JOBS Act and Dodd-
Frank and others, as they come out the door so that we are making
changes, making them more efficient, stronger, as we go.

Senator CRAPO. Thank you.

And, Mr. Massad, could you be real fast, because I have got to
get one more question in here.

Mr. MassaD. Certainly. We agree with the goal, Senator, and
will be happy to work with your office on it.

Senator CRAPO. Thank you. I appreciate that.

My next question is for Governor Tarullo, and, Governor, in your
testimony and in your speech at the Federal Reserve Bank of Chi-
cago’s Annual Bank Structure Conference, you called for raising
the trigger when a bank is systemically important from $50 billion.
I would like you, if you would for us, please, to just expand on your
thinking there, because I agree with you very strongly and I hope
we can make progress in this area.
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Mr. TARULLO. Senator, I think we have had the benefit now of
several years of stress testing under both Dodd-Frank and also our
capital requirements assessment process, and I think we have just
concluded that, given the intensity and the complexity of the work
around the really good stress testing which we believe is necessary
for the largest firms, we have not felt that the additional safety
and soundness benefits of that really aren’t substantial enough to
warrant the kinds of expenditures that banks above $50 billion but
well below the largest systemically important institutions have to
expend. Their balance sheets are pretty easily investigated by us,
and their lending falls in a fairly discrete number of forms. So, in
thinking about it, we just thought that having some experience put
us in a better position to make that judgment, and that is why I
mentioned it in the Chicago speech.

Senator CRAPO. Well, thank you. I think your observation is very
well taken and is one of those examples of what I am talking about
here today, as well, where we need to find places where we can re-
solve some of these unnecessary burdens that are causing dif-
ficulty. Thank you.

Chairman JOHNSON. Senator Schumer.

Senator SCHUMER. Thank you, Mr. Chairman. I thank the wit-
nesses.

Now, as we speak, the Treasury Secretary and Secretary of
Transportation are holding a summit with leaders across the coun-
try to encourage greater investment in infrastructure projects. But,
unfortunately, the Administration’s effort to promote greater in-
vestment in infrastructure fly in the face of rulemaking finalized
last week by the Fed, the OCC, and the FDIC. By excluding munic-
ipal bonds from being considered as high-quality liquid assets, Fed-
eral regulators have run the risk of limiting the scope of financial
institutions willing to take on investment-grade municipal securi-
ties, which we know are the lifeblood of development in this coun-
try.

My city and State, New York City and State, rely on this financ-
ing to pave roads, bridges, and start construction in new schools,
but it is not just New York. Any city or State that have made
tough decisions to protect their credit ratings—Chicago, Philadel-
phia, California—are susceptible to the impact of this rule. Invest-
ment-grade municipal bonds not only serve as the mechanism
through which we are able to create bonds and finance critical in-
frastructure, but the securities service high-quality assets that ade-
quately cover liquidity outflows in periods of stress.

I certainly support regulatory efforts to ensure the banking sec-
tion is able to absorb shocks in times of financial and economic
stress, as well as enhanced liquidity, but I have not yet heard a
convincing argument why, for instance, corporate debt can be con-
sidered a high-quality asset but investment-grade municipal securi-
ties cannot. Investment-grade municipal bonds have comparable, if
not better, trade, volume, and price volatility, and they performed
well through the financial crisis. In fact, in 2008 and 2009, price
declines on AAA corporate bonds were greater than the price de-
clines on both AA municipal general bonds and revenue bonds.
And, this does not even touch on the fact the new rule permits for-
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eign sovereign debt to be qualified as HQLA while these municipal
bonds are not.

And, the exclusion of this type of debt from counting toward li-
quidity coverage for banking institutions has the potential for
States and municipalities to both increase the cost of interest pay-
ments and decrease investment by the largest banking institutions
in infrastructure. Now, more than ever, we should be wary of blunt
policies that have the potential to negatively impact the municipal
bond market and, ultimately jobs.

The debt issuances from certain States and local municipalities
are considered high-quality liquid assets by markets and should be
treated as such by the rule. Developing criteria to assess liquidity
and performance of various municipal bond offerings is a more nar-
rowly tailored approach that was absent from the rule finalized last
Wednesday. I hope all three agencies will reassess the finalized
rule and issue supplemental rules that appropriately account for
these instruments.

So, here are my questions. First, Governor Tarullo, I know this
rule is something you have looked at closely. I was particularly
struck by your comments last week in which you acknowledged
that, quote, “Staff analysis suggests that the liquidity of some State
and municipal bonds is comparable to that of the very liquidity of
corporate bonds that can qualify as HQLA,” and indicated the staff
has been working on some idea for determining criteria for such
bonds which might be considered for inclusion. Would you mind
discussing what types of ideas do you believe are appropriate, and
specifically, whether these ideas would allow for greater flexibility
so that certain investment-grade municipal bonds could be consid-
ered high-quality liquid assets.

And, then, after you opine, I would like to ask Chairman
Gruenberg and Comptroller Curry if they think a rule that pro-
vides greater flexibility in this area would be something that is im-
portant to look into.

Governor Tarullo.

Mr. TARULLO. Thank you, Senator. As you noted, we, the Board,
asked the staff to prepare a proposal that would allow for recogni-
tion as high-quality liquid assets those State and municipal bonds
which are in the same league with very liquid corporates, and what
we have asked the staff to do is an analysis of the liquidity charac-
teristics of State and munis, taking into account daily trading vol-
umes. There are some differences in those markets, but our anal-
ysis during the course of the comment period suggested that there
ought to be a way of identifying the more liquid State and munis,
because if they are really liquid, we really do want banks to be able
to take that into account in thinking about their maturity lengths.

Senator SCHUMER. Right. So, you want some comparability here
and you do not want to lump all municipal bonds in one pot.

Mr. TARULLO. That is correct, Senator.

Senator SCHUMER. OK. Chairman Gruenberg.

Mr. GRUENBERG. Senator, I

Senator SCHUMER. The question to you is, would you consider re-
vising this rule if the analysis shows that the liquidity levels are
similar.

Mr. GRUENBERG. The short answer is yes, Senator
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Senator SCHUMER. Good.

Mr. GRUENBERG. ——and I indicated in my remarks at our Board
meeting that we would monitor carefully the impact on the market,
and if there was reason to make adjustments, we would consider
adjustments.

Senator SCHUMER. Yes. We have loads of our mayors and our fi-
nance directors, as well as Governors, are howling about this, and
so they really think it will impact their markets and they are expe-
rienced to know.

How about Comptroller Curry.

Mr. CURRY. Senator, we are certainly looking forward to dis-
cussing with the Fed any additional research or thoughts that they
may have in this area. If there is a possibility to calibrate a stand-
ard that differentiates certain municipal securities from the broad-
er characteristics, we would look forward to talking to the Fed
about it.

Senator SCHUMER. Would you be open to changing—to modifying
the rule——

Mr. CURRY. Based on——

Senator SCHUMER. ——as Mr. Gruenberg and Mr. Tarullo have
said they would be?

Mr. CURRY. Certainly, based on supporting research or thoughts
from the Fed.

Senator SCHUMER. What does that mean?

Mr. CURRY. [—

Senator SCHUMER. Would you be open to revising the rule?

Mr. CURRY. We are open, but we need to talk with our col-
leagues.

Senator SCHUMER. OK. Thank you, Mr. Chairman, and I thank
you. If all three of you are open to it, and two of you seemed pretty
favorable toward it, I hope you will go ahead and do it, because it
is really important.

Chairman JOHNSON. Senator Corker.

Senator CORKER. Thank you, Mr. Chairman. I appreciate it. I ap-
preciate all of you being here and the job that you do.

Back when Dodd-Frank was being created, each of us were as-
signed certain areas to work on, and our friend Mark Warner and
I worked on Title I and II, and Amy Friend changed it a little bit,
but still pretty good. And, I want to focus on those two areas. I ac-
tually think it was some of the strongest pieces of the Dodd-Frank
bill. And, I noticed that the FDIC and the Fed had a joint letter
relative to the living wills. I will say, in fairness, Senator Warner
was far more focused on the living wills, and I appreciate his ef-
forts in that regard.

But, I noticed that you had a joint statement, and then what
happened after that is the Fed backed away from that and wrote
something separate from the joint letter that really watered down,
if you will, your concern about living wills, which created a concern
for me, because I know that there is a process that gets put in
place if both of you agree that they are inadequate, and, therefore,
by stepping away, that has been watered down to a big degree.
And, T am just curious as to why that took place, and both of you
might want to respond to that.
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Mr. TARULLO. Senator, I did not see any watering down of the
impact of the letters that we agreed on and jointly sent out. What
we jointly agreed on were the measures that we actually want the
banks to take in order to become more resolvable, which, I think,
is the object of this entire exercise. And, so far as I could deter-
mine, there was substantial convergence, certainly at the staff and
principal levels, on those areas where we expect to see progress.

I think the difference was that the FDIC made a determination
of noncredibility of the letters that had been submitted already.
The feeling at the Board was that there are obviously short-
comings—that is why we wanted to get these specifics out—but, we
also thought that it was important to go through another stage of
the iterative process that had been laid out in our reg, and I think
is contemplated by the statute, because that, after all, is the object
here, to get us to the point where the firms are resolvable in bank-
ruptcy as well as under Title II. And, as you will note in our state-
ment, the Fed statement and also in the letters, if the firms are
not able to take the steps that we have jointly indicated they need
to take by next July, the agencies will be prepared to take action
under Dodd-Frank in order to enforce those provisions.

And, so, I think by doing that, by being as specific as we were,
I think we should put to rest any complaints that there was not
enough guidance from the agencies along the way. I think the guid-
ance is out there now and it is actually quite explicit.

Senator CORKER. But, it does have the effect, does it not, of real-
ly slowing down and putting off the institutions taking the steps
they need to take to simplify—there is an iterative process, as you
mentioned, and, I think, by doing what the Fed did, you added a
step to that, did you not?

Mr. TaArRuLLO. Well, I think, actually, what we did was we fo-
cused on what we actually want them to change, and we made it
pretty clear we want a change in the next year. So, I hope there
is no slow-down here. We are certainly not expecting a slow-down.
On the contrary. We are expecting acceleration in their planning
and them to do it with more realistic assumptions than they did
in their prior submissions.

Senator CORKER. One of the things that I think there have been
concerns about is you have been—the FSOC has been given tre-
mendous powers to deal with these entities if you feel like there,
in fact, is any possibility that because of their size or complexity,
they could create a risk to the system. I just want to ask the two
of you, I know we have asked in letter form, several of us, we have
gotten back, as we might expect, semi-nebulous responses. But, is
it a fact or is it not that will you use the powers that are given
to you if these firms—if you find themselves after this year process
not in a place to be resolved appropriately through bankruptcy, will
you take the measures that you have—many people are trying to
pass legislation, but you already have powers within the organiza-
tﬁ)n% to take steps and force them to be less complex. Will you do
that?

Mr. TARULLO. Sure, Senator. That is, I think, again, the object
of the process, is to try to get them to the point of resolvability, but
as we indicated, we are prepared to use the powers granted in
Dodd-Frank if, in fact, they do not get there.
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I might also add that the things I mentioned this morning—the
higher level of surcharges for the most systemically important in-
stitutions, the attention to the short-term wholesale funding
vulnerabilities, and the requirement for a substantial amount of
subdebt that could be convertible—are all measures that are actu-
ally intended in the same direction, which is to ensure both the re-
siliency and the resolvability of these institutions.

Mr. GRUENBERG. Senator, if I could just add, I think the answer
to your question is yes, we will be prepared to use the authorities
of the statute. We have laid down a clear marker at the Fed and
the FDIC for these firms in terms of the kinds of changes that need
to be made.

And, if T may, I would underscore the agreement between the
two agencies on the substance of the letters, which, I think, was
really very solid and meaningful. Think the firms are clearly on no-
tice that there is an expectation of compliance with the directions
in the letters, and there is a joint commitment by the two agencies
to follow through on that.

Senator CORKER. Well, I thank you, and Mr. Chairman, I appre-
ciate the time. I will say that a big part of the concerns that were
expressed during that time in the passage of the bill was about the
extraordinary actions that we and the American people had to take
during that time. And, unless you, especially the two of you, are
willing to take the steps that are necessary to ensure that these
organizations are not too complex to be resolved through bank-
ruptcy, then all is for naught. So, I hope you will. I thank you for
your work, and I appreciate the time, Mr. Chairman.

And, by the way, thank you for creating a bipartisan atmosphere
on the Committee, too, since everybody is apparently thinking you
are going to be Chairman of the Universe after this

[Laughter.]

Chairman JOHNSON. Senator Menendez.

Senator MENENDEZ. Thank you, Mr. Chairman.

Madam Chair, you and I have on previous occasions discussed
the CEO pay ratio provision I offered in the Wall Street Reform
law, which requires companies to disclose the ratio of compensation
of their chief executive with the pay of median workers. This meas-
ure focuses investors’ attention on the relative value a CEO creates
in order to facilitate better checks and balances against insiders
paying themselves runaway compensation packages.

And, while CEOs undoubtedly can create value for companies, so
can ordinary workers across an organization. So, when a CEO asks
for a raise while giving other employees a pay cut, investors should
have this information so they can ask whether this is a value cre-
ation or simply value capture by insiders, especially in an environ-
ment in which incomes for the top 1 percent have grown by more
than 86 percent over the last 20 years, while incomes for everyone
else has grown by less than 7 percent.

As you know from my letters of support, I was pleased to see the
SEC’s proposed rule last year to implement this provision, which,
in my view, accurately reflects the legislative intent that I and oth-
ers intended. Can you please give us an update on the status of
this rulemaking, and when does the SEC expect to finalize it?
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Ms. WHITE. Essentially, as I think I said in my oral testimony,
we are focused for the balance of this year in terms of our Dodd-
Frank mandated rulemakings on Title VII and executive compensa-
tion. Pay ratio is one of those that has been proposed, but not
adopted. It is certainly a priority to complete it this year.

Senator MENENDEZ. So, it is your expectation that you would
complete it this year?

Ms. WHITE. It is my hope and expectation to complete it this
year. The staff is still going through the comments, which were ex-
tensive, and formulating a final recommendation, but that is my
expectation.

Senator MENENDEZ. OK. I hope there will be more expectation
and less hope.

Now, let me turn to, Chair White, this summer, the SEC received
its record one-millionth public comment supporting a rule to re-
quire public issuer companies to disclose their political campaign
spending to investors. Supporters include leading academics in the
field of corporate governance, Vanguard founder John Bogle, in-
vestment managers and advisors, and the investing public. Without
disclosure, corporate insiders may be spending company funds to
support candidates or causes that are directly adverse to share-
holders’ interests without shareholders having any knowledge of it.
The amounts being spent may be small or large, but shareholders
have no way of knowing. And, even where the amounts are small
relative to the overall size of the company, the impact on an elec-
tion, and, therefore, on shareholders, can still be very large.

If corporate political spending is material to investors, as the
leading experts in the field and over one million members and the
investing public believe it is, why is not the SEC requiring public
issuer companies to disclose this information? Do you have any
plans to engage in a rulemaking on this issue any time soon?

Ms. WHITE. As you know, we have two petitions actually still
pending before the SEC to require such disclosure. If, in fact, in a
particular company the political spending is material under the
law, that would be required to be disclosed now. The petition is
broader than that.

Again, as, I believe, the Senator and others are aware, we are
very focused on our mandated rulemakings under Dodd-Frank and
the JOBS Act and the staff is currently not working on a proposal
in that area. I do note that a number of companies have voluntarily
made those disclosures and that subject can also be, and often is,
a subject of a proxy proposal.

Senator MENENDEZ. Well, I appreciate where you said your focus
is, but when one million—I think it is very rare that you get one
million public comments in support of a proposal. And, even if you
look at Justice Kennedy’s majority opinion in Citizens United,
which opened the floodgates for corporate election spending and
that presumed that shareholders should have transparency—it pre-
sumed, in his opinion, that shareholders would have transparency
in order to enforce accountability over executives. So, how is it that
investors have control, have that transparency, if they cannot even
get basic information about what is being spent?

Ms. WHITE. I appreciate the intense interest of investors and oth-
ers in this issue. The comment letters, of which there have been
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many, have been on both sides. And, it is an area that I am quite
sensitive to. It is of high interest. But, as I said earlier, at this
point in time, it is not part of our current regulatory agenda. We
are focused on the mandated rulemakings.

Senator MENENDEZ. Well, I appreciate that, as someone who was
here and helped not only devise Dodd-Frank, but also supported it.
I will just close on this comment. You know, I would hope that—
this is true across the spectrum—that all of you realize that while
you may ultimately deal with significant corporations in this coun-
try, that at the end of the day, it is the public who we collectively
seek to serve. And, that is best served by transparency and open-
ness and an opportunity to understand what companies are doing,
whether that is CEO pay to worker pay, or whether that is using
potentially millions of dollars of corporate funds to maybe the dis-
advantage of the very investors who are investing in that company.

And, so, I hope that the hallmark of what we can expect from
all of you, but certainly in this case where you have some par-
ticular unique jurisdiction, is a push toward greater transparency
so that investors really understand what choices they are making
and whether the company is best serving them.

Thank you, Mr. Chairman.

Chairman JOHNSON. Senator Johanns.

Senator JOHANNS. Thank you, Mr. Chairman.

Governor Tarullo, let me go back to the question that the Chair-
man asked you about capital standards relative to insurance com-
panies. I fear we have kind of left you folks in a difficult position.
This bill, as you know, has moved through the Senate by unani-
mous consent, and I thank my colleague, Senator Brown, for his
help on this bill. So, I think, on the Senate side, we are in pretty
good shape. It is even kind of rarer that things would move by
unanimous consent, but this did.

On the House side, it has not happened yet. We hope it will. In
fact, my sincere desire is that that will happen very quickly, cer-
tainly by the end of the year, but we do not know if that is going
to happen, and there you are. You are caught in this kind of limbo
situation of what do you do here.

So, let me ask you, how are you folks handling this? Is there a
track for this law passing and a separate track for this law not
passing and you having to cobble something together that, hope-
fully, complies with Dodd-Frank? How are you dealing with this in
this interim period of time?

Mr. TARULLO. Senator, you have intuited correctly. We are trying
to think about it under both alternatives. Under one alternative,
we would be able to take account of the different liability structure
of core insurance kinds of activities, and that would allow us to
shape capital requirements at the consolidated holding company
level in a way that fully took account of those differences in busi-
ness models.

In the absence of the legislation, we will still be able to do some
things, because there are insurance products that do not resemble
existing bank products. And, so, in some cases, we can, and we are
already planning to, assign different risk weights to those based
upon our assessment of the actual risk associated with those as-
sets. But, that is where the two-tracking is actually taking place.
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I mentioned a little while back the quantitative impact study
that we are doing. By getting more information from the insurance
companies, we hope to actually find a few other areas where, con-
sistent with existing statutory requirements, we could still make
some adjustments.

But in the end, Senator, it does all come down to core insurance
activities and the different kind of liability risks that are associated
with them. The assets are often the same. It is really on that liabil-
ity side of the balance sheet that you feel a difference in what a
property and casualty insurer does as opposed to what a bank does,
and that is what we would like to be able to take into account.

Senator JOHANNS. Your comments lead me to another kind of
whole other area of inquiry that we are not going to be able to get
too far into with the limited time, but let me just throw out a ques-
tion, and this probably impacts other panel members, too. There is
so much about the insurance industry that you are telling us you
want more information on. You want—you have got the quan-
titative impact study, and there are probably some other areas
where you are seeking additional information. And, yet, we have
three insurance companies—Met Life, AIG, Prudential—who have
been designated systemically risky or whatever. How do you do
that? How do you get so far down the road and identify these folks
as being that when, by your own testimony, you acknowledge that
there are things about the insurance industry that you want more
information on?

Mr. TARULLO. So, Senator, I guess I would draw a distinction be-
tween the creation of capital standards for traditional or current
insurance activities, on the one hand, and an assessment of sys-
temic risk on the other. My own reading of the FSOC process with
respect to Prudential and AIG is that there is not a lot of concern
about the core insurance activities of those companies. The con-
cerns were with respect to some nontraditional insurance activities
where runnability is more of a concern, and also with respect to
things that are not insurance activities of any sort. I think that is
where the analysis would allow one to conclude there is systemic
importance.

I personally do not think that the issue of whether there is sys-
temic importance in traditional insurance activities has really been
broached, and I am personally not sure we need to broach it. I
mean, my pretty strong presumption would be that there is not.

Senator JOHANNS. OK. Thank you, Mr. Chairman.

Chairman JOHNSON. Senator Brown.

Senator BROWN. Thank you, Mr. Chairman.

Chair White, I sent you a letter on the SEC’s waiver policies. 1
appreciate your response. We received it yesterday, and we will fol-
low up with you. Thank you for that.

Governor Tarullo, I appreciate especially your comments and
your discussion, and Mr. Gruenberg’s, with Senator Corker. I
thought that was helpful. You say that capital surcharges to the
largest banks could be a good deal higher than the 2.5 percent
Basel rules. An unnamed Fed official told the Wall Street Journal
they could be as high as 4.5 percent. Not surprisingly, the industry
tells us that those additional requirements would be costly, would
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put them at a competitive disadvantage. Tell the Committee why
they are important for financial stability.

Mr. TARULLO. Senator, I would say several things. First, as some
of you may recall, a few years ago, when we were beginning this
exercise on capital surcharges, we did quite a bit of analysis. And,
while we did not think that we could come up with a point estimate
of exactly, precisely what was an appropriate surcharge given the
additional risks to the system and the impact on the system of the
failure of one of these firms, we did come up with a range. And,
in all honesty, the one to 2.5 percent that the Basel Committee con-
cluded, while an important step forward, was at the low end of that
range. And, I think we will feel more comfortable to be somewhat
closer to the middle of the range of estimates of the kind of addi-
tional resiliency that is needed.

The second point I would make is that a few other countries have
already come to similar conclusions. Switzerland has on its own ap-
plied higher surcharges than the Basel approach calls for for its
two large globally active institutions. Sweden and the Nether-
lands—each has one globally systemically important institution—
they have done the same, and I think at least one or two other
countries are thinking of it. I think we are all trying to come to
grips with what we really need in order to provide more assurance
that these firms do not threaten the financial system.

And, the third point I would make, which I alluded to in the
written testimony, is the whole idea of these being increasingly
strict surcharges, higher surcharges as the systemic importance of
the entity increases, is grounded in, the very sound principle em-
bodied in Dodd-Frank that the stringency of these additional pru-
dential standards should increase as the systemic importance of
the firm increases.

Now, why is that important? Well, it is important because of the
potential harm to society if the firm gets in trouble. But, it also
provides the firm with a kind of tradeoff. You know, if the firm
really thinks that it has to be this big and this complicated to en-
gage in a certain set of activities or to have a certain size balance
sheet, then it can do so, but it has to have very high levels of cap-
ital. If, on the other hand, those highest levels of capital appear to
not be worth it, then it has the option of changing what people
have called its systemic footprint.

So, I think, for all of those reasons, this is really a quite impor-
tant step forward globally, for everybody to do surcharges, but, for
us and some other countries to recognize that we need to go a little
further than the minimums that have been provided in Basel.

Senator BROWN. Thank you, and I would note that under these
estimates, it could take the largest banks to a 14 percent require-
ment. There is a great deal of support in this Committee and, I
think, throughout the House and Senate on stronger capital stand-
ards like that.

Comptroller Curry, thank you for your—the OCC finalizing rules
for heightened expectations for—just because of lack of time, I will
not ask you a question, but thank you for that. I think that you
have taken major steps toward changing the culture in board
rooms. I think we are obviously not there yet—I know you think
that, too—changing the culture in terms of risk management and
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elevating risk management to a particularly important part of
large banks’ and holding companies’ decision-making process.
Thank you.

For my final question, Chair White, at your confirmation hear-
ing, I asked you about Industry Guide 3, the SEC’s disclosure rules
for bank holding companies. You responded that you agreed that
a review of these rules, which an SEC staff report says have not
been updated since 1986, that a review was warranted. When can
we expect the SEC to update its Guide 3 disclosures to help make
the largest banks that have increased measurably and dramatically
in both size and complexity in this three-decade time period, when
can we expect you to come forward to make them more trans-
parent?

Ms. WHITE. As part of our disclosure effectiveness review, the In-
dustry Guide 3 is currently under review by the staff. The staff is
in the process of actually preparing recommendations to update
Guide 3, including whether to bring the requirements as they ulti-
mately end up into Regulation SK. If we change our disclosure re-
quirements, they would also be put out for notice and comment. We
have opened a window in connection with this initiative where we
have also been receiving some public comments on that. And, so,
it is moving along.

In terms of the “when” question, I mean, I cannot answer it pre-
cisely, but it is something that we are actively engaged on now. I
actually reached out, I think, in August to Governor Tarullo to in-
vite the Fed’s input into that, too, because, obviously, of their role
over bank holding companies.

Senator BROWN. Thank you. Thanks, Mr. Chairman.

Chairman JOHNSON. Senator Shelby.

Senator SHELBY. Thank you, Mr. Chairman.

You know, we have wrestled with this right here with most of
you for years. Capital—what is adequate capital? What is good cap-
ital? What is liquidity, which, I guess, goes to the basis of what we
are talking about.

In the insurance field, have you shared with the Committee, the
Chairman or the Ranking Member, the methodology of how you
designated some of these big insurance companies, like Met Life
and Prudential and others, as systemically risky? Do you furnish
any of the information to the Committee, or would you be willing
to do that, because this is a topic of more than passing interest
right now. Governor Tarullo?

Mr. TARULLO. So, I have to confess, Senator, that I do not know
the answer to that question. Treasury, as you know, chairs the
FSOC——

Senator SHELBY. OK.

Mr. TARULLO. I do not know whether any of my colleagues know
whether there is a formal submission process to the Committee.

Mr. GRUENBERG. Senator——

Senator SHELBY. Chairman.

Mr. GRUENBERG. I do not know if there is a specific submis-
sion for the Committee. After a final decision is reached, I believe
there is a public document that is released laying out the basis for
the action in some detail, not disclosing proprietary information.
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But, I do not know that there has been a specific communication
to the Committee apart from that.

Senator SHELBY. I know a lot of the people, participants and
CEOs and board members in the insurance company, are really
concerned, because they do not know what direction. I think they
see the direction, but do not know what is happening next in the
field. Is there any way you can give them some certainty there, or
is it just a work in progress as far as you are concerned? You have
designated, what, three big insurance companies? How many? As
systemically risky.

Mr. TARULLO. Oh, there have been final determinations on

two——

Senator SHELBY. Two.

Mr. TARULLO. ——Senator. There has been a news report on a
third.

Senator SHELBY. News.

Mr. TARULLO. But, that is not a complete administrative deter-
mination yet. The third already designated is GE Capital, which is
not insurance.

Senator SHELBY. OK.

Mr. CURRY. Senator

Senator SHELBY. Yes, sir.

Mr. Curry. The FSOC has adopted procedures to outline how we
approach our determinations. I do believe, to answer your question,
that we could probably do a better job in explaining and informing
affected institutions as to how that process works and making sure
that we get the most relevant information possible to make our de-
cision.

Senator SHELBY. Let me get into the surcharge a minute. Some
of our large foreign banks that do business here, will they be sub-
ject to the surcharge, too, above three, what, 3 percent or whatever,
2.5—three percent, 3.5—above Basel III? Governor.

Mr. TARULLO. Senator, that is not our current intention, al-
though as I mentioned a moment ago, a number of the home au-
thorities of countries have already at a consolidated level imposed
higher than Basel levels on their own institutions.

Senator SHELBY. As high as what you are doing here?

Mr. TARULLO. I am not sure anybody would go as high, but that
is probably because those three countries do not have anybody who
is currently in the so-called top buckets.

Senator SHELBY. OK. Well, but do you basically believe, as a
matter of public policy, that large foreign banks doing business in
the U.S. should be subject to—they are—to our regulatory author-
ity and also capital standards?

Mr. TARULLO. Well, yes. That, is, of course, why we

Senator SHELBY. That is what we did

Mr. TARULLO. ——adopted the intermediate holding company
regulatory requirement and made sure that all the operations of
the big foreign banks are brought under one umbrella and they are
subject to capital standards, liquidity standard, and, if need be, res-
olution standards here in the U.S.

Senator SHELBY. Chairman Gruenberg, do you agree with that?

Mr. GRUENBERG. I do, Senator.

Senator SHELBY. Comptroller?
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Mr. CURRY. Yes, Senator.

Senator SHELBY. OK. That is all. Thank you, Mr. Chairman.

Chairman JOHNSON. Senator Warner.

Senator WARNER. Thank you, Mr. Chairman.

I am going to make a couple quick editorial comments before I
get to a question, actually, for Chairman White. First of all, I want
to follow up on what Senator Corker said. We did struggle through
on Title I and II, and the living wills concept or funeral plans, it
was a new idea. There were others, Senator Brown and others, who
had a more clearly defined cap on too big to fail. A fair debate took
place. I think that debate continues to be revisited. And, I would
simply say that—or urge, again, I understand this iterative proc-
ess, but we really need to keep a fire lit underneath this, and if
at some point the FSOC does not act to start using some of these
tools that were given, then I really do question whether we, as well
intentioned as we were, whether we got it right in Title I and Title
II in terms of ending the too big to fail.

So, my editorial comment would be, let us speed up this iterative
process. The fact that we are now going into many, many years of
getting these plans right, we have got to get it right, but I would
also like to see it come to a conclusion, and, I think, some evidence
{:)hat S(()ime of these tools that were broad in grant would actually

e used.

Second, and Governor Tarullo, I was pleased to hear your com-
ments at the outset. I would like to follow up with you both, one,
on looking at the asset cap size of $50 billion may not be the rlght
number. I think we need to acknowledge, again, that historically,
Congress never gets it 100 percent right. You have got to come
back and do fix-it bills, and I think it is time for a fix-it bill around
Dodd-Frank.

I also hope, echoing what Senator Crapo emphasized, that we
tried to put in restrictions on smaller enterprises, community
banks. One part that Senator Crapo raised which I would love to
echo, as well, is the regulatory creep. But, we tried to be explicit
on community banks not falling into some of the more burdensome
regulatory requirements of Dodd-Frank. My fear is that while we
put that in as a legislated exclusion under, I believe $10 billion
cap, that kind of best practices creep has kind of come into that,
and I find repeatedly from smaller institutions enormous additional
marginal cost added. So, I hope you will come back with some spe-
cific suggestions there on how we might look at that.

Chairman White, I cannot get in front of a public session without
echoing once again, urging you to continue to move forward on
JOBS Act. I sent you another letter last Friday. I am again looking
at what is happening, or not happening, for that matter, around
the country on equity fundraising. I still think it is a tool we may
not, again, get 100 percent right, but we have got to try to use that
tool, the sooner the better.

I would like to get to a question. I have been spending some time
looking at the excess complexity in equity trading that, I think,
sometimes allows entrenched firms advantages over smaller firms.
For example, Direct Edge, EDGX, as just one example, has a hun-
dred different ways a share stock can be billed. They have 12 dif-
ferent tiers, seven of which pay customers to trade. And, for some
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certain select customers, the rebate per share fee is greater than
the take fee. I know we have talked about maker taker and some
of these areas. This is a level of complexity further down.

Do you have any specific plans to address complexity in the mar-
ketplace? For example, would the SEC support ensuring trans-
parency for market participants by providing them the ability to
audit the fees or rebates, or even looking at potentially banning
some of these practices? How far down the trail are you at looking
at this issue?

Ms. WHITE. We have a number of initiatives, as actually dis-
cussed publicly in June, with respect to enhancing the trans-
parency of the equity markets, and particularly on the fees. Also
we are talking about initiatives on the conflicts of interest in terms
of complexity of order types. I mean, that is of concern on a number
of fronts. One of the things that I mentioned in that speech, and
then followed up on, is to have the exchanges basically do an audit
of all of those and report back to the SEC. I expect that to be com-
pleted in the fall. It is underway.

We are also looking at, really, across the board a number of other
near-term initiatives and then a broader review of the structural
issues, as well. Our markets are very strong and very reliable, but
that does not mean that enhancements and more level playing field
initiatives cannot and should not be undertaken.

Senator WARNER. I would be very interested in continuing to
work with you on that.

And then, finally—and you may not get a chance to address it
since my time is running out—I am concerned about the increased
leverage ratios among some of the broker-dealers. My under-
standing from your own data, that firms like Barclays are up to-
ward 30-to-1 on their leverage ratios. That is getting close to where
Lehman and Bear Stearns and others were. I hope this is a subject
of some concerns——

Ms. WHITE. Yes, and I probably should get back to you in the in-
terest of time, but certainly, that is an area that is monitored by
us, and FINRA, as well. We can talk about what our net capital
rule does, as well as some initiatives we have to enhance some of
our financial responsibility oversight of broker-dealers, including a
possible rulemaking on leverage.

Senator WARNER. Thank you, Mr. Chairman.

Chairman JOHNSON. Senator Reed.

Senator REED. Well, thank you, Mr. Chairman.

Thank you for this excellent testimony. We have all been sort of
thinking back to some of the challenges of Dodd-Frank. One of the
challenges on derivatives was to have a regime which would be
able to be effective, given that there were two different agencies
that had jurisdiction over derivatives, dictated more by history
than logic. And, my understanding—and, what we did is we in-
sisted upon some joint rulemaking in critical areas, and I under-
stand that this joint rulemaking has been completed. Is that the
case, Chair White, Chairman Massad?

Mr. MASsAD. Yes, that is generally true, and I would just say on
the point of making sure that we work together well, I think that
is certainly a priority of mine. I believe Chair White shares that
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feeling, and we have been in touch on a number of issues already
and our staffs are working together.

Senator REED. Well, let me commend you on that, because as you
understood—as we understood—trying to sort out the lines and cre-
ate different agencies, to do different things—what we tried to do
is basically take the existing structure and make it cooperate and
work more congruently, for want of a better term.

But, let me shift to the SEC. Throughout the course of the testi-
mony, you have pointed out the huge issues that you still have to
face. My calculation is roughly 18 rules left the SEC has to com-
plete with respect to the swaps, including securities-based swaps,
execution facilities, rules governing registered security-based swap
repositories, to rules regarding conflict of interest. And, you have
pointed out that you are prioritizing Dodd-Frank rules. Can you
give us the assurance that these derivatives rules are at the very
top of your list to get done very quickly?

Ms. WHITE. I can assure you of that. We have a number to com-
plete, as you have pointed out. It is a very high priority of mine
to get them done as quickly as we can, but also as well as we can.
And, one of the areas which you also touched on is making sure
that they are workable for this global market as well as strong and
robust, working not only with Chairman Massad on these—I have
the benefit of his rulemaking in a number of those areas—but also
our international counterparts. But, totally committed to getting
them done.

Senator REED. And, Chairman Massad made the point that the
resources are getting pretty thin. Is that the same case in the SEC,
Madam Chair?

Ms. WHITE. It is absolutely the case, Senator.

Senator REED. So, we can talk the talk here about how you have
got to get things done, how it is important and so critical, et cetera,
but if we do not—the Congress—provide you the resources, you
cannot get it done.

Ms. WHITE. I very much appreciate that. And also, I think we all
have to be focused on, the fact that once these rules are finished,
we have to implement them and enforce them, and that takes re-
sources.

Senator REED. Thank you. Let me just quickly shift gears be-
cause we have been talking about what is already on the table that
you have to get done. Some of my colleagues have suggested other
things that you should be interested in. One of the issues, really,
is cybersecurity, Madam Chair. You have public companies that
have been reporting significant problems, which leads me to believe
that they are not alone and that the SEC has to start thinking se-
riously about routine disclosure for two reasons.

One is the investing public should know very quickly that there
is something amiss, but also it is like that old line in the Army.
What people inspect and evaluate, they tend to do more of, and I
think this would be an action-forcing device for companies now that
either feel they are free riders or they are too small, et cetera, to
really begin to think and take seriously their responsibilities to
their shareholders, ultimately, in this area. Are you thinking along
these lines?
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Ms. WHITE. Certainly, in terms of the priority of cyber- and the
long-term risk it is to not only investors, but the country. No ques-
tion about that. As you know, Senator, we issued guidance, disclo-
sure guidance, in 2011. We also, in our Division of Corporation Fi-
nance, continued to review the filings of the companies under that
guidance and get comments on that. I have recently also formed an
interdivisional cyber working group within the SEC to bring all of
the expertise and information together, and that is one of the
things that we will look at, among others. I mean, we also, obvi-
ously, have cyber responsibilities for our registrants——

Senator REED. Right

Ms. WHITE. ——systems and so forth.

Senator REED. You are moving fast. I suggest we all have to
move faster.

Chairman Cordray, thank you for extraordinary work, particu-
larly with the Military Lending Act. Can you explain why it is im-
portant to finalize some of the rules that are pending, and update
the rules to protect these servicemen and women.

Mr. CORDRAY. I think it is obvious on its face, and Congress, of
course, intervened very helpfully about a year and a half ago to re-
quire a review and revision of the rules that did not implement
that law as intended by Congress. The statute, as you know, indi-
cated that the CFPB was to consult with the Department of De-
fense. We have worked closely with them, and organized a larger
group that included colleagues from the other agencies. Depart-
ment of Treasury took a lead role. These rules are well along. They
are at OMB at this point, and my understanding is that they are
now moving. I think that your efforts to prod that along have been
helpful, fruitful, and I believe that we will see action very quickly
at this point, and I am pleased to be able to say that.

Senator REED. Well, thank you very much, Mr. Chairman. I had
the opportunity to mention that to Secretary of Defense Hagel, who
gets it from the E5 level, which he was in Vietnam, to the SECDEF
level, and we talked, again, a lot about what we owe to our service-
men and women. We certainly owe, as a minimum, fair dealing in
the marketplace.

Mr. CorRDRAY. Thank you for that, and I think this will go a long
way to getting us where we should be.

Senator REED. Thank you, Mr. Chairman. Thank you.

Chairman JOHNSON. Senator Manchin.

Senator MANCHIN. Thank you, Mr. Chairman, and I thank all of
you for being here today.

I would like to first say that my little State of West Virginia de-
pends an awful lot on community banks, so I am going to be talk-
ing about cybersecurity here and the need for reform with cyberse-
curity. We just learned about Home Depot’s data breach, which
might be the largest retailer breach and is just on the heels of the
Target breach.

According to one report, U.S. banks had to reissue 8 percent of
all debit cards and 4 percent of all credit cards, on average. For
small community banks, reissuing those cards cost just over $11
per debit card and $12.75 per credit card, including production,
mailing, and staff time. That is what the report said. This is not
simply a drop in the bucket for these community banks, as I am
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sure you all know. These hacks could prove the difference between
being in the black and bleeding red for the bottom lines and make
all of them very vulnerable.

So, even if your agency is not directly responsible—which I know
it is not—for cybersecurity, it has an effect on the banks you regu-
late. What is your opinion about the need for the reform and how
it is affecting the financial markets today? Mr. Tarullo, I will start
with you, over at that end.

Mr. TARULLO. Senator, you are raising an issue that we have dis-
cussed in this Committee—I think, somewhat ironically, the last
hearing was right after the Target breach, I believe. And, I think,
again, you have just noted that even though there is work to do
in the banking sector—and there surely is, and I think Tom, in a
moment, will probably explain some of what we have been trying
to do together in the FFIEC. I do think, for all of us as bank regu-
lators, when we see the asymmetry in the requirements of nonbank
companies, or the absence of requirements for nonbank companies
to take measures to protect personal information, it is frustrating,
particularly for the smaller banks, but to be honest, for banks of
all sizes, and I think we feel, to some degree, we have all got one
hand tied behind our back.

So, among the many other things that need to be done in this
area one is to get a set of expectations as to what nonfinancial com-
panies that are not subject to the regulation of those of us sitting
at this table are expected to do in protecting the very same kinds
of information that our institutions hold.

Senator MANCHIN. I think what I am trying to get to is the cost
that, basically, small community banks are incurring, especially in
States such as West Virginia, that depends on them, basically, for
our banking community, if you will. And, you add anything else to
that from Dodd-Frank that trickles down to the community banks,
you are just adding more on their vulnerability. So, if you would
like to——

Mr. CURRY. Yes. I would like to add, as Governor Tarullo men-
tioned, this has been an issue that we are coordinating through the
FFIEC in terms of making sure that community banks, in par-
ticular, are appropriately responding to cyberthreats, and we see
this as actually a much larger issue——

Senator MANCHIN. Sure.

Mr. CURRY. ——than just the financial costs of reissuing cards,
because it really goes to the trust between a customer and the se-
curity of their deposit or other banking relationship.

But, as Governor Tarullo mentioned, it is really an issue of lev-
eling the playing field in terms of the regulatory requirements be-
tween banks and nonbanks, and in this case, retailers. Banks real-
ly have, clearly, longstanding over a decade, expectations in terms
of maintaining the security of account information, including elec-
tronic access to it. We actually assess, as part of our regulatory
function, their capabilities from an IT standpoint. And, we have
clear rules on customer notification and notification to law enforce-
ment and regulatory authorities. I think it is important that Gov-
ernor Tarullo mentioned, that similar requirements need to be in
place for the nonbank participants in our payment system.
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Senator MANCHIN. OK. Thank you. If I could—I have one more
question, sir, and I am so sorry, but I wanted to get to Ms. White.

Chairman White, the Wall Street Journal recently reported that
two firms are working to create a fund for Bitcoin to allow inves-
tors to speculate on Bitcoin’s worth. As you know, I wrote a letter
describing my concern that the regulators have not yet issued rules
on Bitcoin. And, this is especially troubling since Bitcoin is wildly
speculative, as you know, and is especially subject to electronic
theft and scams.

I know your agency is taking a particularly long period of time
to approve a Bitcoin exchange traded fund and I would applaud
your caution. However, I want to convey my concern with this vir-
tual currency again and hope that the other regulators will help
you to fill in the gaps so that you can protect all of our American
consumers. So, if you can just give me a quick update—I know my
time is running out here—on——

Ms. WHITE. I will be quick. Basically, this is an evolving area for
all the regulators

Senator MANCHIN. Yes.

Ms. WHITE. as you know. We have taken enforcement ac-
tions, actually, in Bitcoin-involved Ponzi schemes some time ago.
We have issued, I think, two separate investor alerts, and as you
mentioned, we are also reviewing a filing very carefully——

Senator MANCHIN. Yes.

Ms. WHITE. ——that is key to Bitcoin. At this point, there is not
a conclusion by our staff that the currency itself is a security, so
there is not that kind of regulation that flows at this point, but we
continue to look at it very, very carefully and work with our fellow
regulators on it, as well.

Senator MANCHIN. Do you think you will be having a rule——

Ms. WHITE. Well, I think, at this stage, there is not a planned
rulemaking. As I say, at this stage, we have not concluded that it
is a security that would be subject to that kind of regulation by us.
But, it is something we are still very focused on.

Senator MANCHIN. Thank you.

Chairman JOHNSON. Senator Heitkamp.

Senator HEITKAMP. Mr. Chairman, first, let me thank my good
friend, Senator Warren from Massachusetts, for letting me bump
in line. I have to go preside at noon.

But, I want to make the point, in case you guys have not figured
that out from my letters and my discussions with you, I really care
about small community banks. They are the lifeblood, the capital
lifeblood for the many, many people in the great State of North Da-
kota. I know we consistently talk about the need for reform, the
need for look-back, the need to have a very directed discussion
about the regulatory responsibilities and how that is affecting com-
munity banks.

I would like to be able to go back to my independent community
banks and tell them when there is going to be regulatory relief en-
acted, and I know there is always a lot of swirl and a lot of talk,
but I share Senator Crapo’s discussion, and so I am curious about
timeframe, because they are making decisions today. And, what
started out to be too big to fail has become for many of these com-
munity banks too small to succeed. They are moving out of lending
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in certain areas as a result of what they perceive to be massive reg-
ulatory burden.

And, so, if we are going to stem the tide of dissolution of that
portion of their business because of compliance burdens, we need
to offer a timeframe, and so I am curious to anyone who can tell
me when we will actually get an answer to small community banks
on regulatory relief.

Mr. CURRY. Senator, from an FFIEC perspective, where we are
coordinating the Federal banking agencies’ EGRPRA process, that
is already underway. We have put out for comment a series of rules
and regulations. That comment period closed. There will be two
more. So, we are programmatically reviewing the regulations that
are under our authority to make those judgments that you are ask-
ing us to do to recommend or to eliminate those rules and regula-
tions under our control.

An important part of this process, as I mentioned earlier, we are
going to have direct input from community bankers. We have asked
them to identify those areas where they are most pressing in need
of a change and how we can go about doing that.

Senator HEITKAM