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WELLS FARGO: ONE YEAR LATER

TUESDAY, OCTOBER 3, 2017

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. Mike Crapo, Chairman of the Committee,
presiding.

OPENING STATEMENT OF CHAIRMAN MIKE CRAPO

Chairman CRAPO. This hearing will come to order.

Before we begin today, let me acknowledge that our Nation is
still mourning and remembering the lives lost in Las Vegas. Our
condolences go out to the families affected by this heinous crime,
and our thanks go to the courageous first responders and police
and citizens who put their lives on the line to save others.

Two Members of this Committee, both of the Senators of Nevada,
are absent today because they are in Nevada, and I know that Sen-
ator Heller and Senator Cortez Masto are currently doing all they
can there. And we will remain united in prayer and support with
them during this difficult time.

Today we are going to hear testimony from Wells Fargo chief ex-
ecutive officer and president Tim Sloan. Welcome, Mr. Sloan.

Mr. SLOAN. Thank you.

Chairman CRAPO. Just over a year ago, former Wells Fargo
chairman and chief executive officer John Stumpf testified in front
of this Committee on the bank’s fake-account scandal and his han-
dling of its fallout.

Of the many issues emphasized by the Committee Members dur-
ing that hearing, one was the need to hold executives accountable
and to ensure that customers impacted would be made whole.

Mr. Stumpf repeatedly committed that the bank would take nec-
essary actions to make it right and to restore the public’s and the
investors’ trust in the company.

Incidents like these remind us of how critically important it is for
companies to institute policies and procedures that foster customer
protection, promptly identify and address problems, and treat cus-
tomers fairly.

Since that hearing, Wells Fargo has made changes to its cor-
porate and managerial structure in an effort to address the con-
cerns raised by this incident. However, new developments and dis-
closures at the bank during the last year merit new scrutiny.

On August 31, 2017, Wells Fargo announced the results of an ex-
panded review of retail banking accounts, which included accounts

o))



2

opened between January 2009 and September 2016. The expanded
review found the number of potentially unauthorized accounts was
3.5 million instead of 2.1 million.

Separately, the company discovered problems with respect to its
auto Collateral Protection Insurance, or CPI, program and self-re-
ported these issues to its regulators.

In response to complaints, Wells Fargo reviewed policies pur-
chased on behalf of customers between 2012 and 2017 and found
that up to 800,000 customers may have been harmed by Wells Far-
go’s CPI practices. The end result was that customers were charged
for car insurance that they did not need, and some had their vehi-
cles wrongfully repossessed. For families, having your car repos-
sessed or credit compromised is devastating.

These new developments raise a number of questions that Wells
Fargo must answer, including:

What has Wells Fargo done to ensure that customers affected by
any of these issues are or will be made whole?

In more complex cases where customers’ credit scores were nega-
tively affected, how is Wells Fargo working with other parties to
restore those credit scores and return amounts in those instances
where customers experienced higher borrowing costs?

What structural and cultural changes has Wells Fargo made in
the last year to address both past issues and new revelations? And
what evidence is there that new policies and procedures are effec-
tive?

And, finally, as Members asked last year, what has been the in-
volvement of regulators since the initial incident and in response
to the new disclosures?

We welcome your comments on these matters, Mr. Sloan. And
before we get to the testimony, Senator Brown.

OPENING STATEMENT OF SENATOR SHERROD BROWN

Senator BROWN. Thank you, Mr. Chairman. I would echo your
comments about the citizens of Las Vegas and those many visitors
that also lost their lives or were injured in that terrible shooting.
Our hearts go out to all of them and their families. Special concern
also to Senators Heller and Cortez Masto on this Committee. After
every tragedy we always say our hearts and minds go out to those
victims and their families. I hope that the U.S. Senate will actually
do something about this for a change.

A year ago, then-Wells Fargo CEO John Stumpf sat in this hear-
ing room attempting to explain the inexplicable. The bank’s puni-
tive sales goals had pressured its employees into opening over 2
million fraudulent checking and credit card accounts.

In written follow-up questions for the record, Committee Demo-
crats asked Mr. Stumpf if he was confident that this type of fraud-
ulent activity existed in no other part of Wells Fargo. We asked
about a variety of products, including insurance.

On November 15, 2016, Wells Fargo responded, “We believe that
the activity at issue here was limited to certain team members
within the Community Banking Division.”

We have learned over the past year that the problems at Wells
are much larger and more systemic than the bank originally dis-
closed.
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Before being forced to come clean by a multi-agency investiga-
tion, Wells Fargo went to great lengths to bury—to bury—this
scandal. It subjected customers to forced arbitration, preventing
them from their day in court, further concealing the fraud. Let me
give examples. Employees who tried to alert senior management to
the treatment of Wells Fargo customers were silenced or fired.

In 2013, a California customer sued, claiming Wells had opened
several unauthorized accounts in his name. Wells Fargo forced—
forced—that case out of the courts and into nonpublic arbitration,
claiming that the terms of a real account should govern the fake
ones.

Think about that. Using forced arbitration, Wells forced that case
out of the courts and into nonpublic arbitration claiming that the
terms of a real account should govern the fake ones.

In 2015, another customer in California filed a class action
against Wells for the same practices, and the bank again used its
fine-print legalese to fight to keep the case under seal—again,
using forced arbitration.

Has the company changed? Just 2 months ago, Wells used its
forced arbitration clause again to argue that it should not have to
pay customers it cheated on overdraft fees.

In August of this year, Wells finally disclosed that the number
of fraudulent accounts was at least 3.5 million—70 percent higher
than it originally reported. The bank also revealed that it had
stuck 800,000 customers with auto insurance policies, as Chairman
Crapo said, without telling them or checking to see if they already
had insurance.

The bank was aware of these problems in its auto loan division
in July 2016. Yet Wells’ CEO told this Committee that fraudulent
sales practices were limited to the Community Bank.

Mind you, this was not a casual response to a question that
caught somebody off guard in a hearing. It was a written response
that was undoubtedly approved by lawyers and others at the bank.
Maybe even you, Mr. Sloan, were among those who saw the re-
sponse before it was sent to Congress.

A week after last year’s hearing, the Board of Directors initiated
its independent review of the company’s sales practices. The report
to the board, whose members, I might add, are paid an average of
$370,000 for a part-time job—$370,000 to prepare for and attend
several meetings a year, found that the fault lay elsewhere.

That is cold comfort to the thousands of employees—who make
perhaps one-tenth of what these board members make—who were
fired for failing to generate enough new accounts.

The board chose to limit the scope of the review to the Commu-
nity Bank, which is troubling. It should have known, or should
have wanted to know, that additional problems existed in other di-
visions.

The changes that Mr. Sloan and his team have made are not suf-
ficient to reform a corporate culture that is willing to abuse its cus-
tomers and its employees in an effort to pad its numbers and in
an effort to increase executive compensation.

In light of the millions of Americans defrauded by Wells Fargo,
the recent Equifax breach that compromised 145 million—the num-
ber seems to be growing—145 million Americans’ personal financial
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information, and the SEC breach that led to insider trading, it is
no wonder the public does not trust our financial system.

We need strong rules to guard against abuses in forced arbitra-
tion, in payday lending, in debt collection, in mortgage servicing,
and credit reporting accuracy.

Rather than working to roll back consumer protections, as this
Committee seems to want to do, we should be supporting the Con-
sumer Financial Protection Bureau. We should be supporting other
financial watchdogs that stand up for hardworking Americans
when big companies take advantage of them.

Thank you Mr. Chairman.

Chairman CRAPO. Thank you, Senator Brown.

We will now proceed to testimony from Mr. Tim Sloan, the chief
executive officer and president of Wells Fargo & Company. Mr.
Sloan, your written statement will be made a part of the record in
its entirety, and you may proceed with your oral remarks.

STATEMENT OF TIMOTHY J. SLOAN, CHIEF EXECUTIVE
OFFICER AND PRESIDENT, WELLS FARGO & COMPANY

Mr. SpLoaN. Chairman Crapo, Ranking Member Brown, and
Members of the Committee, my name is Tim Sloan, and I am the
CEO of Wells Fargo. I want to thank you for the invitation to this
hearing on “Wells Fargo: One Year Later”.

This was a year of disappointment and transition at Wells Fargo.
When my predecessor testified here last year, we had not fully
grappled with the damage the sales practices scandal had done to
our customers, our team members, and their trust in our bank. We
recognized too late the full scope and seriousness of the problems
in our Community Bank. We did not come to Congress with a good
plan, and we deserved your criticism.

But I heard you, and I heard our customers and our team mem-
bers. I heard them loud and clear. You expect us to do better, and
so do we.

So let me be very clear: I am deeply sorry for letting down our
customers and our team members. I apologize for the damage done
to all the people who work and bank at this important American
institution. When the challenges at Wells Fargo demanded decisive
action, we acted too slowly and too incrementally. That was unac-
ceptable.

I also want to be clear about another thing: Wells Fargo is a bet-
ter bank today than it was a year ago. And next year, Wells Fargo
will be a better bank than it is today. That is because we have
spent the past year determined to earn back the public’s trust.

Since I became CEO 11 months ago, my team and I have been
focused on three tasks we are here to discuss today.

First, in response to the sales practices problems announced in
2016, we are transforming our Community Bank. Our retail bank
has a strong new leader. Oversight, compliance, and human re-
sources are much more effective than a year ago and have far
greater visibility and accountability across the entire company. We
have revamped the incentives for our retail team members by
eliminating product sales goals. Today Wells Fargo rewards team-
work and excellent customer service, not just selling products. Our
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Community Bank is a fundamentally different organization from
the one that existed in 2016.

Second, we are reviewing operations and increasing account-
ability across the entire company. Now when a concern emerges,
we identify it quickly, we escalate it promptly, we disclose it appro-
priately, and we address it fully. We will demand individual execu-
tive accountability. We have clawed back $180 million in senior ex-
ecutive compensation, and we have fired senior retail, mortgage,
and auto lending executives for not performing up to the standards
our customers deserve.

Third, we are compensating every customer who has suffered be-
cause Wells Fargo made mistakes. Last year, we reviewed 93 mil-
lion accounts opened between 2011 and 2015. This year, we went
back and took an even closer look at 165 million accounts opened
between 2009 and 2016. Just as we expected, we found more ac-
counts that should not have been opened. This was not new poten-
tial misconduct since last year. It all happened before 2017. But it
is a very serious issue all the same, and we are completely com-
mitted to fixing it.

Of the 3.5 million potentially unauthorized accounts, about
190,000 incurred $6 million in fees and charges. Wells Fargo is re-
funding every nickel, and we are paying $142 million to com-
pensate all affected customers, including for increased borrowing
costs from credit score impacts.

Apart from these formal reimbursement mechanisms, I want to
be very clear that Wells Fargo is committed to addressing any con-
cern that any of our customers may have about an unwanted prod-
uct or service, no matter where or when it may have occurred. If
there is a problem, we want to hear about it.

This past year has been humbling and challenging. My number
one job as CEO is to make sure that nothing like this happens
again at Wells Fargo. Fortunately, joining me in this big task are
270,000 outstanding Wells Fargo team members. I am proud of
their hard work and want to thank them for their commitment to
making things right.

I see improvement every day, and so do our team members. I
think our customers have noticed the improvement, too. I pledge to
you that we will not stop until we restore our customers’ trust and
make Wells Fargo the finest and most ethical company it can be.

Thank you again for the opportunity to address the Committee.
I look forward to your questions.

Chairman CRAPO. Thank you, Mr. Sloan.

In our hearing last year, Members of this Committee asked many
questions about how customers and consumers whose credit scores
were impacted would be made whole. In cases where customers’
credit scores were negatively affected, how is Wells Fargo working
with other parties to restore those credit scores and, in cases where
customers experienced higher borrowing costs, reimbursing those
costs?

Mr. SLoaN. Chairman Crapo, we are doing that in a few ways.
First and foremost, we went to the credit bureaus and provided the
names of our customers whose accounts could have been inappro-
priately opened. Unfortunately, because of regulation, the credit
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bureaus could not provide us with the detail of those customers
back to us.

What we saw when we looked at that is about 40 percent of
those customers had no use of the trade lines within a year, so
their credit was not impacted. Of that remaining 60 percent, about
25 percent had no impact on their credit scores. We found that the
median impact—or, excuse me, the mean impact was about 4
points. But numbers are just numbers because certainly more cus-
tomers were impacted, and some could have been impacted in cred-
it scores by more than 4 points.

So then what we did is we reached out to 43.5 million small busi-
nesses and consumers and said, “If you have an issue, come into
Wells Fargo and see us, and we will make it right.” Approximately
41,000 customers have come in. Based upon that, about half had
credit-related issues, and we have made it right for those cus-
tomers.

In addition, as part of the $142 million settlement that I men-
tioned, the lion’s share of those funds are going to go to customers
whose credit scores have been impacted. So we are going to be
working with the experts that the attorneys for the class have pro-
vided. We are going to provide them with whatever information
they want. We are reaching out to those 43 million customers
again, as well as tens of millions of former customers, to make sure
that they know about the class action settlement so that they can
be made whole as part of that settlement for any credit impacts.

Chairman CRAPO. Thank you. And some of the actions required
by regulators as a part of your September 2016 settlements include
the establishment of a compliance committee carrying out an enter-
prise-wide risk review of sales practice risk and maintaining enter-
prise-wide sales practice risk management and oversight.

What has been the involvement of regulators since the initial in-
cident, including in response to the new disclosures about the in-
creased amount of unauthorized accounts as well as the CPI
issues?

Mr. SLOAN. Sure. We have an active dialogue with our regu-
lators—the Federal Reserve, the OCC, and the CFPB—when we
are talking about bank-related issues. So there is a tremendous
amount of dialogue. For example, as it relates to the Collateral Pro-
tection, or CPI, issue, when that got escalated in the third quarter,
we reported it to our regulators on a real-time basis, and we have
been working with them not only to keep them apprised of those
issues, but also in particular with the OCC, working with them to
make sure that the remediation plan we had for any customer that
was impacted by CPI is acceptable.

As it relates to the fundamental changes that I have made since
Ihbecame CEO to our compliance, we have done the following
things:

First and foremost, we have centralized all of our enterprise risk
control activities. That was one of the failings that the report from
the independent board of directors found, and we agree with that.
So those have been centralized.

We are hiring a new compliance officer. We have completed and
devised a new compliance plan. We have created a Conduct Office
in the Centralized Risk Group that independently brings up com-
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plaints, ethics line issues, any sort of team member turnover, so
that we can connect the dots better than we did a year ago.

Chairman CRAPO. Thank you very much.

Senator Brown.

Senator BROWN. Thank you, Mr. Chairman.

I do not think we have a good answer yet, Mr. Sloan, as to how
and why this activity went on for so long in your bank. The com-
pany first blamed rogue employees who were trying to meet unreal-
istic sales goals; then blamed Carrie Tolstedt, the senior executive
vice president for community banking, who earned $9 million in
2015; then finally, John Stumpf, the chairman and CEO, who
earned $19 million that year.

You have been at Wells Fargo for a long time, 30 years. You have
been COO, CFO, chief administrative officer, head of the Wholesale
Bank, which includes overseeing insurance. Was there no point,
Mr. Sloan, prior to 2015 with the lawsuits and the terminations
and the whistleblowers, was there no point that you saw a problem
in the bank that required action?

Mr. SLOAN. Senator, that is incorrect. In fact, I have been very
public and have made this statement on a number of occasions, and
also it was a finding of the board’s report that in 2013, when the
sales practices issues were elevated to the Operating Committee, I
sat on that Operating Committee, you are absolutely correct, in my
role at that time as CFO, that it was elevated to that group. We
took action, but in hindsight, Senator, we took action that was in-
sufficient, as I said in my opening statement. And I am angry
about how we handled the problems historically. I am disappointed
in how we have done—how we handled those. But the fundamental
changes that I have made since I have been CEO are addressing
the failings that the board report pointed out, our regulators point-
ed out, and the mistakes that I saw in my prior roles.

Senator BROWN. All right. That is an answer, but as the CFO,
as a long-time employee of that company, as having a strong, I un-
derstand, close relationship with Mr. Stumpf, it still perplexes me
why your anger now or speaking out about it 4 years ago could not
have had more impact, but let me turn to another issue.

You have testified about how Wells has changed, but I think ac-
tions speak louder than words. For years, your bank used forced
arbitration to hide cases where customers alleged fake accounts
had been opened in their names. I mentioned in my opening state-
ment the 2013 lawsuit, the 2015 lawsuit that Wells was able to
squelch because of the forced arbitration clause. Not only did you
use forced arbitration to keep the fraud hidden—that is what it
did—but your bank has also taken the position that the fine print
on a real account should apply to a fraudulent one. Though you
have settled with some customers on that issue, your bank was still
making that argument as recently as last month against customers
in Utah.

To top it off, in August you asked a court to toss out a class ac-
tion on a completely different scandal that also goes back several
years, again, based on the forced arbitration clauses, the arbitra-
tion clause you force your customers to sign.

Many of your competitors are starting to eliminate or have elimi-
nated the practice, have stopped the practice of forced arbitration.
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Would you commit to the Committee today that Wells Fargo will
quit using forced arbitration?

Mr. SLOAN. No, I will not, Senator. When I hear the word “arbi-
tration,” what I hear is the word “failing.” And when we have to
resort and have to have a conversation with our customers about
arbitration, it means that we do not have the right product; we
have not provided it in the right way; we have not responded to
their complaint; and we have not made it right to them. So let me
describe what we have done to change that.

First and foremost, we are doing a thorough review of all of our
products and services to make sure that they are the right products
and services for our customers. In some situations we have stopped
providing certain products because we did not believe that we could
provide them in the appropriate way.

Second, we are improving how we train our people and our team
members to sell our products, to provide the right advice, to pro-
vide the right service.

Third, when a customer comes in, we are trying to resolve the
complaint completely. One important change that we have made in
our Community Bank—and in my opening statement I mentioned
we have made fundamental changes in our Community Bank—now
when you come into one of our branches, one of our bankers or tell-
ers does not say, “I cannot handle your problem. Call this 800 num-
ber.” We settle it right then and there.

In addition to that, fourthly, as part of resolving the sales prac-
tices issues, we have expanded to a nationwide mediation. So we
pay for a mediator to work with on behalf of our customers—it is
an independent mediator, to work on behalf of our customers to re-
solve complaints. I am happy to say that of the 43.5 million cus-
tomers that we reached out to in the fourth quarter, those ones
that came back

Senator BROWN. I am going to cut you off. I apologize, because
I wanted to follow up on that, and I appreciate the long, detailed
answer, and I think it was made in good faith. But I also think
that forced arbitration clauses always give the advantage to the
employer, to the bank, as we know. We know that. That is estab-
lished fact. You are still going to use those forced arbitration
clauses to take advantage of your customers the way you did with
the ﬁuits in 2013 and 2015 and the case against the customers in
Utah.

Why should we believe you are committed to changing your
bank’s practices and being fair to customers when you continue to
use that behind-closed-doors arbitration system that clearly does
not allow customers their day in court?

Mr. SLOAN. Senator, the reason is because I think we have made
fundamental changes to the way that we do business so it will limit
the number of times that that ever becomes an issue.

Senator BROWN. To limit the number of times is good. I appre-
ciate that. But give them their day in court, those that you are not
able to help or that you are not able to satisfy.

Mr. SLOAN. Senator, I look at the CFPB’s own study, and the
CFPB’s own study said that arbitration is fast and efficient for con-
sumers. And the CFPB’s own study said that consumers have bet-
ter returns, higher resolutions with institutions
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Senator BROWN. That is a selective reading of the CFPB’s study,
but keep in mind where the CFPB ultimately came out on that
question.

Thank you, Mr. Chairman.

Chairman CRAPO. Senator Kennedy.

Senator KENNEDY. Thank you, Mr. Chairman. Good morning, Mr.
Sloan.

Mr. SLOAN. Good morning, Senator.

Senator KENNEDY. Thank you for being here.

Mr. SLOAN. Thank you.

Senator KENNEDY. Like you, I believe in the free enterprise sys-
tem. I think the free enterprise system has lifted more people out
of poverty than all the social programs put together. I am certainly
not anti-business. Quite the contrary. We all on this panel talk
about the importance of jobs. I do not see how you can be for jobs
if you are against business.

But what I am curious about is what in God’s name were you
thinking? I am not against large. I am happy when businesses are
successful. I am not against big. With all due respect, I am against
dumb. I am against a business practice which has Wells Fargo first
and customers second. I think it ought to be customer first and
Wells Fargo second. I think it is better for the customer and better
long term for Wells Fargo.

When did this start?

Mr. SLOAN. Senator, I completely agree with you. Wells Fargo
cannot be a successful American institution, we cannot employ
270,000 of what I think are the best team members, unless we put
our customers first. And there is no question that in our Commu-
nity Bank we had an incentive plan that put selling products first
as opposed to customers first.

Senator KENNEDY. Nothing wrong with that if it is good for the
customer. But when did it start? When did it all start? You have
investigated back to 2009, I believe?

Mr. SLOAN. Senator, no, the board of directors, the independent
board of directors, members of the board looked back as far as
2002, and that is where they found—and I agree with them—that
they saw instances of inappropriate sales activity under that plan.

Senator, we should have ended that plan years ago. We made a
mistake. There is no question about that. We have ended that plan.
We have rolled out a new incentive plan, to your point, in our Com-
munity Bank. That incentive plan rewards good customer service.
It rewards providing products in the right way.

Senator KENNEDY. Mr. Sloan, I appreciate that, and I am really
not trying to be rude. We just have a 5-minute limit, and our
Chairman enforces it pretty strictly, as he should.

Can you tell me this: what is the total number right now of fake
accounts you found?

Mr. SLOAN. Senator, in our review going back nearly 8 years to
2009, we found that—because we could not call 165 million people.
What we did is we used a very conservative set of data metrics to
look at, and it was done by an independent party, not by

Senator KENNEDY. And what did you come up with in terms of
the number?
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Mr. SLOAN. There were up to potentially—3.5 million potentially
unauthorized accounts.

Senator KENNEDY. And that is back to 2009?

Mr. SLOAN. That is correct.

Senator KENNEDY. Did you go back further than that?

Mr. SLOAN. Senator, we could not go back much further than
that, and the reason we picked 2009, that is when Wells Fargo and
Wachovia came together. So as we went back further than that, the
data starts to deteriorate.

Senator KENNEDY. How much money did you make off of those
3.5 million fake accounts?

Mr. SLoAN. Well, again, Senator, they were potentially unauthor-
ized. There were some legitimate accounts in that number. But let
us assume that they were all inappropriate.

Senator KENNEDY. Yes.

Mr. SLoAN. We found 190,000 accounts that we charged fees, and
that was approximately $6 million in total, and we have refunded
that.

Senator KENNEDY. OK. Was anybody’s credit impacted?

Mr. SLOAN. Not for those deposit accounts, but for the potentially
unauthorized credit card accounts, their credit could have been im-
pacted. And we are in the process of working to correct that.

Senator KENNEDY. And you said you talked to the credit bureaus.
Are they being cooperative?

Mr. SLOAN. Yes, they are.

Senator KENNEDY. You said they were not giving you certain in-
formation?

Mr. SLOAN. Well, when we provide them information about cus-
tomers, they cannot provide us the detailed credit history without
the customer’s approval. So what they did is they gave us data
without the customer name so we could determine——

Senator KENNEDY. I thought you could buy it from them?

Mr. SLOAN. Pardon me?

Senator KENNEDY. I thought you could buy——

Mr. SLOAN. We cannot buy it from them, but we—and that is
why it is very important and an important part of the $142 million
settlement that—and that is really the linchpin of that entire set-
tlement, is to make it right for their credit histories. And so that
is how they are going to be able to get their credit histories fixed.

In addition, if they come in to see us, of course, we will go ahead
and do that.

Senator KENNEDY. Sure. Thank you, Mr. Sloan.

Mr. SLOAN. Thank you.

Senator KENNEDY. Thank you, Mr. Chairman.

Chairman CRAPO. Thank you.

Senator Tester.

Senator TESTER. Thank you, Mr. Chairman. And thank you for
being here today, Mr. Sloan.

Let me just go through what we have learned over the last year.
In September of 2016, we learned that 2.1 million Wells Fargo ac-
counts had been fraudulently set up, credit, checking, debit, unau-
thorized setting up.

July of 2017, we learned that Wells Fargo set up 800,000 auto
insurance policies who did not want or did not need them.
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And then in August of 2017, we learned an additional 1.8 mil-
lion—that is over and above the 2.1 million—1.4 million accounts
were set up for unknowing customers.

If you add all those up, that brings the accounts to 4.3 million
people either fraudulent accounts or insurance companies, if my
math is correct.

Mr. SLOAN. That is correct.

Senator TESTER. 4.3 million people, by the way, is over 4 times
the population of the State of Montana. It is a pretty good-size
chunk of folks.

The Chairman and Ranking Member of this Committee in their
opening statements basically asked you: What have you done that
you can tell us today that has changed this culture? This is not one
person. This is not tellers on the ground. This has been a culture.
So what can you tell me concisely that you have done—and I know
you have talked about, you know, transforming your community
banks. But what as CEO have you done, or the board or whatever,
to ensure to us that we are not going to be back here next week
oi" a?month from now or a year from now talking about something
else?

Mr. SLoAN. Senator, I cannot promise you perfection, but I can
promise you that we are working as hard as we can to get to near
perfection, and that is, we are reviewing processes and procedures,
turning over every stone.

First and foremost, what we had to do and what you criticized
us for last year—and you were absolutely right—is we had to have
an executive team that took full responsibility for that. That was
number one.

Number two, we needed to reinforce that with our team, so we
went out and we talked to our team, and we asked them what they
were concerned about. They were concerned about things like pay.
They were concerned about things like escalation of issues. They
were concerned about things like executive accountability. They
were concerned about things like revamping our equity lines and
things like that—our ethics lines, excuse me.

The point is we have listened to our team, and as you are listen-
ing to the team, that fundamentally changes the culture.

Senator TESTER. OK.

Mr. SLOAN. And, Senator, the proof of the pudding there is that
our turnover is now down to its lowest level in 4% years; and, in
particular, it is down to its lowest level in our Community Bank
where we had our biggest issues.

Senator TESTER. OK. So just to let you know, I hope this all
works, because I think it is absolutely essential that it works. If
we (?re doing this again 6 months from now, it is not going to be
good.

You talked about the things you have done, reviewing the cus-
tomers and products, improving training, resolving problems. You
talked about a nationwide mediator. Who pays for the nationwide
mediator?

Mr. SLoAN. We do.

Senator TESTER. Who chooses them?

Mr. SLOAN. The customer does. We just go to an independent me-
diation service, and the customer can do
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Senator TESTER. The customer is the one who makes the call to
the mediator?

Mr. SLOAN. Yeah. I mean, we provide them with a list of names.
They can decide who they want to use, and we will pay for it.

Senator TESTER. OK. Let me talk a little bit about what the
Ranking Member talked about, and that is forced arbitration. Is it
true that you are using forced arbitration when it applies to a real
account on fake accounts?

Mr. SLOAN. Senator, we have dealt with that issue with the $142
million settlement. We did not waive our right to arbitration there,
but what we did is we agreed to that settlement. And we said to
our customers, “Come in to see us.” We will make it right by them.
“And if you are not happy, we will provide you with a mediator.”

Senator TESTER. But that was not the question. The question is:
Were you using forced arbitration from a real account and applying
it to a fake account that was set up unauthorized?

Mr. SLOAN. There were instances historically that we did that.
We are not doing that right

Senator TESTER. Is that happening today?

Mr. SLOAN. We are not doing that today because we have ad-
dressed——

Senator TESTER. So will you commit to not use forced arbitration
on accounts that were set up without the authorization of the cus-
tomer?

Mr. SLOAN. Senator, if there is a situation in which a cus-
tomer——

Senator TESTER. “Yes” or “no” would work.

Mr. SLOAN. Yes.

Senator TESTER. You commit not to use that, forced arbitration?

Mr. SLOAN. If we have set up an account that was inappropri-
ately set up or fraudulently set up, without the customer, we are
going to make it right by them.

Senator TESTER. And you are not going to use forced arbitration?

Mr. SLoAN. There is not going to be a reason even to have the
conversation because we are going to make it right by that cus-
tomer.

Senator TESTER. But, Tim, let me point out that that was being
used 6 months ago. I think my staff whispered in my ear that they
were using arbitration on fake accounts that were set up on real
accounts.

Mr. SLOAN. Senator Tester, I completely appreciate your ques-
tion, and we are not doing that because

Senator TESTER. OK. And you are not going to do that?

Mr. SLOAN. If we have set up an account

Senator TESTER. OK, Tim, the only time I get in fights with folks
who are talking is when they do not give me a “yes” or “no” answer
when I really ask it. And the question is this, and you can answer
it another way if you want. But will you commit to not use forced
arbitration on accounts that were not authorized by the customer?

Mr. SLOAN. The easy answer for that, Senator, is yes, because we
have not done that. We are not doing that.

Senator TESTER. And you are not going to do it moving forward?

Mr. SLOAN. We are not doing that.
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Senator TESTER. OK. Thank you very much. I used more time
than I should have. Thank you, Mr. Chairman.

Chairman CRAPO. Senator Scott.

Senator SCOTT. Thank you, Mr. Chairman. Mr. Sloan, thank you
for being here this morning.

Mr. SLOAN. Thank you, Senator.

Senator ScOTT. Obviously, the entire Banking Committee is at
least irritated by what we have uncovered and what you guys have
discovered over time, and part of it is that from 2011 to 2015 you
had 2.1 million fraudulent accounts. Then you went back and did
another search, and from 2009 to 2015, it is now a 70-percent in-
crease. Were all those new accounts from 2009 to 2011, or did you
miss some between 2011 and 2015?

Mr. SLOAN. The majority of the increase was in 2009 and 2010,
and then extending the period to September of 2016. But because
we used an even more conservative view for the original timeframe
of 2011 through 2015, we did pick up a few additional accounts.

Senator SCOTT. So the vast majority of the 70-percent increase
was 2009 to 2011, and 2015

Mr. SLOAN. 2009

Senator SCOTT. So it was not within that period——

Mr. SLoAN. Correct.

Senator SCOTT. you did the first——

Mr. SLoaN. So 2009, 2010, the first part of 2011, and then
through 2016.

Senator SCOTT. So half a million customers were enrolled in on-
line bank payment, bill pay, without consent; 800,000 customers
were charged for auto insurance without their knowledge. How
about homeowners, flood insurance, property insurance? Because
having spent 15, 16 years in the insurance business, I will say that
auto insurance is probably the lower tier of what banks actually
engage in charging customers for not having proper insurance.
Homeowners, a significantly higher percentage of folks typically
find themselves being charged by the bank temporarily, and flood
insurance is another area where you see that happen oftentimes.

So are the numbers in the homeowners and the flood space just
insignificant, or do you have a number for that?

Mr. SLOAN. We have not found any issues there, Senator.

Senator SCOTT. And here is my thought: If you have to come
back in 6 months—which I think it might be good for you to come
back in 6 months to have another opportunity for us to know what
happened over the same time period more thoroughly. But my
question is: If you have not found any instances of inconsistencies
in other insurance-related services, that would be surprising from
my perspective, having dealt with banks consistently for 20 years
or so.

How do we know, how do you know—did you say you have 165
million customers?

Mr. SLOAN. No. We said we looked at 165 million accounts for
that period.

Senator SCOTT. 165 million.

Mr. SLoAN. We have over 70 million customers. We serve one out
of three U.S. households.
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Senator ScOTT. We were talking about that. We did not think it
was one out of two. So out of those 70 million customers, you are
confident that 3.5 million is the final number?

Mr. SLOAN. Of potentially unauthorized accounts?

Senator SCOTT. Yes.

Mr. SLOAN. Yes, Senator, I am.

Senator SCOTT. Let me talk for a second about the corrosive cul-
ture. That does not start at local retail locations. It does not start
with tellers. A corrosive culture starts at the top, and then it seeps
iIfl‘t(il the soil conditions. Then it germinates, and then folks feed off
of that.

How have you changed the corporate leadership and the cor-
porate culture that will find itself in the soil conditions at retail lo-
cations?

Mr. SLOAN. So, Senator, first we look at what caused the prob-
lems in our retail bank. First and foremost, the issue within our
retail bank was that we had an incentive plan that drove an inap-
propriate sales culture. That incentive plan has been ended, and
we have rolled out a new incentive plan. The feedback that we
have gotten from our team since we have rolled back that plan—
we have now had two full quarters; we will get the results of the
third quarter—is that they are overwhelmingly very pleased with
the plan. As we survey them, they are telling us that they like the
new conditions at Wells Fargo. They are very happy. We have actu-
ally hired back—and we have hired 17,000 new team members into
our retail bank since September, since we have made these
changes. Of those, 10 percent, or about 1,700, 1,800, were team
members that had worked in the retail bank, that left because of
the old culture there, or were dismissed because they did not meet
certain sales quotas. And to me, those folks coming back and agree-
ing to be part of the team reinforce that the changes that we are
making in the Community Bank are taking hold.

Senator ScoOTT. That is good to hear that some folks want to
come back. My thought is this: Your sales culture is not driven by
the sales products. I think Senator Rounds can attest to the fact
as another insurance guy that ultimately it is not the sales goals,
it is not the product selection. It is the people. And it is the people
who are in management positions who put more pressure for re-
sults than an average person can get. And so if you have not
changed the people, it is quite difficult to change the culture.

Mr. SLOAN. I completely agree with you. That is why I named
the new head of our Community Bank group who I mentioned,
Mary Mack, who is doing an excellent job. She has gone through
each one of the levels of management and had everyone literally re-
apply for their jobs. We have reduced the number of managers to
change the span of control. We eliminated a layer.

But I agree with you. The issue is not just the incentive plan.
It was that we created a culture of managers that only knew how
to manage because of that plan. So getting rid of the plan, going
through and making sure we had the best managers, and then now
we are in the process of retraining everybody, starting at the top,
the senior levels, before we get down to the folks in our branches.
I completely agree with you.

Senator SCOTT. Thank you, sir.
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Chairman CraPO. Thank you.

Senator Warren.

Senator WARREN. Thank you, Mr. Chairman.

Mr. Sloan, when you were named CEO after the fake account
scandal, you were asked why a career as a Wells Fargo insider like
you, why that made you the right person to fix the fundamental
problems at the bank, and you said, “Because I have been making
change for 29-plus years at Wells Fargo.”

So I want to take a look at your time at Wells Fargo. From 2011
to 2014, the height of when Wells Fargo was cheating customers
by opening fake accounts, you served as the chief financial officer.
And as CFO, you spoke to potential Wells Fargo investors a lot. On
those calls you aggressively promoted Wells Fargo’s ability to open
up new accounts, didn’t you?

Mr. SLOAN. No, I did not.

Senator WARREN. No, you did not?

Mr. SLOAN. No.

Senator WARREN. Well, here are the transcripts from all of the
investor earnings calls that you participated in from 2011 to 2014.
I have read through them, and on these calls no one, not even John
Stumpf, who was the CEO at the time, bragged more about Wells
Fargo’s ability and commitment to open new accounts for existing
customers.

In the April 2011 call, for example—I think I have marked that
one—you said, “I cannot wait to get a credit card in every one of
our creditworthy customers’ wallets.” Nothing about whether your
customers wanted or needed a Wells Fargo credit card. All that
mattered was opening new accounts.

So while you were bragging to investors about opening new ac-
counts on these calls from 2011 to 2014, you also personally owned
roughly 2 million shares of Wells Fargo stock. Is that right?

Mr. SLOAN. Senator, I do not recall how much stock I owned in
Wells Fargo. I am a very proud shareholder.

Senator WARREN. Well, it is actually in your SEC filing.

Mr. SLOAN. Sure. It is public.

Senator WARREN. If that is accurate——

Mr. SLOAN. It is all out there.

Senator WARREN. ——then 2 million shares. So it looks like you
had a really good thing going. Talk up Wells Fargo’s ability to open
new accounts, get investors excited, and, hey, if the stock goes up
by a dollar, you make a cool 2 million bucks.

Then in December 2013, almost 3 years into your time as CFO,
the L.A. Times published a long article on the relentless pressure
Wells Fargo put on employees to open new accounts. The article
was based on a review of internal Wells Fargo documents, court fil-
ings, interviews with more than 30 current and former Wells Fargo
employees. The article specifically said that employees had opened
fake accounts in response to this pressure.

Now, you were interviewed for that piece, Mr. Sloan, and you
said, “I am not aware of any overbearing sales culture.” Hmm, that
is really interesting phrasing: “I am not aware of any problem.”

So when the L.A. Times came to you and showed you concrete
evidence of a terrible problem with fake accounts at your bank, did
you launch an investigation into the issue before brushing it off?
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Mr. SLOAN. Senator, first, as it relates to my comments in 2011,
I am proud of the credit card products that we have at Wells
Fargo

Senator WARREN. That is not the question I am asking. I just
asked, you brushed it off, you said, “I am not aware of any prob-
lem.” Did you open an investigation when someone laid out evi-
dence of fake accounts?

Mr. SLOAN. Senator, in that interview, to the best of my recollec-
tion, with the L.A. Times, they did not provide me with any infor-
mation. It was soon after that that, as I mentioned, 2013

Senator WARREN. So I take that as a no. So when you were
asked this question

Mr. SLOAN. That is correct, because by that

Senator WARREN. ——you did not open an interview—you did not
open an inquiry into it. Is that right?

Mr. SLOAN. Senator, again, the L.A. Times did not provide me
with any documentation:

Senator WARREN. So you had no clue

Mr. SLOAN. It was a phone call.

Senator WARREN. All right——

Mr. SLOAN. After that time——

Senator WARREN. Did you read—did you read the article?

Mr. SLOAN. I read the article, yes.

Senator WARREN. And then you opened an investigation imme-
diately?

Mr. SLOAN. At the same time the article was coming out, that
was the time when the Community Bank elevated this issue to the
senior leadership team

Senator WARREN. OK, so let us talk about——

Mr. SLOAN. ——and that is the time that we began to take ac-
tion.

Senator WARREN. Let us talk about that time. You did not look
into the fake accounts, but you went right back to pumping up the
stock price by bragging about Wells Fargo’s record number of new
accounts on your very next investor call.

Now let us forward to 2016, 2 months before the fake account
scandal became public. You were then the chief operating officer of
Wells Fargo. An interviewer asked you whether you thought the
bank had pushed sales goals and cross-selling too far, and your an-
swer was, “No. The fundamental strategy that we have is not going
to change.” That is July of 2016, just before this breaks open.

According to Wells Fargo’s own investigation, by July of 2016,
you knew that thousands of employees had been fired for opening
fake accounts and other sales violations. You knew aggressive
cross-selling goals were to blame. And, still, you publicly said the
bank did not have a problem. Right?

Mr. SLOAN. Senator, that is incorrect. You

Senator WARREN. You did not say this, that your——

Mr. SLOAN. Senator, could you read the entire quote? And could
we go through the entire presentation? Because I think in that

Senator WARREN. Your answer:

Mr. SLOAN. Senator, I think in that presentation

Senator WARREN. when asked about whether or not

Mr. SLOAN. you will see——
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Senator WARREN. ——you pushed employees too far, your answer
was, “No. The fundamental strategy that we have is not going to
change.” And that is a month

Mr. SLOAN. And I was referring to the vision——

Senator WARREN. ——before this breaks publicly.

Mr. SLOAN. I was referring to the vision of our company——

Senator WARREN. The vision——

Mr. SLOAN. Of our company.

Senator WARREN. ——including the fake scandals you
Mr. SLOAN. No, Senator——
Senator WARREN. ——were being asked about?

Mr. SLOAN. Every time I give a presentation to our team mem-
bers, I start with our vision, which is to ground people in the cul-
ture of our company, which is that our job is to satisfy our cus-
tomers’ financial needs and to help them succeed financially.

Senator WARREN. Mr. Sloan, I am glad

Mr. SLOAN. That is the context that I made that statement. Since
I have become CEO, I have made fundamental changes to address
the issues that we are talking about today.

Senator WARREN. Mr. Sloan, you were asked about pressure on
employees which caused the fake account scandal. We all know
that now. It is public. You knew there was a problem, and when
you were asked about it, you lied. This is about personal responsi-
bility. Wells Fargo cheated millions of people for years. The Federal
Reserve should remove all of the current board members who
served during the fake account scam. And, Mr. Sloan, you say you
have been making changes at Wells Fargo for 30 years, but you en-
abled this fake account scam. You got rich off it, and then you tried
to cover it up. At best, you were incompetent. At worst, you were
complicit. And either way you should be fired.

Wells Fargo needs to start over, and that will not happen until
the bank rids itself of people like you who led it into this crisis.

Thank you, Mr. Chairman.

Mr. SLOAN. Mr. Chairman, could I respond to that?

Chairman CRAPO. Yes, you may.

Mr. SLoaN. OK.

Senator WARREN. I want an equal amount of time.

Mr. SLOAN. Senator, a couple things. First—and I will get to your
criticism of me in a moment, but first let us talk about the board.
I think the board has taken very important steps in terms of a
thorough, independent investigation that has been made public.
That is number one.

Number two, the board has taken very strong action in terms of
executive accountability that is unfortunately some of the highest
in corporate American history. Again, unfortunate. So I do not be-
lieve that your criticisms of the board are accurate.

As it relates to me, again, I think the reason that I am the right
person to run this company today, notwithstanding your criticism,
is because I have been making change at this company for 30
years. I have made mistakes. I certainly have not been perfect. But
I think having that knowledge of the company, having the ability
to make the change, the actions that I have taken since I have be-
come CEO 11 months ago have made fundamental change at this
company. So I am not afraid to make hard decisions when it is
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needed, and I have the support of 270,000 people. That is why I
think I am the right person.

Senator WARREN. Can I just make a short comment on this?

Chairman CRAPO. Very brief.

Senator WARREN. I know we are over. But you really want to
say, “Are you kidding?” You know, look, you have been there for
30 years, and every one of my colleagues on both the Republican
side and the Democratic side who has spoken so far have talked
about a broken culture at Wells Fargo, have talked about the fact
that the problem starts with leadership. The people who were there
and leading Wells Fargo during the time of a years-long scam and
multiple scams, as our Chairman pointed out, those people should
not be left in charge of this business. And when you promoted ex-
actly what was wrong with this bank over and over and over, you
went to the stock market and you bragged about it. You made
money personally off it. When you were asked about it, you did not
tell the truth, and you tried to cover it up.

Wells Fargo is not going to change with you in charge.

Chairman CRAPO. Senator Rounds is next, and I do ask the Sen-
ators to pay attention to the time limits.

Senator ROUNDS. Thank you, Mr. Chairman.

I know that we are not supposed to be in the middle of this. We
each normally get 5 minutes, and so I am just going to go back be-
cause I know that in some cases you do not get the opportunity to
respond. But I think there was one area here that I want to hear
your full response to it, and that is, you said that basically, as Sen-
ator Warren has indicated, you wanted to see everybody with a
credit card or at least all of your folks with a credit card. Would
you please go into what you meant by that statement?

Mr. SLOAN. Well, sure. I mean, we are in the banking business,
and one of the products that we provide to our customers is a credit
card. And any one of our customers that comes in to see us that
is interested in a credit card, we would like to provide it to them.
I am proud of the hard work and effort of all of our team members
that work in our credit card group. We have seen growth in that
group because customers like using the product. I am not embar-
rassed about that. Whatever adjective or adverbs are used to de-
scribe what I may have said or did that are taken out of context
is not consistent with the fact that our job is to satisfy our cus-
tomers’ financial needs. If that financial need means they want a
credit card and if we have the right product, I would love for them
to have it. That is what we do.

Senator ROUNDS. Would you agree that there was a broken cul-
ture at Wells Fargo during this time?

Mr. SLOAN. Senator, I would agree that in our Community Bank
we had fundamental problems that created serious cultural issues.
In terms of the rest of the company, there were other issues, but
I would not say that in the rest of the company it was a broken
culture.

Having said that, as CEO, and acknowledging that I have been
there for 30 years, there are some that do not think I should be
in this role. We have heard that today. And so what did we do as
it relates to culture?
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We went out and we asked third parties to help us do new cul-
ture surveys to make sure that we were not missing anything, be-
cause even though I have been there for 30 years and I have done
things sometimes good and sometimes I have made mistakes, I do
not want to be in a position where it is just what I think we should
be doing. I want to make sure that we are listening to outside ex-
perts, we are listening to all of our stakeholders, and we are listen-
ing to our team members. So we are making fundamental changes
Ln the company to address any sort of cultural weaknesses that we

ave.

Senator ROUNDS. One area that I think we have got concern with
in particular is Wells Fargo has—I want to make sure that mem-
bers of the military, that they really do have some special legal
protections under the Servicemembers Civil Relief Act, such as the
protections to the soldier’s credit or property when they are serving
on active duty. And I want to go into this, but can you please dis-
cuss some of the specific ways that Wells Fargo has tried to im-
prove its compliance with the Servicemembers Civil Relief Act, par-
ticularly in light of the firm’s sales practice issues? Can you go into
this a little bit to give us some assurance that there have been
changes made with regard to how servicemembers are treated with
regard to their credit activities?

Mr. SLOAN. Senator, we care about all of our customers, but I do
not think there is any one customer group that we care more about
than our service men and women. We created what we call a “Cen-
ter of Excellence” that looks across the entire company to manage
SCRA matters. That Center of Excellence is staffed with experts
that only look at the ways in which we can provide the appropriate
benefits to our service men and women. We work very closely with
the Defense Department to make sure that we get on a daily basis
updates from the Defense Department in terms of which service
men and women, which of our customers are now on active duty.
That puts them in a completely different category, and we are very
proud of the fact that we have made significant improvements.

We have had historical issues, Senator. There is no question
about that. But we needed to make fundamental change to create
a Center of Excellence, to staff it appropriately, and then to make
sure that they are looking across the company.

In addition to that, I am very proud of the fact that we have
8,500 team members who were veterans. I have made a commit-
ment as CEO that we want to hire another 20,000 by 2020. In ad-
dition, we have provided financial education services to hundreds
of thousands of service men and women so that they can manage
their finances appropriately. And we have donated more than 300
homes free of charge to wounded veterans so that they can have
a place to live.

Senator ROUNDS. You have used a third party to come back in
and to do the analysis on the accounts and so forth and to find ac-
counts and to identify problems. Are you going to continue to use
a third party to go back in and to double-check in terms of whether
or not the proposals that you have laid out and your intents are
actually being followed through on?

Mr. SLOAN. Well, as it relates to the 165 million accounts and
going back the additional 8 years, that is effectively what we did.
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We went back and double-checked the prior period that we had dis-
closed and expanded that. We have put in additional policies and
procedures in place right now to be able to address those issues,
and those are independent of the business line. That was one of the
issues we had before, when there was an issue historically.

Senator ROUNDS. My time has expired, but are you going to con-
tinue to use a third party to review in terms of due diligence to
make sure that it is actually—that the changes that are being
made are actually being implemented?

Mr. SLOAN. We are bringing in third parties to look at various
policies and procedures across the entire company, so the answer
is yes.

Senator ROUNDS. Thank you.

Thank you, Mr. Chairman.

Chairman CRAPO. Thank you.

Senator Schatz.

Senator SCHATZ. Thank you, Mr. Chairman.

Mr. Sloan, the OCC has the statutory authority to revoke a na-
tional charter of a bank if the bank is found to violate the National
Bank Act. Why shouldn’t the OCC consider revoking your charter?

Mr. SLOAN. Senator, because we provide products and services to
one out of three American households. We have talked about many
mistakes that we have made, but today, more oftentimes than not,
we do that appropriately. The company is growing. The company
provides jobs to 270,000 people——

Senator SCHATZ. So you are too big?

Mr. SLOAN. No. No, we are not too big at all. I am just rein-
forcing that every day we have 270,000 team members that go out
and satisfy the needs

Senator SCHATZ. But that sounds like what you said, is that the
reason that your charter should not at least be considered for rev-
ocation is—the first thing out of your mouth was your size.

Mr. SLOAN. No. The first thing out of my mouth was our cus-
tomers, that we serve one out of every three customers. We take
that responsibility very seriously. When you look at the bank in to-
tality today, we are doing many more things right than we are
wrong. But I appreciate that today we are talking about Wells
Fargo 1 year later and the changes that I have

Senator SCHATZ. Sure. I am sorry. I am going to cut you off.

Mr. SLOAN. I understand.

Senator SCHATZ. I want to go 5 minutes only. That does sound
to me like too big. I guess we will allow the members of the panel
and the audience to make a judgment about whether your answer
sufficed.

You know, I am not an expert in banking, so I want you to ex-
plain this to somebody back home. You made $21 billion in profits
last year. You made a nice salary. I do not want to personalize this.
Your board makes better than a nice amount of money. You were
COO when a lot of this went down, and now you are CEO. So ex-
plain to the man on the street why this is fair.

Mr. SLOAN. Senator, I am not 100 percent sure—I know what
you mean by “this,” but let me

Senator SCHATZ. I mean, you get a promotion. I mean, all the
people in charge get lots and lots of money. And I mean, all the—
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not all the consumers, but lots of consumers get harmed. So just
explain to me in plain English why this is fair.

Mr. SLOAN. Senator, I have taken responsibility for the mistakes
that have been made at the company. I am taking action in my role
as CEO to make Wells Fargo a better bank than it was a year ago.
It will be a better bank in the future. We are taking concrete——

Senator SCHATZ. I guess I will just point out——

Mr. SLOAN. ——action, and we are providing—I am proud of the
fact that our bank is the largest small business lender, the largest
home lender. We make a difference to Americans every day. You
deserve——

Senator SCHATZ. Back to your size.

Mr. SLOAN. You deserve

Senator SCHATZ. Hold on. I only have 2 more minutes. It occurs
to me that it is only in financial services, only in this industry
where people can make such massive errors and there does not ap-
pear to be accountability, and only because of your size do we not
understand totally which statutory tools, which regulatory tools,
W({lich consumer-based tools we have at our disposal to find a rem-
edy.

At a briefing for our staff, Wells Fargo representatives explained
that banks would make goodwill payments to customers who had
their cars repossessed and their credit trashed as a result of auto
insurance that you bought for them. As I understand it, the bank
will designate a third-party claim administrator and ask customers
to send in a form explaining how they were harmed and how much
money they need to be made whole. According to your representa-
tives, the claims are basically going to be paid up to $2,000 sort
of no questions asked.

So then my question is: Why not just cut checks up to $2,000 for
all of those impacted? Because the only reason I can think of put-
ting the burden on consumers to ask for this goodwill money that
you have already approved is that you are hoping many of them
will not do it. So can I have your commitment to go ahead and pre-
sumptively push out the money rather than force people to figure
out that they have this right and that they are likely to be ap-
proved up to $2,000, but they have got to go through the paper-
work? Can I have your commitment today?

Mr. SLoaN. No. What you have my commitment is that we are
making the $500 goodwill payment to every one of those customers,
whether they were impacted or not. And you have my commitment
that we will make sure that we will make it right for those cus-
tomers to the extent they were impacted. If we need to do more
than $2,000 to make it right, we will do that.

Senator SCHATZ. Can you please provide the Committee with a
list of all legislation that Wells Fargo has lobbied for or against
since 20107

Mr. SLOAN. We will respond to whatever inquiry you would like
us to respond to.

Senator SCHATZ. That is my inquiry. If you could respond in writ-
ing for the Committee.

Mr. SLOAN. Sure.

Senator SCHATZ. Thank you.

Mr. SLOAN. Thank you.
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Chairman CRAPO. Senator Tillis.

Senator TILLIS. Thank you, Mr. Chair. Mr. Sloan, thank you for
being here.

I just want to go back and make sure I have got the numbers
right. I think the third party assessed 90 out of 93.5 million ac-
counts that were opened, in about a 4% year lookback, there were
about 2.5 million that appeared to be unauthorized; and an 8-year
lookback was 165 million accounts opened, and I think that was
about 3.5 million unauthorized?

Mr. SLOAN. Potentially unauthorized, Senator.

Senator TiLLIS. I have got to go back, because I want to talk
more about how you focus on the customer and make this very easy
for them to recover from. I serve on the Veterans’ Affairs Com-
mittee, and I got a call from a veteran in North Carolina who
had—his wife was opening the mail, and she mentioned to her vet-
eran husband, “Honey, I did not know you were dead.” The VA had
sent a notice that he had somehow got miscategorized and he was
deemed dead. He thought it was a simple problem. He had his mili-
tary ID card, called up the VA, and the VA said, “Well, you have
got reams of paperwork and several phone calls that you will need
to make to actually get reinstated and get your veteran’s benefits.”

Now, tell me how in making this right that I am not getting on
a phone listening to elevator music, getting transferred to several
different accounts—in other words, how are you maximizing—mini-
mizing the customer’s time and getting this right? And, similarly,
how are any effects on underlying credit reporting agencies being
dealt with, too, as a part of getting this right? In other words, is
it my problem to deal with maybe clearing up those accounts that
I did not authorize to an Equifax or through the credit agencies?
Tell me a little bit about that process.

Mr. SLOAN. So in answer to your first question, Senator, in the
fourth quarter we reached out to 43.5 million customers via their
statements and also by email, and we said something very simple:
“If there is anything about your accounts that you think is not
right, come in and see us, and we will make it right by you.” And
about 41,000 have come in to see us. Most of those situations have
been resolved with the customer right there. To the extent that
they are not pleased with what we have offered, we have offered
them free mediation services. Again, we pay for them, an inde-
pendent mediator, and we address their issues.

One of the other fundamental changes that we have made in the
company since I became CEO is the customer service element with-
in our branches. Historically, when a customer came in, we had not
delegated the ability for a banker in one of our branches or a teller
or a service manager to deal with it on the spot. We said, “Hey,
great. You have got an issue. Call our 1-800 number.” And that
was not a very good customer experience, to your point.

So under the new leadership of our new head of Community
Bank, Mary Mack, what she has done is she has delegated that au-
thority down to the branches so that when a customer comes in
and they have an issue, we are trying to deal with as many of
those as we can.



23

In addition, we have increased staffing for our phone bank or
customer service as well as the customers that come in via online
or via mobile. So we are trying to do a better job.

I introduced six goals for our team in March, and the number
one goal is that we want to provide the best customer service and
advice in the industry. We have got work to do, Senator. I would
love to be able to tell you that we are number one right now, but
we are not. But I am going to make sure that we have enough re-
sources.

Senator TILLIS. So we are trying to figure out, you know, I used
the 93 million and 2 million potentially unauthorized, or 165 mil-
lion, 3.5 million potentially unauthorized. And then it is a fraction
of those that actually incurred fees or any charges. Is that correct?

Mr. SLOAN. That is correct.

Senator TILLIS. OK. So for all the other ones, just as a self-gov-
erning matter, I mean, I worked in the banking industry before I
went into politics. You do not like opening up accounts that have
no activity because there is an inherent cost of operations that you
are incurring. So, I mean, there is a natural—I am trying to figure
out how—where the circuit breaker did not click and whether or
not all those circuit breakers, in your opinion, have been fired so
that we are now trying to get to the governance issues that I have
confidence that you would work on, Wells Fargo would work on.
But tell me just a little bit more about governance in my remaining
25 seconds.

Mr. SLOAN. Well, as it relates to governance for the entire com-
pany, the board engaged in an independent investigation. That has
been made public. The board made some changes based upon that
in terms of executive accountability, which totaled $180 million of
compensation that was clawed back or not authorized. There is a
new CEO. That is me. We have an Operating Committee of which
5 of the 10 members now have new roles. We have taken the re-
sponsibility and the criticism in the board’s independent report
that said that management did not provide information to the
board as well as we could have. I completely agree with that. We
have revamped the way we have done that. So there have been a
lot of governance changes.

But most importantly, I think, within the company, it is taking
the enterprise risk control functions—human resources, compli-
ance, credit, you name it—and centralizing all those so that we
have a better check and balance between the business lines and
risk, and then creating a Conduct Office in the risk function to be
able to independently look at complaints and ethics lines questions
and all kinds of things that would indicate that we have any issues
in the company. I get those reports now, and that was not hap-
pening a year ago.

Chairman CRAPO. Senator Van Hollen.

Senator VAN HOLLEN. Thank you, Mr. Chairman.

Mr. Sloan, I was listening to your responses to Senator Tester
about the issue of forced arbitration. A simple question. Who knows
best what is in a customer’s interest, Wells Fargo or your cus-
tomer?
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Mr. SLoAN. I think that it frequently is the customer, and that
is why it is very important from my perspective to get it right so
that we do not get to the point

Senator VAN HOLLEN. But if your customer knows best, why do
you deny them the ability to go to court? Why do you require your
customers, if they know best, to go to mandatory arbitration?

Mr. SLOAN. Senator, we do not do that for all of our products and
services. We do that

Senator VAN HOLLEN. Yeah, but why do you do it for some of
them if your customer knows best?

Mr. SLOAN. Well, again, I think many——

Senator VAN HOLLEN. It is a simple question. If your customer
knows best, why do you deny them the opportunity to go to court?
Why do you require arbitration?

Mr. SLOAN. Because, Senator, most of the independent studies,
including the ones that was done by the CFPB 2 years ago, indi-
cate

Senator VAN HOLLEN. But if a customer

Mr. SLOAN. ——that it is better—that it is better for the cus-
tomer——

Senator VAN HOLLEN. Mr. Chairman, if the customer makes—a
customer brings the case, right? Right? So if a customer decides it
is in his or her best interest, forget about studies. We also know
what the Consumer Financial Protection Bureau—what they rec-
ommended. They recommended that we get rid of forced arbitra-
tion.

You said to Senator Tester that you were not applying forced ar-
bitraj):ion with respect to the fake accounts. Remember that an-
swer?

Mr. SLOAN. Yes, I did.

Senator VAN HOLLEN. There is an article here, Monday, Sep-
tember 18, 2017, just a short time ago. In a case in Utah, Wells
Fargo lawyers have actually taken the position that the forced arbi-
trati;)n does apply to those fake accounts. Are you aware of that
case?

Mr. SLOAN. I am not familiar with that case, Senator. I apolo-
gize.

Senator VAN HOLLEN. Well, let me read to you from a Reuters
excerpt, and they reported this on September 18, 2017. It says: “In
a motion on Monday, lawyers for Wells Fargo said consumers
signed agreements to arbitrate disputes when they first opened
their accounts at the bank, and those agreements also cover other
accounts allegedly opened without their consent.” That directly con-
tradicts your testimony to Senator Tester, doesn’t it?

Mr. SLOAN. Senator, I will have—I will look into that matter.

Senator VAN HOLLEN. If that is true

Mr. SLOAN. Senator, I will look into that matter, and I will re-
spond.

Senator VAN HOLLEN. If that is true, it directly contradicts your
testimony to this Committee, doesn’t it?

Mr. SLOAN. Senator, I will look into that matter

Senator VAN HOLLEN. I am not asking you to look into it. I am
asking you to say if that is true, doesn’t that contradict your testi-
mony?
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Mr. SLOAN. Senator, I am not familiar with the facts of the situa-
tion, so I cannot answer that question. But I would be happy to
look into it and respond to you.

Senator VAN HOLLEN. Well, if it is true, it violates—it is con-
tradictory—I do not know if you were sworn in today or not, but
it violates your earlier testimony.

Let me ask you about your other overdraft fees scandal. When
it comes to the overdraft fees scandal, you are still exercising your
right to deny customers the right to go to court. In other words,
you are enforcing the arbitration agreement. Is that——

Mr. SLOAN. Senator, I am not familiar with the overdraft scandal
that you are referring to.

Senator VAN HOLLEN. The overdraft fees where you were charg-
ing—you were not—where you were charging customers fees on
overdrafts of fake accounts?

Mr. SLOAN. Senator, we do not—we charge customers fees when
they overdraw their accounts, but I am not familiar with an over-
draft scandal. If it relates to any unauthorized accounts that were
potentially unauthorized accounts that could have been part of that
3.5 million, to the extent that there was any fees charged, we have
already reimbursed those to the customers. So they have been
made whole.

Senator VAN HOLLEN. Well, apparently in a case in the Eleventh
Circuit Court of Appeals, you are—we will follow up with you, but
it looks like also——

Mr. SLOAN. Please.

Senator VAN HOLLEN. How about the practice where you were
selling auto insurance to people who did not ask for it or did not
want it? That was a situation I think about 500 Marylanders or
more—actually, about 10,000 Marylanders were affected by that;
500 had their cars repossessed. It was actually the subject of an
NPR radio story. Did you have a chance to hear that radio story?

hMr. SLOAN. I did not, Senator. I listen to NPR, but I did not hear
that.

Senator VAN HOLLEN. I would encourage you to do that because
one of my constituents came out to go to work one morning. His
name was Michael Feifer. He was heading out in February to his
job in Maryland at a company that builds guitars. He walked to the
place where he parked his car. It was not there. He called the po-
lice, said he was livid, said he thought someone stole his car. It
turns out it was not a car thief at all. It was Wells Fargo’s re-
possessors. He was flabbergasted because his insurance was cur-
rent. He went to Wells Fargo. The folks at the local branch said,
you know, “This is nuts. You are covered.” It took them, the em-
ployees of Wells Fargo, over 2% hours just to connect to folks in
another branch.

My question is very simple: If it takes the employees of Wells
Fargo 2% hours to get in touch with others, if it takes individuals
having to fight the system by themselves, don’t you understand
why it makes sense for people to be able to band together to file
their claims against a big company like yours rather than have to
fight you one by one?

Mr. SLOAN. Senator, what I understand is that if we make a mis-
take, we need to make it right, and we have got to improve our
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processes. What I would like is, to the extent that Mr. Feifer has
not been made whole by us, I would like to speak with him person-
ally to make sure that we are handling the situation to his satisfac-
tion if we made a mistake.

Senator VAN HOLLEN. Well, Mr. Chairman, I would just point out
that you said it yourself. You were informing your customers to
know about class action settlements so they can be made whole.
That is the way lots of people can be, you know, made whole at
once. Mr. Feifer is like one guy fighting Wells Fargo. I find it amaz-
ing that you would say your customers come first, and then you
deny them the choice of how they seek their compensation, how
they seek justice.

Thank you, Mr. Chairman.

Chairman CRAPO. Senator Perdue.

Senator PERDUE. Thank you, Mr. Chair. Mr. Sloan, thank you for
being here.

Mr. SLOAN. Thank you, Senator.

Senator PERDUE. In how many States does Wells operate today?

Mr. SLOAN. In all of them.

Senator PERDUE. Are you regulated in every one of those States?

Mr. SLOAN. Yes.

Senator PERDUE. How many Federal regulators do you have
today?

Mr. SLOAN. Oh, gosh.

S%nator PERDUE. OCC, Federal Reserve, SEC, CFPB; is that cor-
rect?

Mr. SLOAN. And then, in addition, we have securities regulators,
too.

Senator PERDUE. So were you supervised during this period of
time, 2011 to 2016, were you supervised by the Federal Reserve?

Mr. SLOAN. Yes.

Senator PERDUE. Did they in their oversight—and I am sure they
were quite involved. Did they reveal any material issues during
that period of time?

Mr. SLOAN. Oh, they have, but that is confidential information
that I cannot disclose. But we have an active dialogue in

Senator PERDUE. Relative to this breach of——

Mr. SLOAN. In terms of the retail account?

Senator PERDUE. Yes.

Mr. SLOAN. No, they did not.

Senator PERDUE. Were you supervised by the OCC during this
period of time?

Mr. SLOAN. Yes.

Senator PERDUE. Did that oversight reveal any material issues
relating to this situation?

Mr. SLOAN. Yes, it did, and the prior Comptroller of the Cur-
rency, Mr. Curry, has testified to that.

Senator PERDUE. Did the CFPB come up with anything, any ma-
terial issues, during this period of time?

Mr. SLOAN. Not to my knowledge.

Senator PERDUE. And in dealing with these regulators, are there
any outstanding issues today relative to this

Mr. SLOAN. Oh, sure, absolutely. You know, I have a long to-do
list.
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Senator PERDUE. And how is the company reacting to that list
of corrections?

Mr. SLOAN. We are listening. I mean, I think that

Senator PERDUE. I am sure you are implementing, too, right?
The question I have is

Mr. SLOAN. Well, that is where I was going. We are listening to
their concerns, and we are making fundamental changes not only
because I think they make sense as CEO, but because our regu-
lators also believe that there are other changes that we need to
make. And we are being very responsive. I am sure if they were
here, they would say that we are not moving as quickly as they
would like, which I appreciate that. But our commitment to fixing
anything that is broken and making Wells Fargo the best bank in
this country is sacrosanct from my perspective.

Senator PERDUE. Well, I think you would agree, we in a private
conversation—there is no way to sugarcoat this as a serious issue,
and I appreciate your handling it the way that you are.

I want to get to the governance issue, though. You have an inter-
nal audit capability inside Wells Fargo today, right?

Mr. SLOAN. That is correct.

Senator PERDUE. And as CFO, that was your responsibility. It is
a sizable organization. Roughly how many people across the coun-
try are involved in that internal audit effort?

Mr. SLOAN. Oh, gosh. Well, first let me correct something.

Senator PERDUE. Hundreds or——

Mr. SLOAN. Senator, the audit group is actually a separate—it re-
ports separate from the financial organization because they have to
audit the financial organization. So our

Senator PERDUE. To whom do they report?

Mr. SLOAN. The auditor, the chief auditor, David Julian, reports
to me, but then has a direct reporting line also to our Audit and
Examination Committee.

Senﬁtor PERDUE. Right. Also, your board has an external auditor
as well.

Mr. SLOAN. That is correct.

Senator PERDUE. And to whom does that external auditor report?

Mr. SLOAN. Well, they report to our shareholders.

Senator PERDUE. Right.

Mr. SLOAN. And then they also provide independent reports to
our board on our financial condition and other matters.

Senator PERDUE. So during this period of time, when these indis-
cretions were occurring, did any report from either the internal
audit capability or the external audit capability disclose any of
these maladies?

Mr. SLOAN. The internal auditors did, though I would say that
that was another area they could have done a better job. And I
think David Julian, our chief auditor, has made fundamental
changes there. But when it was reported to the senior leadership
team, we should have taken more aggressive action.

Senator PERDUE. Has any other breach of operation occurred that
has not been made public yet?

Mr. SLOAN. Well, minor breaches, maybe, but that was one of the
reasons why we went above and beyond the normal standard of
materiality in our second quarter 10-Q to provide an update on
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things like CPI, on GAP insurance, on hard holds, on OFAC, on
RMBS, a variety of different matters, because as I have encouraged
our team, we need to make sure that we are more transparent to
our stakeholders than we have ever been.

Senator PERDUE. So going forward, has the scope of the internal
audit function and the external audit function been expanded rel-
ative to this problem?

Mr. SLOAN. It has expanded, and it has been reorganized to re-
flect the reorganization that we have done within our company. I
do not know the answer as to the number of folks from KPMG that
cover us today, but my guess is there is more than was a year ago
and the year before.

Senator PERDUE. Thank you, Mr. Chairman.

Chairman CRAPO. Thank you.

Senator Heitkamp.

Senator HEITKAMP. Thank you, Mr. Chairman. One of the most
important things that we can accomplish here is to figure out
whether we actually see and have a sense that there is a culture
change at Wells, Mr. Sloan. And I have to tell you, I have been lis-
tening to the line of questioning, and I think anyone with an open
mind would question whether we are actually seeing a culture
change. So let me kind of run through this.

Senator Warren asked you about the L.A. Times at the time that
this story broke, and we can all acknowledge that the L.A. Times
had a huge role in this. And you said, well, you did not have evi-
dence about that, so you did not really respond to it. But then once
it became a bigger scandal, then we are going to fix it.

So then we find out when we talk about it, well, we are going
to fix it. We now realize that this is a problem, and there has been
mistakes made.

And then we find out, after the “we will fix it,” that there was
knowledge of this problem years before the L.A. Times story, that
upper management knew about this problem and thought that they
had managed it and fixed it. They did not fix it.

OK. Then we fire employees who open fake accounts, saying they
are the problem. It is this Community Bank problem. That is
where the problem is.

But you also fired those who refused to play the game, and we
know that that happened because they have since participated in
public discussions about how they tried to whistleblow on this. And
then, again, when we raise these issues, you say, “Trust us. We are
fixing it.”

And they come before this hearing—it was not you, Mr. Sloan,
but come before this body and say, “Wow, this is all you need to
know. We now have turned the corner, and it is all going to be
OK.” Only then to have this insurance scandal exposed. But now
we hear, “We are going to fix it.”

So, OK, I am, like, that is three times, you know? I know a little
bit about baseball. It seems like you strike out after three times
of promising something you do not see. But what I want to say to
you, because it goes back to your response to Senator Warren about
the L.A. Times. In the course of just about 15 minutes here, you
were told about an overdraft problem in the Eleventh Circuit. Now,
if I ran an organization, I would know if I were in the Eleventh
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Circuit with a discussion on overdraft protection. But you said you
were not familiar. That sounds familiar.

Then you were asked about a legal position taken in Utah about
arbitration, which was in the media. You said, “I do not know
about that.” I would know about that if I were you. I would know
about that if I were you, especially coming before this body.

And then a national news story about Wells Fargo being involved
in a wrongful repossession of a car, a news story that literally mil-
lions of people listened to, and you are not familiar with it.

This is problematic for us, because we need to see that there is
actually a culture change, that there is a reaction to these kinds
of consumer failures. And we do not really hear it here. What we
hear a lot of is, “Do not know. Look into it. We really care about
the customer.”

Now, I would assume that where we are right now is a lot of soul
searching at the highest ranks—soul searching at the highest
ranks of Wells Fargo. And correct me if I am wrong. What I heard
you keep saying is mistakes were made at the Community Bank,
dri\ﬁz% by wrongful incentives that were provided to the employees.
Right?

I have not heard you say, other than taking responsibility for the
incentives, I have not heard you say mistakes were made at the
highest level of Wells Fargo. I mean, we can say, yes, we have lost
a CEO and, yes, there has been some punishment and, yes, we are
moving over. But at the bottom line, I do not hear a level of culture
change that satisfies me today. And I think that that is something
that is very problematic for Wells Fargo going forward because “I
am not familiar” is not an answer we should be getting here. It
should be, “Yes, we are aware of that. We are fixing it.” And when
we only hear “I am not familiar,” we wonder what else we are not
familiar. And I would caution you, when you say this is everything,
that is what the last CEO told us. And then the insurance scandal
broke.

So, you know, it is up to your board to figure out what they are
going to do. But I hope you take these comments as constructive
because it is not helpful for you to say you are not familiar.

Mr. SLOAN. Senator, I appreciate your comments, and in my
opening statement I was very clear that we take responsibility for
the mistakes that we have made. And when I say “we,” I mean me.
I am the CEO of this company. The buck stops with me every day.
I apologize that I am not familiar with every matter, but to the ex-
tent that I am not, we are going to follow up on all of those.

As it relates to Senator Warren’s comments, she asked me not
if I was familiar—about the L.A. Times, she talked specifically
about information that the L.A. Times provided and if I took any
action. The L.A. Times in that interview did not provide me with
any information, so I cannot take action if the L.A. Times did not
provide.

Having said that, we took action when that information got to
the senior leadership team. I have taken responsibility for the fact
that we did not take aggressive enough action. That is why we are
making the fundamental changes that we are making at Wells
Fargo to make things right for our customers and our team mem-
bers and all of our stakeholders.



30

But having said that, Senator Heitkamp, I completely appreciate
your frustration. I am angry about what happened at this com-
pany, and I pledge to you that not only are we fixing it, but we
will fix it.

Senator HEITKAMP. I just want to again point out that you can-
not segregate the top from the bottom, and it seems to me that
when you say “we,” we did not get any information from the L.A.
Times, you should not have had to have information from the L.A.
Times. You should have read the story and said, “Is this true? Let
us go find out.”

Mr. SLOAN. And we did. And we did.

Senator HEITKAMP. Well, you knew it was true because you knew
about this years before that.

Mr. SLOAN. No, Senator Heitkamp, I did not. And the board actu-
ally conducted an independent investigation where they looked at
millions of documents, they interviewed hundreds of people, and
their conclusion was consistent with what I have said publicly here
and elsewhere in the last year, and that is that the issues within
the Community Bank were elevated to the leadership team, includ-
ing me, in late 2013. We should have and could have taken more
aggressive action. I apologize for that. We have taken that aggres-
sive action right now to fix the things that are broken.

Senator HEITKAMP. And what year was the L.A. Times story?

Mr. SLOAN. 2013.

Senator HEITKAMP. I think that we had a document from the last
CEO going back to 2008, but I will have to hunt it up. I do not
have it in front of me.

Thank you, Mr. Chairman.

Chairman CRAPO. Senator Cotton.

Senator COTTON. Thank you, Mr. Chairman. Mr. Sloan, welcome
to the Committee. Thank you for your appearance here today.

Mr. SLOAN. Thank you.

Senator COTTON. I appreciated our visit in my office last week
as well. We talked about some of the challenges that Wells Fargo
has faced because of mistakes they made last year, not just for the
customers but for the tens of thousands of men and women that
work in your branches all around the country, to include Arkansas,
who are worried about the future of the company and what it
means for their ability to put food on their kids’ table and put a
roof over their heads.

One of the quickest ways that businesses can see an impact
whenever they make a mistake like this or they display poor judg-
ment is simply through competition, that your customers can go
elsewhere, they can go to another bank. But one thing that Jamie
Dimon has spoken about is the regulatory moat around big busi-
nesses, that as it becomes harder for smaller businesses to deal
with the regulations that Washington has imposed upon them, it
also gives big businesses less incentives to be responsive and,
therefore, less choice to consumers. One good example of this is cer-
tain airlines that have mistreated their customers on occasions, yet
there is really very few choices that you can go to if you want to
fly from one city to the next.
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What kind of market reaction has Wells Fargo seen over the last
year in terms of losing customers or going elsewhere or at least
pressure from other of your big competitors?

Mr. SLOAN. Well, Senator, I think the banking business in the
U.S.—and, again, I have been involved in the business for 30
years—is very, very competitive. Big banks, medium size banks,
small banks, nonbanks provide customers with lots of opportunities
for good products and services.

There 1s no question that since last September, after the retail
banking sales issues were announced, there was an impact on our
business. But since then, because of the changes, fundamental
changes that we have made in the company, we are continuing to
grow. We are not growing as fast as we were prior to last Sep-
tember, but we are on a good trajectory. And, again, I think that
is because we have taken responsibility, we have taken executive
responsibility, we have made changes, we have made changes in
our products and services and our processes, and our customers are
seeing that and they are reacting positively to that. We are not
where we need to be, but we are making progress.

Senator COTTON. OK. One of the things that has always seemed
peculiar to me about the controversy over the fake accounts is how
few of them produced any revenue, so it is not just that they were
fake, but Wells Fargo sales incentives apparently were rewarding
employees for accounts that did not produce revenue and the client
did not even know about. That seems like some misaligned incen-
tives.

Mr. SLOAN. Oh, I think it was

Senator COTTON. Not even effective at cheating the system.

Mr. SLoAN. I think it was worse than misalignment. I think it
was stupid.

Senator COTTON. Yeah. What were the incentives? I mean, if you
are not even producing revenues from these accounts, why were
they created in that way?

Mr. SLOAN. Our retail banking business was focused on growing
the number of accounts. They were too focused on growing the
number of accounts and incented people for just doing that as op-
posed to good products and services, growing relationships, doing
it in the right way. In hindsight, it was just stupid.

Senator COTTON. So you have been on board now for a good bit
of time to try to clean up everything. What do you think is the risk
of possible other misaligned incentives inside the organization of
which you are not yet aware?

Mr. SLOAN. Well, Senator, I think it is relatively low. Again, I
cannot promise perfection, but I have told our team we need to get
as near to it as we can. And so what we have done is, you know,
as part of our agreements with our regulators, they appropriately
said, “Hey, as part of these consent orders, you need to look at the
incentive compensation structures across a number of your prod-
ucts.” As CEO, I said, “No, we are going to go beyond that.” We
are going to look at the incentive compensation system throughout
the entire company, and we are not just going to do it ourselves.
We are going to bring in third parties to do it independently and
give reports not only to senior management but give those reports
to our regulators and give those reports to our board so that we are
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very transparent about it. And I am pleased that they have not
found anything as serious as what we—but we cannot rest. We can
never let something like this happen again.

Senator COTTON. I would agree with that.

Finally, I just want to make a point. We have heard a lot about
forced arbitration this morning in this conversation. This is in ref-
erence to the Consumer Financial Protection Bureau’s new arbitra-
tion rule. I would say if we allow that rule to go into effect, we may
not have forced arbitration but we will have forced class action law-
suits, because without arbitration as an option, then the arbitra-
tion system will essentially cease to exist. And I do not think we
should be forcing consumers to fund the lawsuits of class action
lawyers.

Chairman CRAPO. Senator Donnelly.

Senator DONNELLY. Thank you, Mr. Chairman.

Mr. Sloan, you just mentioned that the buck stops with you and
that you are going to make it right by American customers and
American employees. I am concerned by the outsourcing of call cen-
ter jobs, and I have learned that Wells Fargo has eliminated sev-
eral hundred jobs here in this country recently and more in recent
years. At the same time that you were letting these people go, you
were adding on positions in the Philippines.

How is that making it right by your people here that work for
Wells Fargo?

Mr. SLOAN. Senator, we employ 270,000 team members. About
more than 90 percent are here in the U.S., and the reason for that
is that that is where most of our business is done, in the U.S.
About 95 percent of our revenues, our customers, are here.

We hire anywhere between 40,000 and 50,000 people here in the
U.S., and currently we have 15,000 jobs that are open in the U.S.
For example, in our retail banking business, since September of
last year, since I became CEO, more or less, we have hired about
17,000 people. They are all here in the U.S.

Senator DONNELLY. Well, let me ask you this: Did you let people
go that were working in the call center areas and add people in the
Philippines to the same positions?

Mr. SLOAN. Senator, we want to make sure that we are providing
our products and services

Senator DONNELLY. Well, that is an easy one. Did you let people
go here in the States and then add people in the Philippines?

Mr. SLOAN. Senator, we did, and generally our track record is
that we rehire somewhere between 70 and 80 percent of each of
those folks into another job in Wells Fargo. They generally get a
preferential treatment and review because we have—we always
have about 15,000 jobs that are open.

Senator DONNELLY. What happened to the other 20 percent?

Mr. SLOAN. Senator, I do not know exact——

Senator DONNELLY. Would you make a commitment to figure out
how you can get them back on the team?

Mr. SLOAN. Senator, I will make a commitment that we want to
hire as many qualified team members as we can, because we have
15,000 jobs that are open right now.

Senator DONNELLY. Every business wants to do that. What I am
asking you is for those 20 percent that you talked about that may
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have been let go but not rehired, you know, if it is not for various
other reasons—I mean, if they were doing their job right, would
you commit to rehiring them in another position?

Mr. SLoOAN. If we have jobs that are open that they are qualified
for, of course, I will commit to that.

Senator DONNELLY. Well, why would you in the first place send
these jobs to the Philippines if they were being done here?

Mr. SLoAN. Because frequently, when we look at how to best
serve our customers, it makes sense to have folks around the world
so that we can continue to be working through a 24-hour day and
not run a night shift, for example, somewhere. We think that that
is an effective way to do

Senator DONNELLY. Do you think Americans are not capable of
working a night shift?

Mr. SLOAN. No.

Senator DONNELLY. I can show you a whole bunch of folks in my
State who work night shifts.

Mr. SLOAN. Senator, I do not mean to be critical of anybody that
works a night shift at all. But I am just saying that in terms of
how to efficiently and effectively run our business, we want to
make sure our people are in the right place.

Again, Senator, we have over 250,000 team members that
are

Senator DONNELLY. I got that. I guess

Mr. SLOAN. ——here in the U.S. We love doing business in this
country.

Senator DONNELLY. I guess what I would say to you is if the
buck stops with you, I may be patriotic, I may be a flag waver, and
I stand guilty of both of those. But I would put your folks who are
Worﬁng in those jobs up against anybody anywhere else in the
world.

Now I just want to ask you about something else. In 2013, you
said that you sat on the Operating Committee, and you saw prob-
lems and you were concerned. And it was around 2015 Mr. Stumpf
came to my office and was extolling the culture of the company.
And I do not want to hold it to an exact date because it is 2015,
2016. If you were concerned in 2013, why didn’t you stop it?

Mr. SLOAN. Senator, we did take efforts to address the issues,
but in hindsight——

Sel‘;ator DONNELLY. Did you know there were fake accounts in
20137

Mr. SLOAN. No, I did not. Not in 2013. And we should have and
could have taken more aggressive action. For example, I think in
hindsight, what we should have done is not ended that incentive
compensation plan in our retail bank in the third quarter of last
year. We should have ended it years earlier. We tried to deal with
the issue, but we dealt with the issue incrementally. We did not
delzoa% with the issue comprehensively. And for that we take respon-
sibility.

Senator DONNELLY. When you saw that in 2013, and you said,
“We have got problems here, this is not working,” did you mention
that to the board? Did you tell them that, “We have got problems,”
that things are not the way they—the things that you see are not
the way they really are?
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Mr. SLOAN. Senator, my recollection, which is consistent with the
report of the independent investigation that the board did, is that
those were escalated to the board in 2014 and 2015. I think that
is another area where management should have escalated that
more quickly.

Senator DONNELLY. Did you escalate that to the board at that
time, saying, “Hey, look, this is way out of control”?

Mr. SLOAN. It was escalated by a number of senior leaders.

Senator DONNELLY. And the board chose not to take action?

Mr. SLoAN. The board was overseeing the actions that we were
taking. We represented that we thought that they would address
the issues. Again, Senator, in hindsight, we were wrong. And it
lessened the issue so that the number of accounts, the number of
team members impacted was declining. But that is not how we
should have dealt with the issue. The way we should have dealt
with the issue is to end it permanently, and we did not deal with
that in our Community Bank until we ended the incentive com-
pensation plan and changed management last year. That was a
mistake on our part, and it will not happen again.

Senator DONNELLY. Thank you, Mr. Chairman.

Chairman CRAPO. Thank you.

Two Senators have asked for a second round, and so we will do
that. We do have a few minutes left. Senator Brown and Senator
Warren have asked for a second round. I may choose to do one my-
self. But let us go to you, Senator Brown.

Senator BROWN. Thank you, Mr. Chairman.

In my opening, Mr. Sloan, I talked about Mr. Stumpf’s testimony
last year that this activity was limited to the Community Banking
Division. The company, pure and simple, lied to this Committee
and lied to the public. The company recently disclosed it knew in
July 2016 that customers had auto insurance policies added to
their auto loans without their consent—about 800,000 customers,
roughly the size of the State that Senator Rounds represents.

Every day since you have become the head of Wells Fargo for the
last 11 months, every day you have made a decision to not disclose
this information to the public. Your company knew about the auto
insurance policy when former CEO Mr. Stumpf testified. When did
you first become aware of the force-placed auto insurance policy
probl‘;em? And why did you think it was OK to continue covering
it up?

Mr. SLOAN. Well, I do not think it was OK to cover it up, Senator
Brown. In fact, when the issue was escalated to me in 2016, in late
August, early September, I talked to our team about it, and we de-
cided at that point in time to end and tell our vendor to quit pro-
viding that insurance to our customers. And that was effective at
the end of September.

We then created an internal group made up of business line ex-
perts, legal experts, our auditing function to look at the matter. We
brought in an independent law firm and an independent consulting
firm to help us do a comprehensive and third-party review of the
remediation. We got the results of their report in the first quarter
of last year. We began to put together the remediation plan, and
we disclosed that remediation plan in August. And we highlighted
that—we disclosed the issue in August. We have described what
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our remediation plan is as it relates to those 570,000 customers.
Those checks have begun to go out, and we reported that in our
second quarter 10-Q. So we have not been covering it up.

Senator BROWN. Well, you did not cover it up

Mr. SLoAN. I am sorry, Senator. Could I make one other point?
We disclosed that to our regulators in the third quarter of last year
also.

Senator BROWN. But that it took you, you the company—you per-
sonally 8 months, you the company 13 months to disclose such a
violation of the public trust just makes me incredulous.

Let me move to something else. You have said several times that
arbitration is better for consumers. How have consumers fared in
arbitration with Wells on the average?

Mr. SLOAN. I do not have the answer to that, Senator.

Senator BROWN. Well, I do, and I am surprised you do not. On
average, the CFPB found consumers paid $7,700 in arbitration
overall, in arbitration cases. Other data says that Wells customers
paid $11,000 on the average. So they brought you to arbitration—
or you brought them to arbitration. On the average consumers do
not do very well in arbitration, suggesting that there is something
wrong, and also suggesting that arbitration seems to work out well
for Wells Fargo, not so well for your customers. So it is pretty trou-
bling that you continue to dig in and say arbitration is better for
customers because it clearly is not.

Let me ask one

Mr. SLOAN. Senator, could I give you an example of how we are
changing the company to address those——

Senator BROWN. In 20 seconds, because I want to respect the
Chairman’s 5-minute

Mr. SLOAN. Absolutely. Senator, one of the issues that we dis-
closed in the 10-Q was rate lock, rate lock extension fees for our
customers. We are not waiting for our customers to want to arbi-
trate. What we are doing is we have said that—and I want to make
this very clear because this is going to come out in the next couple
of days, so I might as well mention it in front of you all, and that
is, we are going to our customers, and we are saying the following:
“If you have a complaint about a rate lock extension fee that you
paid at Wells Fargo, we will remediate it.”

Senator BROWN. Good, and

Mr. SLoAN. We are going to contact 108,000 customers, and we
are going to say the following

Senator BROWN. There are some good things you are doing. I am
not saying you are not. But I am saying that on fundamental
issues like continuing—Senator Cotton talked about for whatever,
but he said optional. We are saying it is forced arbitration. It is not
optional for so many of your customers.

Last point, right before the scandal broke, CEO compensation at
Wells Fargo increased from $19 to $21 million. You recently an-
nounced you will be increasing the minimum pay for tellers from
$12 to $13.50 an hour.

Mr. SLOAN. $13.50 to $17.10 an hour, depending upon where
they are located. That is a 12-percent increase, and it is 80 percent
above the Federal minimum wage.
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Senator BROWN. Well, the Federal minimum wage is poverty
wages plus. So the CEO was overseeing a mass fraud. He gets a
compensation increase from $19 to $21 million a year, and tellers
get a raise, making those tellers still eligible for taxpayer subsidies
to subsidize your employees, subsidies of Medicaid and food stamps
and Section 8 housing, perhaps in the EITC. I mean, you fight
class action from employees that you did not pay overtime. It just
strikes us as hypocritical to be boasting about this minor increase.
It matters to them. It does matter to them.

Mr. SLOAN. It does matter to them, Senator, and I think that is
one of the reasons why

Senator BROWN. But you defend—you defend wage theft—your
company is defending wage theft in court by fighting these over-
time claims by your employees.

Mr. SLOAN. Senator, I am very proud of the fact that we raised
the base pay for our lowest-paid team members. I think that is one
of the reasons why our attrition has gone down, because what they
are saying is that we are paying them fairly.

In addition to the base pay, we provide a benefits package to
those team members that averages between $6,000 and $8,000. We
provide other benefits to them. What we are seeing is a team mem-
ber base, particularly at the lower levels, that is very happy to
work at Wells Fargo. And you have my commitment to continuing
to make sure that those team members are paid in an appropriate
way.

Chairman CRAPO. Senator Warren.

Senator WARREN. Thank you, Mr. Chairman.

Mr. Sloan, since becoming CEQO, you have said that your priority
is rebuilding trust with your employees. At a company-wide meet-
ing this past March, you told your employees, and I want to quote
you: “Wells Fargo’s mission has never been just about improving
our bottom line.” And then you went on to assure them that Wells
Fargo’s employees were the most important and valuable resource.
Is that right?

Mr. SLOAN. Yes. I say that often, Senator.

Senator WARREN. Good. So 2 months after making those com-
ments to your employees, you held an investor day where you and
your team made your pitch to Wall Street investors, and you rolled
out a new financial plan, and I would like to submit a copy of that
plan for the record, if I may, Mr. Chairman.

Chairman CraPo. Without objection.

Senator WARREN. Thank you.

Now, I am sure you are familiar with this presentation, Mr.
Sloan. I have also given you a copy of it, too. On pages 26 and 27
of this presentation, you say that Wells Fargo will cut $4 billion
in expenses—$2 billion by the end of 2018, another $2 billion by
the end of 2019. That is a huge cut, an 8-percent reduction in non-
interest expenses over just a 2-year period.

Now, here are some of the ways you describe how you are going
to achieve those cuts

Mr. SLOAN. I am sorry, Senator. Could I just correct one thing
you said?

Senator WARREN. Yes.
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Mr. SLOAN. So it is not over a 2-year period. It is over about a
4-year period. That is number one.

Number two, what we have said is that the first $2 billion that
we are going to be reducing, we are going to reinvest back into the
business, so it is not going to the bottom line for our shareholders.
As it relates——

Senator WARREN. Actually, let me just quote what you said to
the investors.

Mr. SLOAN. Sure.

Senator WARREN. You said you were going to consolidate—con-
solidating similar operations activities to provide better economies
of scale——

Mr. SLOAN. So that Center of Excellence——

Senator WARREN. improving—can I just read this, please?

Mr. SLOAN. Sure. I am sorry.

Senator WARREN. Improving processes, including digital tech-
nology to automate manual processes, and outsourcing of certain
non-differentiated capabilities.

Now, that is a lot of corporate buzz words, but consolidating,
automating, and outsourcing sounds an awful lot like firing people.
So, Mr. Sloan, given your statements about how much you value
your employees, can you tell us today that you will not be firing
any employees as part of this $4 billion cut?

Mr. SLOAN. I cannot.

Senator WARREN. OK.

Mr. SLOAN. And the reason for that is, Senator, we have an obli-
gation to run Wells Fargo

Senator WARREN. That is all I need—that is all I need to know,
because when I look at the numbers, it looks like to me you are
going to end up firing tens of thousands of employees to be able to
make these numbers. Compensation——

Mr. SLOAN. Senator, Senator

Senator WARREN. and benefits for employees by far are Wells
Fargo’s biggest expense.

Mr. SLoAN. That is about 60 percent of our total expenses, and
we are proud of that, by the way, because——

Senator WARREN. And if we assume an 8-percent cut in those ex-
penses, that means that you would fire more than 20,000 employ-
ees in the next few years. And here is the kicker for me, Mr. Sloan.
After telling your employees in March that they were your most
valuable resource and that Wells Fargo has “never been just about
improving our bottom line,” I want to read you what Wells Fargo
told Wall Street investors 2 months later, in May: “We expect an
additional $2 billion in annual expense reductions by the end of
2019. These savings are projected to go to the bottom line.”

Mr. SLOAN. That is correct. That is what I just said.

Senator WARREN. So you are literally telling Wall Street you are
going to fire thousands of employees——

Mr. SLOAN. No, we did not say that.

Senator WARREN. off the bottom line.

Mr. SLOAN. Senator, Senator, you are using math to then——

Senator WARREN. Yeah, I do use math.

Mr. SLOAN. Yeah, but you are using math inappropriately, Sen-
ator. That is not——
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Senator WARREN. Inappropriately, by adding numbers?

Mr. SLOAN. No; you multiplied two different numbers——

Senator WARREN. I realize

Mr. SLOAN. ——and you applied it to people.

Senator WARREN. different way that that kind of thing——

Mr. SLOAN. No. Senator, you——

Senator WARREN. ——works at Wells Fargo.

Mr. SLOAN. You applied it to people.

Senator WARREN. I asked you, can you say you are not going to
make these cuts by firing people? And you were very direct. You
said no, you cannot make that promise.

Mr. SLoAN. I have a responsibility to the 270,000 team members
to make sure that the company is in existence and successful—

Senator WARREN. So let us talk about

Mr. SLOAN. year after year after year.

Senator WARREN. that then. I have got one more thing I
would like to read from you, and that is, it is clear that you are
going to knock out a lot of employees here, and it gets worse. At
the same time you are planning to fire employees, you are prom-
ising to spend $11.5 billion in the next year buying back Wells
Fargo stock. You have made this public announcement. You have
that much extra money.

So, look, if you stick to your current plan, it is clear that Wells
Fargo employees making $30,000 or $40,000 a year are going to get
screwed, just like they got screwed in the fake accounts scandal be-
fore. It was executives who demanded new accounts be produced at
all costs. But it was 5,300 front-line employees who paid for that
with their jobs. And now that the fake account scandal has tanked
Wells Fargo’s reputation, your way of pumping up the bottom line
and keeping Wall Street investors happy is to slash costs by firing
low-level employees.

You know, what happens in these cases, Mr. Chairman, is in
these corporate scandals it is almost always the front-line workers
who pay the price, not the executives. And the only way we are
ever going to stop these scandals is to hold executives personally
accountable, to fire the people who are responsible, and when they
break the law, to march some of them out in handcuffs. And until
we do that, these scandals are going to continue and working peo-
ple are going to continue to take the brunt of it.

Thank you, Mr. Chairman.

Chairman CraPO. Thank you, Senator Warren.

Mr. SLOAN. Senator, could I respond to that?

Chairman CRAPO. Yes. As a matter of fact, I am going to take
my last word as the last questioning period here. I am interested
in what your answer would be to Senator Warren’s statements and
the assertions that she makes.

Mr. SLOAN. Yeah, well, I could not disagree more with almost ev-
erything that Senator Warren said. I think it is inappropriate to
take various statements out of context and multiply numbers and
then apply them to people, because then what you are saying, you
are scaring people, and that is inappropriate.

When you look at Wells Fargo, I have said first and foremost my
commitment is to our 270,000 team members, to make sure that
they have got a safe place to do business in, to serve their cus-
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tomers, that they are paid fairly, and what those team members
are saying to us, even in the midst of the fact that we have said
that we need to become a more efficient organization, is they like
working at the company, because our attrition is down. It is down
to its lowest levels in years, and that is because they appreciate the
fundamental changes that we have made, many of which but not
all of which we have talked about.

We care about our team members. That is why I spend a lot of
my time going out and seeing them and talking to them and under-
standing how they are feeling about the company. And we are mak-
ing changes based upon what they tell us. Every other month I
hold a town hall with one, two, three thousand team members and
ask them, unscripted, to give us suggestions. We have implemented
lots of their suggestions. We care about them.

But at the same time, I have an obligation as the CEO of this
company to make sure that we keep other stakeholders happy, and
that includes our shareholders, who are not just Wall Street inves-
tors, but they are shareholders that are pension funds that support
many retirees all across this company. 401(k) plans own our stock.
We have got an obligation to them.

So my job as CEO is to try to balance those appropriately, and
I am working as hard as I can to accomplish that.

Chairman CraAPoO. All right. Well, thank you. And I want to just
let our Senators know that if they have additional questions, they
are due by next Tuesday. And then, Mr. Sloan, we generally ask
that the witnesses respond to those questions as quickly as they
can. Not knowing how extensive those questions will be, we cannot
give a specific timeline to that. But we would like

Mr. SLOAN. Senator, if you want to set a deadline for us right
now, we would be happy to live up to whatever deadline you would
like to set.

Chairman CRAPO. We generally ask that the questions be re-
sponded to in 1 week from when they are received.

Mr. SLOAN. We will respond in 1 week.

Chairman CrAPO. All right. Without anything further then, this
hearing is adjourned.

Mr. SLOAN. Thank you.

[Whereupon, at 11:58 a.m., the hearing was adjourned.]

[Prepared statements, responses to written questions, and addi-
tional material supplied for the record follow:]
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PREPARED STATEMENT OF TIMOTHY J. SLOAN
CHIEF EXECUTIVE OFFICER AND PRESIDENT, WELLS FARGO & COMPANY

OCTOBER 3, 2017

Chairman Crapo, Ranking Member Brown, and Members of the Committee, thank
you for your invitation to today’s hearing, “Wells Fargo: One Year Later”. I appre-
ciate the opportunity to discuss the progress Wells Fargo has made.

The past year has been a time of great disappointment and transition at Wells
Fargo because we recognized too late the full scope and seriousness of the problems
in our Community Bank. When my predecessor testified here last year, we had not
fully grappled with the damage the sales practices scandal had done to our cus-
tomers, our team members, and their trust in the bank. We came to Congress with-
out a good plan and all of you were right to criticize us. But I heard you—and I
heard our customers and our team members—loud and clear. You expect us to do
better, and so do we.

So let me be very clear about this: I am deeply sorry for letting down our cus-
tomers and team members. I apologize for the damage done to all the people who
work and bank at this important American institution. When the challenges at
Wells Fargo demanded decisive action, the bank’s leaders acted too slowly and too
incrementally. That was unacceptable.

I also want to be clear about another thing: Wells Fargo is a better bank today
than it was a year ago. And next year, Wells Fargo will be a better bank than it
is today. That 1s because we have spent the past year determined to earn back the
public’s trust. Since I became CEO 11 months ago, my team and I have been focused
on the three tasks you have invited me to discuss today.

First, in response to the sales practices problems announced in 2016, we are
transforming our Community Bank. Our retail bank has strong new leadership,
more effective organization, and incentives that reward our team members for doing
what is right for the customer. This is a fundamentally different organization from
the one that existed in 2016.

Second, we are looking beyond our Community Bank to review our operations
across the entire company, including in our indirect auto lending business. That re-
view is still in progress, but it has already identified several ways in which we can
improve. I am committed to confronting these problems head-on, and fixing them.

Third, we are working diligently to make things right for every customer who was
harmed by any of our practices and, to that end, we will compensate every customer
who suffered because Wells Fargo made mistakes. I am pleased to report that these
remediation efforts are well underway.

Transforming Our Community Bank

No part of our company better reflects the difference between Wells Fargo in 2016
and Wells Fargo in 2017 than our Community Bank. We have dramatically over-
hauled its leadership, its organization, and its incentives. At every level of the bank,
our efforts focus squarely on the needs of our customers, not on achieving product
sales goals.

I appointed a new leader, Mary Mack, to transform the Community Bank. Mary
}gas Wm&{ed tirelessly to improve our approach to meeting customer and team-mem-

er needs.

Together, we have eliminated product sales goals for retail bankers. Those goals
contributed to a high-pressure sales environment that failed our customers. In some
cases, these goals even resulted in customers receiving products they never re-
quested or realized they had.

In addition, we have made dramatic changes in the way our team members inter-
act with our customers by adopting a new customer-service approach across our
Community Bank. We have simplified complicated processes, replaced required
questions with relevant tips, and enabled bankers and tellers to better meet their
customers’ needs by offering them the right products, services, or referral. Managers
have also been empowered to immediately resolve some customer issues, like fees,
at the branch rather than through a call center. These changes have led to a more
personalized experience for our customers and more fulfilling jobs for our team
members.

We are equally committed to the former Wells Fargo team members who were af-
fected by the Community Bank’s old ways of doing things. I am proud to report that
since last September we have hired back more than 1,780 team members who left
the bank during those years.

I have also now made clear that, when team members have concerns, I want to
know. I have traveled the country, visiting more than 100 offices, to meet personally
with thousands of team members. Our senior leadership team has done the same.
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We have also improved our ethics protections to ensure that every team member
feels empowered to speak up without any fear of retaliation when he or she sees
a problem.

Accountability

I know that responsibility for Wells Fargo’s shortcomings reaches well beyond our
bank branches. That is why our review and our changes have not stopped there.
We started by holding executives accountable. Over the past year, Wells Fargo
eliminated a record $180 million in senior-executive compensation:

e No member of the Operating Committee who served before September 8, 2016,
including me, received a bonus for 2016.

e Every member of the Operating Committee who served before September 8,
2016, had his or her long-term incentive awards for past performance reduced
by up to 50 percent.

e Neither former CEO John Stumpf nor former head of the Community Bank,
Carrie Tolstedt, received a bonus for 2016.

o Mr. Stumpf forfeited $69 million in compensation and equity.
o Ms. Tolstedt forfeited $67 million in compensation and equity.

And, finally, we terminated four senior leaders of the Community Bank, which
cost them their 2016 bonuses, their unvested equity awards, and their vested out-
standing stock options.

Looking forward, we have made oversight and compliance much more effective
than a year ago. These are fundamental changes to the way the company runs. We
have reviewed and adjusted the roles of tens of thousands of our team members.
We have moved away from a decentralized “Run It Like You Own It” structure,
where business leaders had the discretion to run their operations independently.
Now we follow a more centralized model in which risk, compliance, and human re-
sources leaders have far greater visibility into, and accountability for, issues across
the individual business lines. In addition, I established a Conduct Management Of-
fice with company-wide responsibility for investigations and complaints. This new
team assesses complaints across the company, reports every month to our executive
team—including me—and helps leaders “connect the dots” in ways we never could
before. Now when a problem emerges, we can identify it quickly, escalate it prompt-
ly, and address it fully.

These changes are consistent with, and designed to address, the findings of our
Board’s independent investigation into the root causes of our retail sales practices
issues. That investigation found, and I agree, that our previous structure contrib-
uted to a failure to see the threat that high-pressure sales goals posed to our Com-
munity Bank and our customers. This structure also contributed to our slow and
insufficient response to that threat. My job as CEO is to ensure that never happens
again.

One important way I have exercised that responsibility is by calling for a com-
prehensive review of sales practices and other customer-facing operations across the
bank. We decided to go beyond the requirements of our regulators and conduct a
company-wide review, leaving no stone unturned.

That review has consumed a big portion of the past year and continues today.
This has been, and continues to be, a massive undertaking. It has involved our own
team members, as well as regulators, independent directors, lawyers, and inde-
pendent consultants. The mandate is to identify any failures or practices that could
harm our customers.

We expected to find more shortcomings through this effort, and we did. You have
undoubtedly heard about some of these problems in the news. Last fall, were viewed
93 million accounts opened between 2011 and 2015. That review raised concerns re-
garding whether approximately 2 million accounts had been properly opened. We
told you and others that we would look at even more accounts, and we did. We
searched across 2009, 2010, and 2016—nearly doubling the time frame to eight
years. We also looked at other types of accounts or services, such as online bill pay,
that may have been initiated improperly.

In August, we announced the result of this broader look at 165 million accounts
opened between 2009 and 2016. Our estimate of potentially unauthorized accounts
grew by about 1.5 million. This is a substantial number, but it is important to note
that these are not “new” instances of possible misconduct since last fall; they are
newly revealed instances of possible misconduct based upon our own expanded in-
vestigation of the years before 2017. Of the total of 3.5 million accounts, approxi-
mately 190,000 incurred fees and charges. Wells Fargo will provide a total of $2.8
million in additional refunds and credits on top of the $3.3 million previously re-
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funded as a result of the original account review. Our commitment is to refund all
fees and all charges imposed with respect to any accounts and services that proved
to be unauthorized.

During the past year, we also confronted problems in our auto-loan business. We
explained in August that some of our auto loans involved insurance that had been
placed by a vendor when the customer was already insured. This issue is quite dif-
ferent from the previous sales-practices issues in our Community Bank, because this
insurance was not a product that Wells Fargo team members were given an incen-
tive to sell. Also, this is an issue we found and addressed ourselves. The improper
insurance charges occurred because of flaws in our process for verifying the cus-
tomer’s insurance status and disclosing the premiums added. It was a significant
mistake that harmed a lot of people, and we are making it right. Last month, we
began issuing checks to affected auto-loan customers, all of whom we expect to reim-
burse by the middle of 2018.

Making Things Right With Our Customers

The entire Wells Fargo team, all 270,000 of us, is committed to making things
right for customers the bank let down. This is a big job, and we will get it right.

To ensure our changes to the Community Bank are working for our customers,
we dramatically enhanced our monitoring and compliance. As an example, we are
closely monitoring the opening of new accounts. Every new account now generates
an email within an hour, or a letter within a day, to confirm the account holder’s
authorization. In our branches, we are on pace to conduct 16,000 visits by “mystery
shoppers” this year, so that these anonymous reviewers can test and examine the
practices and service that our customers experience. These visits will help ensure
we are proactively identifying any improper sales practices and delivering customer
service that is consistent with our mission.

We also are reaching out to customers all across America to determine if they
were affected by the bank’s practices and, if so, how we can fix it. During the fourth
quarter of 2016, we contacted more than 43 million individual and small business
customers. We are issuing refunds to every affected customer who has responded
or has been identified by our third-party review. Wells Fargo has already paid mil-
lions in refunds and credits to Community Bank customers we spoke with between
September 2016 and July 2017. In addition, customers harmed by our discontinued
sales practices will receive a total of $142 million in compensation (after deducting
plaintiffs’ attorneys’ fees and administration costs) under our class-action settle-
ment. This will compensate customers for claims dating back to 2002, including
claims by customers for increased borrowing costs resulting from credit-score im-
pact.

Beyond these formal reimbursement mechanisms, I want to be clear that Wells
Fargo is committed to addressing every concern any customer may have about an
unwanted product or service—no matter where or when it may have occurred.

The past year has been humbling and challenging. We are resolving past prob-
lems even as we make changes to ensure nothing like this happens again at Wells
Fargo. We are doing this by strengthening our culture, holding leaders accountable,
and improving our business practices and risk management. I want to thank all our
team members for their hard work in this transformation.

Together, we will do whatever is necessary to put our customers first. I see the
improvement every day, and so do the team members I visit in our bank branches.
I think our customers have noticed the improvement, too. I pledge to you that we
will not stop until we restore our reputation and our customers’ trust, and make
Wells Fargo the finest and most ethical company it can be.

Thank you again for the opportunity to address this Committee. I look forward
to your questions.
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RESPONSES TO WRITTEN QUESTIONS OF THE
SENATE BANKING COMMITTEE FROM TIMOTHY J. SLOAN

Committee on Banking, Housing, and Urban Affairs
Wells Fargo: One Year Later
October 18,2017

I

Senator Jon Tester. Senator Elizabeth Warren, Senator Heidi Heitkamp, Senator J
Donnelly, Senator Brian Schatz, Senator Chris Van Hollen, and Senator Catherine Cortez
Masio:

As discussed in the hearing, on September 22, 2016, Mr. Stumpf, in response to a question
from Senator David Vitter, said that “we believe this is situated in our regional bank.” On
November 15, 2016, in the written responses to questions submitted for the record, Wells
Fargo responded, “We believe the activity at issue here was limited to certain team
members within the Community Banking Division.”

At last week’s hearing, you said in response to Senator Scott’s questions about potential
problems related to other insurance products like homeowners, flood insurance or
property insurance, “We have not found any issues there,”

+ Have you reviewed all business units for potential unauthorized accounts and
product add-ons? Have you also reviewed all business units® sales goals and
incentive plans? Please be specific about which business units’ policies and
procedures were reviewed by the company, the Board, or third parties, including
for any default protection insurance in the mortgage unit.

Response: We continue to review all business units for potential unauthorized accounts, product
add-ons, misaligned sales goals, and improper incentive plans. Since last year, sales practices
specifically and compliance generally have been a constant focus for the Company, We are
engaging in comprehensive reviews of the following business units: Wealth and Investment
Management, Wholesale Banking, Community Bank, Consumer Lending, and Payments, Virtual
Systems, and Innovation (“PVSI”). All of our business units either have already been reviewed,
or will soon be reviewed, for potential sales practices issues.

In late 2016, in connection with the Board of Directors’ investigation, we provided the Board's
legal advisors with a list of all incentive plans with sales indicators, plan documents, and
information about incentive-related policies including our enterprise Incentive Compensation
Risk Management (“ICRM") Program. This process culminated in the Independent Directors’
report of its sales practices investigation, published in April 2017, The investigation was
conducted by the Board's Oversight Committee, with the assistance of independent counsel, The
Board’s Human Resources Committee, moreover, has reviewed many incentive-related policies
and arrangements covering senior management including the Wells Fargo Bonus Plan. In
addition, third party consulting firms have recently reviewed the ICRM Program for instances of
problematic sales practices in fulfilling incentive plans.
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When Senator Tester asked you whether you “were using forced arbitration from a real
account and applying it to a fake account that was set up unauthorized,” you replied,
“There were instances historically that we did that but we are not doing that right now...”

However, on September 18th lawyers for Wells Fargo submitted a motion in federal court
in Utah arguing this very issue. For instance, the lawyers stated “the arbitration clauses
here do not contain any carve outs — they apply across the board to disputes between the
customer and the bank.” They asked the court “order Plaintiffs to bring their claims in
arbitration, and dismiss their claims in this lawsuit.”

+ Did Wells Fargo withdraw or modify this motion between September 18th and the
day of your testimony before the banking committee? If not, why did you offer
testimony before the committee that was not true?

Response: Rather than requiring Wells Fargo customers to seek relief in arbitration, we agreed
with plaintiffs’ counsel to resolve the allegations concerning unauthorized accounts in Jabbari v.
Wells Fargo, No. 15-cv-2159, in the U.S. District Court for the Northern District of Califomia.
Pursuant to that settlement, which has received preliminary approval by court order, Wells Fargo
is providing $142 million to compensate members of a class that covers affected customers
dating back to 2002,

The Mitchell case in Utah is an attempt to unravel that relief by initiating competing ancillary
litigation that could delay customer relief for the benefit of lawyers who were not involved in the
Jabbari litigation.

To the extent plaintiffs in the Mitchell case may not receive relief in Jabbari, it is because they
do not claim to have an unauthorized account. The pending motion makes this clear. Italso
notes that if the Mitchell litigants reject the relief granted to them and the rest of the class of
affected customers in Jabbari, the proper alternative forum would be arbitration rather than a
second separate and competing class action proceeding that would interfere with the relief
thousands of customers otherwise will receive. Accordingly, Wells Fargo’s position in Mitchell
is consistent with the hearing testimony.

+  What kind of documentation would the LA Times have had to provide you in late
2013 in order for you to push the company to look deeper into this issue? Why were
the articles not enough for you to be concerned and demand action in the bank?

Response: Following the LA Times articles, the Company did look deeper into the sales
practices issue, We were concerned and took action. As [ stated during the hearing, however,
the challenges at Wells Fargo demanded decisive action, but the actions we took to address the
issues that were reported were too slow and too incremental.

Since then, however, we have moved decisively to address the root causes of unacceptable retail
sales practices. We are committed to fixing what went wrong, and we have made substantial
changes to our leadership, processes, and oversight. The actions we have taken include:
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+  Eliminating product sales goals for our retail bankers in bank branches and call centers.

* Instituting automatic notifications when customers open new personal or small business
checking accounts, savings accounts, or credit cards.

+ Creating a new compensation and performance management program for retail (branch)
employees, managers, and leaders that focuses on customer satisfaction and experience.

+ Centralizing key enterprise control functions, such as Human Resources and Corporate
Risk.

+ Making leadership changes at our Community Bank, including our new head of
Community Banking, Mary Mack.

+ Eliminating a layer of management in the Community Bank to bring senior management
closer to our customers.

 Creating a Conduct Management Office to centralize the handling of intemal
investigations, EthicsLine and ethics oversight, complaints oversight, and sales practice
oversight.

+ Engaging a review of our EthicsLine program to strengthen the process by which team
members can report unethical conduct.

In response to a question from Senator Rounds at the October 3 hearing, you said that the,
“Community Bank had fundamental problems that created serious cultural issues, In
terms of the rest of the company, there were other issues, but I would not say that the rest
of the company it was a broken culture.” Since last year, there have been similar problems
revealed related to unauthorized accounts and product add-ons throughout the company.

* Do you stand by that statement?

Response: Yes. We are undertaking a comprehensive review of every facet of our business and
have identified other issues. But there have not been similar pervasive cultural issues revealed
outside the Community Bank related to unauthorized accounts. Nevertheless we are taking the
additional issues we have uncovered very seriously, and have disclosed more about these issues
and efforts than what is required. Wells Fargo is addressing each issue in a prompt and
appropriate manner, as we have disclosed publicly and as I addressed at the hearing.

There is another example of widespread misconduct in Wells Fargo's mortgage
department that took place between 2009 through 2013. The CFPB brought an action
against Wells for this in 2015, According to the CFPB, 100 loan officers in at least 18 Wells
branches took marketing services (and at least one loan officer accepted cash payments)
from a title company in exchange for referring settlement business for consumers’ federally
related mortgages to that company. The CFPB charged that thousands of loan were
referred through this scheme, At some branches, the branch managers knew this was
going on and did not stop it. According to the CFPB, this violated RESPA and the CFPA
and the Maryland Consumer Protection Act. Wells Fargo was required to pay $10 million
in monetary relief and a $21 million civil penalty.
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In fact, between 2005 and 2015, Wells Fargo was subject to 41 enforcement actions from 11
Federal agencies resulting in more than $15.6 billion in fines, penalties, and remediation to
harmed consumers, Wells committed a wide range of violations across many lines of
business. These included violations of sanctions and the Bank Secrecy Act; the
Servicemembers Civil Relief Act; the Fair Housing Act; mortgage servicing requirements;
FHA underwriting and certification requirements; and securities disclosure requirements,
and for misleading investors. These violations are evidence that Wells Fargo has
repeatedly put profits ahead of customers across its business.

+ How do you defend your culture to your customers?

Response: We have acknowledged the mistakes we made and conveyed how deeply sorry we are
for letting down our customers. Our culture today begins with our Vision and Values,
particularly those important provisions that reflect our desire to help our customers succeed
financially. 270,000 outstanding Wells Fargo team members get up and work hard every day to
improve the bank and help their customers succeed. Together, we have made fundamental
changes to address the operational errors disclosed last year, and we are proactively reaching out
1o customers regarding sales practices, collateral protection insurance (“CPI”), and rate-lock
issues to ensure customers are compensated for any harm.

As noted above, we have made substantial changes to our leadership, processes, and oversight.
We eliminated product sales goals for our retail bankers in bank branches and call centers,
instituted automatic confirmation statements when customers open new accounts, and created a
new compensation and performance management program for bankers that focuses on customer
satisfaction and experience, At the enterprise level, we centralized key control functions, such as
human resources and corporate risk; changed leadership at our Community Bank, including its
new leader, Mary Mack; and eliminated a layer of management in the Community Bank to bring
senior management closer to our customers. Finally, to respect our Vision and Values, we
created a Conduct Management Office to centralize the handling of intenal investigations, new
EthicsLine and ethics oversight, complaints management, and sales practice oversight.

Wells Fargo is committed to addressing every concern any customer may have about an
unauthorized or unwanted product o service—no matter where or when it may have occurred.

Wells Fargo has acknowledged that it knew about the Collateral Protection Insurance
(CPI) issues with auto loans in July 2016. Why did the company choose not to disclose the
CPTissues during Capitol Hill visits in September 2016 ahead of the Congressional
hearings? When did you personally know about the CPI issues? Were you involved in the
decision not to disclose it in Mr. Stumpfs Congressional testimony in September 20167 Did
you review or pre-approve Mr. StumpPs written testimony and/or were you involved in
Mr, Stumpfs preparation for the hearing? When exactly did Wells Fargo report these
issues to the Federal Reserve, Consumer Financial Protection Bureau, and the Office of the
Comptroller of the Currency?
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Response: We have been in communication with our regulators since the third quarter of 2016
concemning the review and remediation of CPIissues. We are barred by the bank examination
privilege from publicly disclosing the details of those discussions. To the best of my
recollection, I became aware in the summer of 2016 that customers may have been affected by
improperly placed CPI. Since the issues were escalated, we have worked diligently to identify
what went wrong, to ensure our regulators are informed, and to make things right for our
customers.

1 do not know whether Mr. Stumpf was aware of issues with CP1, or in what detail, in advance of
his September 2016 congressional testimony. Though we conferred regarding his testimony, 1
do not recall discussing CP1 with him. Those hearings addressed sales practice violations in the
Community Bank. While the CPI issues are serious, they differ in significant ways from those
involving unauthorized accounts and misaligned sales incentives within the Community Bank.
The customer harm associated with CP1 resulted from operational and vendor oversight issues.
When Mr. Stumpf testified in September 2016, we were still examining weaknesses in the CPI
program and the potential impact on our customers.

o At the October 3 hearing, you said that you have hired back 1,700-1,800 employees
who had worked in the retail bank and left because of the culture or were dismissed
because they did not meet sales goals, In addition to re-hiring them, have you
provided them with any other type of redress? What about those former employees
that have not been rehired?

Response: These team members left Wells Fargo for a variety of reasons which may include
sales pressure and culture, and we are pleased that so many have returned. All of the team
members who returned received competitive pay and benefits.

We have invited and continue to invite any former team members who would like to have their
termination reviewed to contact us. In September 2016, we established a new process for former
team members who did not utilize the Company’s termination appeal and review processes when
they left. They can request a review by a dedicated Employee Relations team regarding their
involuntary termination or voluntary resignation due to sales performance/culture issues. This
process also provides access to a special recruiting team to assist such former team members
who may eligible for reemployment to explore employment opportunities at Wells Fargo.

¢ In your testimony and in responses at the hearing you referenced several changes to
Wells Fargo’s risk management and compliance structure, including efforts to
increase accountability. Please describe in detail:

o Any additional oversight processes or reviews related to risk management
and compliance conducted, or to be conducted, by the Board of Directors,
including identifying any measures that the Board can take to ensure such
processes or reviews are effective.
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Response: Information regarding additional oversight processes or reviews related to risk
management and compliance conducted or to be conducted by the Board is included in the
attached presentation, “Actions Taken to Assist Customers and Strengthen Operations and
Govemance,” dated September 20, 2017, See Attachment 1. Some of the key changes to our
risk management and compliance structure included the following:

o We strengthened our risk framework and organization by centralizing core functions like
Risk, Compliance, Finance, and Human Resources to provide greater role clarity,
increased coordination, and stronger oversight.

* We realigned reporting in 2016 for approximately 4,100 risk team members, who
previously reported within our lines of business, to report into our central Corporate Risk
group, and additional risk team members were realigned to report into Corporate Risk in
2017.

o We formed our new Conduct Management Office, which reports to our Chief Risk
Officer, and the Board's Risk Committee now oversees enterprise-wide conduct risk and
the Conduct Management Office.

o The Board amended its Committee charters to enhance its oversight of conduct risk,
including by expanding the Human Resources Committee’s oversight responsibilities to
include oversight of culture, human capital management, and the Company’s ethics
program (including Code of Ethics and Business Conduct).

* The Board's Human Resources Committee expanded the Company’s incentive
compensation risk management program to cover a broader range of team members,
including team members in our retail branches and call centers, and several steps were
taken to enhance and strengthen the program and the processes to hold team members
accountable for risk outcomes, including by expanding the scope to explicitly cover
reputation in addition to financial risks.

o The Board took several refreshment actions, including adding three independent directors
in 2017 (three more new independent directors are expected to be added to the Board by
the Company’s 2018 annual meeting) and refreshing the composition and leadership of
various Board committees, including the Risk Committee and Govemance and
Nominating Committee.

The Board continues to assess its performance and practices to help ensure its oversight is
effective, and in 2017 retained a third-party expert to facilitate its 2017 Board self-evaluation.

o Youstated that when a concern emerges it is identified, escalated, and
addressed fully. Please specify the process for tracking and resolving those
concerns, including whether the process measures time to resolution and the
conditions that require escalation to each successive level.

Response: The new Conduct Management Office centralizes complaints oversight, ethics
oversight, internal investigations, and sales practices oversight into one organization within the
Corporate Risk group. The Conduct Management Office is focused on driving consistency and
connectivity in handling team member escalations and customer complaints, and on making
improvements to processes and procedures, including setting timelines and escalation paths and
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processes. The Office tracks information on both team member escalations and customer
complaints, and provides regular reporting, including to the Risk Committee and other Board
committees as appropriate,

o Please describe the revised oversight of the Ethics Line, including each part of the
organization responsible for collecting, reviewing, and resolving reported concerns.

Response: We have worked to create an environment that encourages team members to raise
concerns and feel comfortable doing so. The new Conduct Management Office formed in
January oversees the EthicsLine and the handling of team member allegations. A third-party
vendor intakes EthicsLine complaints, Depending on the nature of the allegation, functional
groups with roles and responsibilities for research, investigation, and disposition of allegations
include: Employee Relations, Ethics Oversight, Intemal Investigations, Responsible Business
Conduct Team, Sales and Service Conduct Oversight Team, and Wells Fargo Advisors Special
Surveillance Review.

During the formation of the Conduct Management Office, several enhancements were put in
place to ensure we are collecting, reviewing, escalating, and reporting on enterprise Team
Member allegations. Some of the new and ongoing enhancements include:
+ A dedicated Employee Relations team focused on issues raised through EthicsLine
o Third-party reviews of retaliation claims
*  Anew EthicsLine web portal
+  An enterprise platform for managing team member allegations from intake to resolution
that enables comprehensive reporting
+ Standardized protocols and service level agreements across research and investigative
teams, including communications to keep team members informed along the way.

Additionally, a special team within Ethics Oversight was formed to handle escalated allegations
received by senior management rather than through the EthicsLine.

¢ Inyour testimony before the committee on October 3, you said that Wells Fargo has
“revamped the incentives for our retail team members by eliminating product sales
goals, Today Wells Fargo rewards teamwork and excellent customer service, not
just selling products. Our Community Bank is a fundamentally different
organization from the one that existed in 2016.” Please provide copies of the
policies describing the elements of teamwork and customer service and how each of
those is rewarded, any other sales goals, incentive plans, and other rewards
provided to employees at all levels of the Community Bank.

Response: In January 2017, a new incentive and performance management program was
introduced for branch team members, managers, and leaders which does not contain product
sales goals. The plans align with the Enterprise Incentive Compensation Risk Management
Policy and the Enterprise Performance Management Policy. Attached is a summary of the
compensation policy changes implemented last January. See Attachment 2.
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* Inyour testimony you did not say that you have made changes to incentive
compensation and sales goals used within the Wealth Management and Wholesale
business segments. Please describe any incentive plans used in those businesses and
explain how abuses are mitigated or prevented and who is responsible for oversight
of any incentive programs.

Response: Qur Incentive Compensation Risk Management (“ICRM”) Program is designed to
ensure incentive plans across the Company are supported by strong corporate governance. The
Human Resources Committee of the Board of Directors and the Incentive Compensation
Committee (comprising senior business and control function leaders) oversee the policy and the
ICRM Program. Line of business management, Human Resources, Risk, and Finance are
responsible for plan design, management, and ensuring appropriate compensation outcomes.
Wells Fargo’s Audit Service separately conducts reviews of compensation controls and
established policies relating to incentive arrangements.

Wealth Management and Wholesale have both discretionary and formulaic plans. All plans are
assessed by independent compensation and risk teams to ensure the plan designs are risk-
balanced and supported by a sound control environment. In addition, all plans have been
evaluated by our Sales Practices Oversight team to determine whether the combination of
customers served, products sold, and sales process have inappropriate levels of risk for sales
practices harm. Some high-priority sales-incentive plans undergo additional risk reviews.
Wealth Management compensation plans vary between quarterly, annual, and long term
components based on factors such as: sourcing new business, referrals, revenue, and qualitative
performance objectives. Wholesale team members identified as material risk takers participate
in discretionary incentive plans with risk objectives. Performance ratings on the risk objectives
impact the overall award and outcomes are reviewed by Compensation leaders to ensure
compensation outcomes are consistent with the risk outcomes,

¢ Three Board members will retire at the end of the year. What skills or experiences
is the Board looking for in the individuals it is considering for these Board
positions?

Response: Given the Board's ongoing refreshment process, itis critical to the Company, its
shareholders, and other stakeholders that the Board maintain an appropriate mix of knowledge,
experience, and perspectives so that it can fulfill its oversight responsibilities. The Board's
succession planning and current-director recruiting efforts are led by its Governance and
Nominating Committee. As part of the Board's self-evaluation process, it has identified
financial services, regulatory, financial, operational, and technology as areas of experience that
would be desirable.

The Board elected Juan A. Pujadas (retired principal of PricewaterhouseCoopers) as a director
effective September 1, 2017, He brings risk management, financial services, finance,
technology, and intemational experience. In addition, the Board had previously added two new
directors, Karen B. Peetz (former President, Bank of New York Mellon) and Ronald L. Sargent
(former Chairman and CEO, Staples, Inc.) on February 20, 2017, They bring financial services,
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client services, regulatory, and consumer retail and marketing experience, as well as experience
in the management of a large workforce serving customers globally through a variety of
channels,

Please describe Wells Fargo’s business relationship with Equifax.

*  What kind of data do you furnish to Equifax and the other credit bureaus, are you
compensated for that data? What kind of data do you use from Equifax and the
other credit bureaus, and how much do you pay for it? How does Wells Fargo
ensure that the data it provides to, and buys from, the credit bureaus is secure when
in possession of the credit bureaus? Does Wells Fargo audit the cybersecurity
policies of the credit bureaus it has relationships with?

Response: Equifax is one of the three major credit reporting agencies that Wells Fargo uses to
obtain credit and employment/income data used in the credit underwriting and account
management processes. Wells Fargo fumishes consumer and small business credit reporting
data to Equifax and the other reporting agencies. Wells Fargo is not compensated for the data it
furnishes to Equifax.

While the specifics of our usage, including pricing, are confidential, Wells Fargo leverages all
three major credit bureaus across our lines of business for credit-underwriting and employment-
verification purposes, and we adjust our usage of their products regularly.

Qur agreements require the credit bureaus to establish and maintain safeguards against the
destruction, loss, alteration of, or unauthorized access to Wells Fargo data. Wells Fargo
conducts periodic information security reviews of the bureaus’ relevant information security
policies and key controls. Additionally, Wells Fargo requires the bureaus to verify and attest that
certain critical vulnerabilities have been appropriately contained as such vulnerabilities are
announced.
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tions for Mr, Timothy J. Sloan, Chief Executive Officer of Wells F. mpan
from Senator Menendez:

In September 2016, following the testimony of former Wells Fargo Chairman and CEO
John Stumpf, I asked Mr., Stumpf in questions for the record what the bank planned to do
address allegations that the bank targeted individuals holding Mexican Matricula Consular
Cards, as raised in the Los Angeles City Attorney’s May 5, 2015 complaint. I received the
following response on November 15, 2016:

Wells Fargo is committed to rectifying this situation for all customers, regardless of the
type of identification used to open an account. This includes refunding any fees that
were assessed on unauthorized accounts, correcting credit bureau reporting, and
addressing any other forms of harm.

The bank’s response lacked any substance or specificity, and more concerning, it provided
no information about what, if anything, the bank planned to do address issues of targeting.
Please provide responses to the following questions:

¢+ Did Wells Fargo conduct an internal investigation to evaluate whether individuals
with Mexican Matricula Consular Cards were targeted for fake accounts and credit
cards? If not, why not?

Response: To date, Wells Fargo has not found that Matricula Consular cardholders were
disproportionately targeted for potentially unauthorized accounts.

o What percentage of the 3.5 million fake accounts opened without customers’
knowledge or consent were tied to customers who hold Mexican Matricula Consular
Cards?

Response: Qur review has not included examining the percentage of Matricula Consular
cardholders in the updated account analysis.

+  What is the current status of remediation for customers with Mexican Matricula
Consular Cards impacted by the fake account scandal?

Response: As noted, Wells Fargo’s remediation program is intended to make whole all of our
customers, including those with Matricula Consular cards. A portion of the remediation was
completed in 2016, following the original third party account review. The further remediation
stemming from review of the expanded period began in September 2017 and is ongoing. In
addition to this compensation, all customers who had unauthorized consumer or small business
checking accounts, savings accounts, unsecured credit cards, and unsecured lines of credit
opened between May 1, 2002 and April 20, 2017 are also eligible to recover from our class
action settlement. The deadline to submit claims in the settlement is February 3, 2018.
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o The settlement between the Los Angeles City Attorney and Wells Fargo requires the
bank to provide customer remediation, account information, and related forms in
Spanish, if requested by the customer." Is Wells Fargo also providing this
information in Spanish to customers outside of California?

Response: Wells Fargo is providing this information in Spanish to customers outside of
California.

On April 26, 2017, the press reported that, according to court documents, Wells Fargo
specifically targeted undocumented immigrants for over a decade for new accounts in
order to meet sales goals, and sometimes even paying them to open accounts,2 According
to sworn statements of former employees, on “Hit the Streets Thursday,” Wells Fargo
community bank employees traveled to specific retail establishments and employment
locations looking for undocumented immigrants to sign up for various products and
accounts. In response, a Wells Fargo spokesman said, “these allegations are inconsistent
with our policies, values and the relationships we work hard to build with all parts of our
community.” After a history of allegations levied and fines paid for discriminatory
practices, it is no longer sufficient for the bank to dismiss such allegations as spurious.

o Has the Board of Directors discussed the issue of targeting undocumented workers?
1f s0, what were the conclusions of the Board?

Response: The Board of Directors actively monitors the actions undertaken by Wells Fargo
management to investigate and address a wide variety of issues pertaining to potentially
unauthorized accounts. Wells Fargo seeks to serve all segments of our communities in a manner
that puts customers first and in accordance with all applicable laws and regulations. The Board
of Directors conducted an investigation, which contains no conclusions about targeting
undocumented workers.

+ Wil the bank commit to conduct an internal investigation to evaluate whether
undocumented immigrants were indeed targeted for products and accounts? If not,
why not?

Response: Wells Fargo is committed to making things right with all customers affected by
improper sales practices, regardless of demographic classification. We are also working to
ensure that no customer is affected by improper sales practices in the future.

! https://www.laci alt e n e U‘ZU]GJ’O?! Angeles-City-Attorney-Mike-
chieves-Hi Is-Fargo-B M

Restltutlcn-to-Custmmrs—Pag—SU—mlllmn -in- Penalna—l.]ngreoedemed-Cmrdmmun -with-
Federal-Regulators-to-Benefit-Consumers-Nationwide.
2 http:/fwww, sfchromcle comfbusnnms}mcle!Sun-Wdis-Fa_rg,oixgemdmdmmmted-

s 15666315,
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In July, the U.S. Department of Labor ordered Wells Fargo to reinstate and pay $577,500
in back wages, damages and other fees to a former bank manager in California who was
terminated by the bank after she reported concerning conduct by three bankers she
supervised.® As of September 27, 2017, the employee, Claudia Ponce de Leon, had not yet
been reinstated. Under current law, employers are required to immediately honor
reinstatements ordered by the Secretary of Labor.* The law is clear that appeals to a
preliminary order do not operate as a stay of any reinstatement.

*  Why is Wells Fargo refusing to rehire Ms. Ponce de Leon?

Response: We do not tolerate retaliation, and we are committed to making sure that our team
members feel comfortable raising their hand when something isn’t right. Ms. Ponce de Leon
was terminated based largely on concerns regarding her treatment of team members who worked
for her. Wells Fargo has appealed the preliminary findings and continues to follow the
administrative process.

o Are there other employees that the Secretary of Labor has ordered the bank to
reinstate that have not yet been reinstated?

Response: We are aware of one other employee who, in a preliminary order by a regional
administrator, was ordered to be reinstated. Based on information about his performance as a
manager, Wells Fargo has appealed this determination.

In your written testimony, you said that the bank has rehired 1,780 employees.

¢ Please explain the process through which the bank determines whether employees
are eligible for rehire.

Response: At the time a team member separates from Wells Fargo, a manager is responsible for
identifying the appropriate termination code based upon the circumstances leading to the
departure. A separation may be voluntary (resignation, relocation, retirement, or job
abandonment) or involuntary (displacement/position elimination, failed background check,
failure to perform, theft, excessive absenteeism, or violation of policy). Most termination codes
identify the former team member as eligible for rehire. The circumstances in which a team
member would be deemed ineligible for rehire include when the termination of employment
results from theft, violation of certain company policy, falsification of bank records, failure to
pass a required background check, or job abandonment, when such conduct has been validated in
consultation with Human Resources.

3 https://www.osha gov/news/newsrel ion9/07212017.
149U S.C. 22121(b)(2)(A).
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*  What factors does the bank consider, and what would make an employee ineligible
for rehire?

Response: As described above, most separating team members have a termination code that
identifies them as eligible for rehire at Wells Fargo. Where a termination code is used that
identifies the former team member as ineligible for rehire (theft, violation of certain company
policy, falsification of bank records, failure to pass a required background check, or job
abandonment), the underlying facts will have been validated in consultation with an internal
investigations unit or Human Resources. Every former team member has the right to dispute his
or her reason for termination, and where applicable, the identification as ineligible for rehire.

In response to questions from Senator Van Hollen, you said that you were “not familiar
with the overdraft scandal,” In 2008, consumers filed class-action lawsuits against Wells
Fargo and a large number of other banks for the practice of reordering checking account
transactions in order to charge customers extra overdraft fees. The cases were
consolidated in 2009, and most of the banks settled with the plaintiffs. Wells Fargo,
however, continued to fight the case. In August 2017, Wells Fargo argued to the 11th
Circuit Court of Appeals that customers affected by its overdraft practices should be
forced into arbitration,

+  Please explain why Wells Fargo believes consumers subjected to unfair overdraft
practices should not have the opportunity to pursue their claims in court.

Response: In recent years, Wells Fargo has introduced a number of initiatives designed to help
our customers avoid overdraft and non-sufficient funds (“NSF”) fees. For instance, beginning in
2014, we moved to chronological posting order for checks and ACH transactions, and began
including incoming check and ACH debits as “pending” items during the day rather than holding
them for nightly processing. In 2016, we revised the manner in which we handled items
presented multiple times via ACH to ensure these transactions were not charged more than one
INSF fee, which actually reduced our fee income from NSF fees. Earlier this year, we reduced
the daily fee cap for consumer customers from four to three overdraft and/or NSF fees per day—
this is among the lowest in the industry. We also introduced zero-balance alerts this year, which
provide near real-fime notifications to customers when their account’s available balance drops
below zero. On average, Wells Fargo sends more than one million low and zero-balance alerts to
customers each day. When combined, Wells Fargo’s overdraft and account management
services provide significant benefits to consumers not found at other banks. Moreover, the bank
is constantly evaluating ways to improve customer experience, including by making changes to
the manner in which it handles overdrafts. When a customer raises a concemn, we work hard to
resolve the issue without the need for any type of formal dispute resolution. Ultimately, we
believe arbitration is a better pathway for promptly resolving a customer’s complaint as a last
resort.
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In January, ProPublica first reported the issue of erroneous mortgage rate-lock extension
fees. The article cited a November 2016 letter to Congress from a former Wells Fargo loan
officer, Frank Chavez, detailing the practice. The day after your testimony, Wells Fargo
announced a plan to refund customers charged for mortgage processing delays that were
the fault of the bank.

* How did the bank discover that mortgage borrowers were being improperly
charged for extension fees?

Response: Wells Fargo Home Lending (“WFHL”) team members raised concerns about rate-
lock extension fees as part of a “Raise Your Hand” feedback initiative in the fall of 2016. This
prompted WFHL management to look into application of the bank’s rate-lock extension fee
policy and potential areas for improvement. The Raise Your Hand feedback came before Wells
Fargo received Frank Chavez's complaint via the CFPB complaint portal in late November 2016.
By then, we already had begun clarifying our policy.

¢ When was the Board and senior management informed of the practice?

Response: WFHL senior management became aware of this issue in the fall of 2016, The first
communication we are aware of to the Wells Fargo Board of Directors about rate-lock extension
fee concerns happened in January 2017.

o Has the bank’s internal review team identified the cause of this problem?

Response: Yes. Based on our review to date, Wells Fargo’s rate-lock extension fee policy (as
enacted on September 16, 2013) experienced inconsistent interpretation and application. Based
on our review to date, we believe most borrower-paid rate-lock extension fees were properly
charged under the bank’s extension fee policy, To correct the inconsistencies we found,
however, in addition to releasing clarifying guidance in late November 2016, Wells Fargo
revised its extension fee policy effective March 1, 2017, and centralized the fee allocation
process. Now all extension requests are evaluated by a centralized review team that reviews
each request and determines whether fees should be assessed to the borrower or the lender in
accordance with Wells Fargo's policy.

o Was the issue pervasive across the home mortgage loan division or was it relegated
to particular regions?

Response: Based on the information we have gathered to date, the prevalence of this issue likely
varied between different regions. Our remediation, however, offers refunds to all customers in
all regions who paid an inappropriate rate-lock extension fee for an extension requested under
the bank’s September 2013 extension fee policy (i.e., between September 16, 2013 and February
28,2017).
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* Inaddition to customer remediation, what changes is the bank instituting in its
home mortgage loan division to ensure that customers are not improperly charged
rate-lock extension fees in the future?

Response: We made significant changes to the senior leadership in our retail morigage sales
team, including the termination of several senior leaders. While there was no single factor that
led to these terminations, leadership and oversight lapses we identified in connection with the
rate-lock investigation played a role in the decision. These leaders forfeited substantial long-
term incentive compensation and equity that previously had been awarded. In addition, as of
March 1, 2017, we instituted a new rate-lock extension fee policy that, among other things,
centralized decision-making authority. (The bank’s policy, since September 16, 2013, has called
for allocation of rate-lock extension fees to either the borrower or the lender depending on the
factual circumstances underlying the need for an extension.) Now all extension requests are
evaluated by a centralized review team that reviews each request and determines whether fees
should be assessed to the borrower or the lender in accordance with Wells Fargo’s policy. This
has resulted in demonstrated improvements and consistency in fee assessments. Furthermore, in
an effort to make things right for customers who believe they were improperly charged an
extension fee under Wells Fargo’s September 2013 policy, Wells Fargo announced plans to
reach out to all home lending customers who paid fees for mortgage rate-lock extensions
requested from September 16, 2013, through February 28, 2017, and to issue refunds to all such
customers who request them. Wells Fargo anticipates that the first customer communications
and refunds will go out in the final quarter of this year.

The steady trickle of scandals disclosed at the bank since the consent orders announced last
September raise fundamental questions about misaligned incentives and persistent culture
problems throughout the entire institution. Until the scandal broke, leadership of the
bank, including yourself, touted the bank’s sales practices as a source of both pride and
profit. Over the course of the last year, a steady stream of scandals demonstrated the
bank’s misaligned incentives and persistent culture issues permeated nearly every business
line. It is naive at best to believe that necessary change will take hold at the bank without
substantial upheaval of senior management and Board members.

+  What additional steps will you and senior management officials personally take to
ensure customers are treated fairly, the bank’s business lines operate free of
misconduct, and incentives are appropriately aligned with customers’ interests?

Response: Since 1 became CEQ 12 months ago, my senior leadership team and I have worked
hard to make many improvements across the bank to ensure customers are treated fairly,
business lines operate free of misconduct, and incentives are appropriately aligned. We will
continue to implement changes and additional improvements as appropriate. For example, Wells
Fargo has already made significant improvements to the Community Bank, including eliminating
product sales goals in retail banking centers, introducing new compensation and performance
management programs that emphasize customer experience and risk management, strengthening
oversight and risk controls, investing in coaching and skills training, streamlining our processes
1o help customers and team members, and increasing customer input. We will continue to work
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to enhance the customer experience in our Community Bank. In addition, we decided to look
beyond the Community Bank’s sales practices issues and review our performance and
compliance across the bank. Finally, we are working to make things right with our customers.
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tions for Mr, Tim , Sloan, Chief Executive Officer of Wells F. mpan

from Senator Ben Sasse:

1'd like to discuss how this scandal impacted Nebraska. Most of these questions are similar
to those that I asked of then-CEQ John Stumpf. Please provide an updated answer to these
questions where applicable.

o Of the who were fired in association with the fake accounts scandal, how many of
them worked in Nebraska?

Response: Of the approximately 5,300 sales practices-related terminations referenced by the
Consumer Financial Protection Bureau, 47 of the team members worked in Nebraska.

¢ During the Oct. 3 Senate Banking hearing, you testified that Wells Fargo had
rehired many of the above-referenced, previously fired Wells employees. How
many of these employees worked in Nebraska?

Response: The 47 former team members terminated for engaging in improper sales practices are
not eligible for rehire with Wells Fargo because they violated company policies. Through our
regular recruiting process, since September 30, 2016, we have rehired 12 team members into
Wells Fargo in the state of Nebraska who left the Community Bank voluntarily or involuntarily
between January 1, 2011 and August 28, 2017 and who remained eligible for rehire.

o During the 2009 through 2016 period reviewed by Wells Fargo, were any Wells
Fargo employees fired for failing to meet sales quotas? If so, how many?

See response below.

o Of those fired employees working in Nebraska, how many of them were at risk of
being fired for failing to meet product sales quotas?

Response: Wells Fargo cannot quantify with any degree of confidence how many team members
were terminated solely for not meeting sales goals. The bank tracks involuntary terminations for
failure to perform job duties, which can include a range of issues. Wells Fargo has safeguards in
place to help ensure managers remain focused on assessing team members” overall performance
in helping customers succeed financially. Additionally, Wells Fargo has established a process to
enable former team members who left voluntarily or involuntarily due to sales
performance/culture issues to request a review of their termination. Former team members who
express interest in reemployment and are deemed to be eligible for reemployment through this
review process are able to work with a special recruiting team to assist in exploring opportunities
at Wells Fargo.
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o Of those fired employees working in Nebraska, please provide a percentage
breakdown of the position held by each of the fired employee before they were fired.

Response: Of the 47 team members referenced above, the majority held Personal Banker (51%)
or Teller/Lead Teller (23%) positions at the time of termination. The other team members who
were terminated were employed in a variety of Regional Bank roles, including Customer Sales &
Service Representative, Business Banking Specialist, Assistant Branch Manager, Service
Manager, and Branch Manager.

+  During the 2009 through 2016 period reviewed by Wells Fargo, how many of those
accounts classified as potentially fraudulent were opened in Nebraska?

Response: Of the potentially unauthorized accounts identified by the third-party consultant for
the period January 2009-September 30, 2016, 24,306 were opened in Nebraska.

¢ During the same time period, how many unauthorized fees and fines were levied on
Nebraska consumers in relation to this scandal? What is the total cost of these fees
and fines?

Response: Among the 24,306 potentially unauthorized accounts identified by the third-party
consultant that were opened in Nebraska, 701 accounts were charged fees and the fees totaled
$35,061.

o Of the customers that Wells Fargo charged for unauthorized collateral protection
insurance, how many were from Nebraska?

Response: As of the end of July 2017, the estimated number of accounts receiving some
compensation as part of our collateral protection insurance (“CPI") remediation for which
Nebraska was the billing state was: (i) 3,245 for compensation not related to repossession; and
(ii) 175 that potentially will qualify for repossession compensation. Because this is an ongoing
remediation, the number of affected accounts is likely to change.
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tions for Mr, Tim . Sloan, Chief Executive Officer of Wells F. ompan

from Senator Jack Reed:

According to the Congressional Research Service, the various regulators fined Wells Fargo
$185 for opening unauthorized accounts. At the same time, you state in your testimony
that Wells Fargo has eliminated about $180 million in senior-executive compensation.
These actions seem to suggest that Wells Fargo is asking senior executives, and not
shareholders, to pay the costs of incurred fines and penalties.

 Is this what Wells Fargo is doing in this instance?
See response below.

o Going forward, will Wells Fargo, as a matter of company policy, ask senior
executives, and not shareholders, to shoulder the costs of corporate fines and
penalties?

Response: It is true that the Board eliminated through forfeitures, reductions, and clawbacks a
large amount of senior-executive compensation that coincidentally approximates the amount paid
in connection with our September 2016 settlement agreements. Wells Fargo is committed both
1o ensuring executive accountability and to improving compliance and risk management. We
continue to enhance the design and risk management features of our Company’s executive
compensation program. The discretion it provides our Board enables it to hold executives
accountable for risk outcomes by forfeiting and adjusting unpaid equity and annual incentive
awards. Executive accountability will continue to be a focus of the Company’s executive
compensation program.

*  Given that sensitive personal information has been compromised by Equifax, which
makes identity theft easier, how will Wells Fargo ensure that more unauthorized
accounts are not opened at Wells Fargo?

Response: We have put in place daily monitoring across products and channels for any change in
risky activity related to account openings, account take over, surveillance, and more. This is part
of our aggressive plan to reduce or eliminate the use of personally identifiable information. We
are continuing to strengthen and accelerate our multi-layered identity and authentication
program. Additional steps taken to prevent unauthorized accounts include;

1. Sending automatic notifications to customers after a personal or small business
checking account, savings account, or credit card has been opened.

2. Eliminating product sales goals for retail bank team members who serve customers in
our retail branches and in our retail banking contact centers, effective October 1, 2016,

3. Introducing new compensation and performance management programs for
Community Bank branch team members, managers, and leaders in January 2017 that
emphasize customer experience and risk management.
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4. Eliminating a layer of management in the Community Bank in order to bring senior
management closer to our customers,

5. Strengthening oversight and risk controls,

6. Launching transformational changes to improve processes, coaching, and customer
interaction.

7. Investing in coaching and skills training to support team member and leaders across
Community Banking.

8. Streamlining and simplifying our processes to help customers and those who serve
them.

9. Increasing significantly the amount of customer input through increased surveys and
mystery shops.

*  Was your personal information compromised by Equifax?

Response: Yes. My personal information was compromised.

+  Why should your customers have to sign away their right to sue in order to do
business with Wells Fargo?

Response: We are disappointed whenever a customer relationship leads to a disagreement with
the bank. This is not a focus of ours when any new or existing customer decides to do business
at Wells Fargo. When a customer raises a concern, we first try to resolve the issue informally so
that formal dispute resolution proceedings are unnecessary. That resolves the overwhelming
majority of customer concerns. If the dispute cannot be resolved informally, arbitration is
generally a faster and less expensive way to resolve the dispute than litigating in court.
Arbitration clauses are commonly included in customer agreements at financial institutions and
businesses in other industries, and offer benefits to both the business and the consumer. By
resolving legal disputes through arbitration, both the consumer and the business have the ability
to reach a positive resolution at a lower cost.

The Servicemember Civil Relief Act (SCRA) was enacted to enable servicemembers to
“devote their entire energy to the defense needs of the nation,” and does so by easing
financial burdens on servicemembers during periods of military service. For example, the
SCRA includes provisions that prohibit the eviction of covered military members and their
dependents from rental or mortgaged property, and the law caps interest at 6% on debts
incurred prior to an individual entering active duty military service, As you know, Wells
Fargo has violated the SCRA on more than one occasion.
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o Inlight of these repeated SCRA violations, what specific safeguards has Wells Fargo
put in place to assure servicemembers and their families of its compliance with the
law? If there are future SCRA violations, how will you take personal responsibility
for these failures?

Response: As 1 noted at the hearing, there is no customer group Wells Fargo cares more about
than our servicemen and women. In response to these SCRA issues (over 90% of which arose
more than five years ago), we created a Consumer Lending Group SCRA Center of Excellence
that centralizes our SCRA work and expertise. The Center of Excellence is staffed with experts
who are focused exclusively on providing the appropriate SCRA benefits and protections to our
servicemen and women, We have made significant changes in our processes, including daily and
quarterly searches of the Defense Department’s Defense Manpower Data Center (“DMDC”)
database to identify our servicemen and women customers who are on active duty. In this
regard, we perform more than 6 million daily checks for protections against repossessions and
foreclosures, and more than 75 million quarterly portfolio checks for proactive enrollment for
interest rate benefits. In 2017, we proactively provided 17,000 new servicemen and women the
interest rate benefits without making them apply or provide us copies of their military orders
(which would otherwise be required by the SCRA). As a result of our daily and quarterly checks
of the Defense Department’s DMDC database, we have made significant improvements in our
compliance with the SCRA since 2012, and further improvement still over the past 12 months.
Controllable SCRA violations at Wells Fargo have been reduced to an almost zero defect level.

We understand that we are responsible for ensuring compliance with the SCRA and with Wells
Fargo’s own policies, and we strive to provide outstanding performance. Although we have
reduced SCRA violations to an almost zero defect level, if we find additional SCRA emors, we
will take appropriate steps to fix them, and to make things right with our customers,

Wells Fargo is honored to serve our neighbors, family members, and team members who serve
our country. [n support of this commitment, Wells Fargo:
»  Donated more than 300 homes, valued at over $50 million, to veterans in all 50 states,
» Hired more than 6,700 veterans, and participated in more than 900 military job fairs since
2012
« Employs 8,400 self-identified veteran team members;
+  Supports more than 200 team members on military leave at any given time;
¢ Launched Hands on Banking® for Military, a financial education program that has been
viewed by more than 362,000 since July 2013; and
»  Donated more than $25 million to military- and veteran-related nonprofits since 2012.
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tions for Mr, Timothy J. Sloan, Chief Executive Officer of Wells F. mpan
from Senator Mark Warner:

o Mr. Sloan, you mentioned in your written testimony that there is an internal
comprehensive investigation ongoing at Wells Fargo that could uncover further
wrongdoing, Can you give us some more details as to the parameters of that
internal investigation? Do you expect there to be more disclosures of malfeasance
coming?

Response: We continue to review all business units for potential unauthorized accounts, product
add-ons, misaligned sales goals, and improper incentive plans. Since last year, sales practices
specifically and compliance generally have been a constant focus for the Company, We are
engaging in comprehensive reviews of the following business units: Wealth and Investment
Management, Wholesale Banking, Community Bank, Consumer Lending, and Payments, Virtual
Systems, and Innovation (“PVSI”). All of our business units either have already been reviewed,
or will soon be reviewed, for potential sales practices issues.

In late 2016, in connection with the Board of Directors’ investigation, we provided the Board's
legal advisors with a list of all incentive plans with sales indicators, plan documents, and
information about incentive-related policies including our enterprise Incentive Compensation
Risk Management (“ICRM”) Program. This process culminated in the Independent Directors’
report of its sales practices investigation, published in April 2017, The investigation was
conducted by the Board's Oversight Committee, with the assistance of independent counsel. The
Board's Human Resources Committee, moreover, has reviewed many incentive-related policies
and arrangements covering senior management including the Wells Fargo Bonus Plan. In
addition, third party consulting firms have recently reviewed the ICRM Program for instances of
problematic sales practices in fulfilling incentive plans.

A report prepared for your executives and obtained by the New York Times found
more than 800,000 people who took out car loans from Wells Fargo were charged
for auto insurance they did not need. The report examined insurance policies sold to
your customers from January 2012 through July 2016. Wells Fargo required
insurance on auto loans beginning as early as 2006 and ending in September
2016, The report also comes to the conclusion that almost 25,000 vehicles were
wrongfully repossessed as a result of this fraud. Do you know whether any
customers lost their jobs due to a vehicle being repossessed? Do you know whether
any customers were unable to make it to a meeting with their probation officer due
to a vehicle being repossessed? Do you know how whether any customers were
unable to make a court date due to their vehicle being repossessed? How does Wells
Fargo intend to make whole any of the foregoing customers? Is Wells Fargo looking
into whether customers who took out auto loans from Wells Fargo before January
2012 were charged for auto insurance they didn’t need?

Response: Although we have spoken with customers about issues they have experienced in
connection with collateral protection insurance (“CPI”), we are not in a position to know all of
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the specific consequences that our customers may have experienced due to the improper
placement of CPI. We have, however, designed a remediation program that provides customers
whose vehicles were repossessed the opportunity to identify the types of harm they have
experienced and seek compensation. If any of our customers lost jobs, failed to meet with
probation officers, or missed court dates due to a vehicle being repossessed as a result of
improper CPI placement, we want to hear about it so we can provide relief.

Potentially harmed customers will receive appropriate compensation, including refunds and
additional remediation where appropriate. The first phase of this remediation program is already
underway, and we began sending checks to customers at the end of August 2017. Customers
who had CPlimproperly applied that contributed to a default and car repossession will receive
additional payments as compensation for the loss of their vehicles. This amount will be tailored
1o each customer’s situation, will include payment above and beyond the actual financial harm,
and will offer the customers an opportunity to submit claims for additional harm.

We have decided to expand our review before January 2012 and are currently formulating our
remediation plan for the earlier timeframe. In the meantime, Wells Fargo continues to provide
remediation for affected customers within the 2012-2016 timeframe.

o On April 10th, Wells Fargo announced they had rehired about 1,000 employees who
had left or were fired for not reaching untenable sales goals. On July 21, the
Department of Labor ordered Wells Fargo to pay $577,500 in back pay, damages,
and legal fees to a whistleblower who was fired after she reported unauthorized
accounts, It seems to me that employees who were forced out of the company should
also be compensated.

o Will the employees receive compensation for being unjustly forced to leave
the company or fired? Will they receive back pay?

Response: Since September 30, 2016, we have rehired more than 1,780 team members through
our regular recruiting process who left the Community Bank voluntarily or involuntarily between
January 1, 2011 and August 28, 2017. These team members left Wells Fargo for a variety of
reasons which may include sales pressure and culture, and we are pleased that so many have
returned. All of the team members who returned received competitive pay and benefits.

o There are also reports that Wells Fargo is fighting a government order to
immediately reinstate a former employee who was fired for her
whistleblowing activity. Are these reports true?

Response: We do not tolerate retaliation, and we are committed to making sure that our team
members feel comfortable raising their hand when something isn’t right. Ms. Ponce de Leon
was terminated based largely on concerns regarding her treatment of team members who worked
for her. Wells Fargo has appealed the preliminary findings and continues to follow the
administrative process.
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o Are there ongoing government investigations into Wells Fargo’s labor
practices?

Response: As a large employer with approximately 270,000 employees, Wells Fargo is regularly
the subject of govemment investigations, inquiries, requests for information, and requests for
position statements. We have frequent communication with various federal goverment
agencies, including the Department of Labor, the Equal Employment Opportunity Commission,
and a wide range of state and municipal labor and employment agencies. Wells Fargo is fully
responding to all of these matters.
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tions for Mr, Tim , Sloan, Chief Executive Officer of Wells F. mpan
from Senator Elizabeth Warren:

At the hearing, you refused to state that no employees would be fired as part of your
planned $4 billion cut in expenses by the end of 2019, When I estimated that more than
20,000 employees could be fired because of that planned cut in expenses, you disputed that
figure. However, at no point did you provide your own estimate of potential job losses.

o Ifyou are telling investors that you plan on cutting $4 billion in expenses by the end
of 2019, you surely have at least a rough plan for how to achieve those cuts. If so,
can you please tell me how many employees you are planning to fire by the end of
20197 Please also provide a breakdown of the type of employees that will be fired
and their average annual income.

Response: Wells Fargo has shared with employees and investors our plans to become more
efficient and effective through transforming operations across the Company. We believe
simplified team structures and more standard processes will not only enhance our ability to focus
on the Company’s priorities, but will drive savings of $2 billion by the end of 2018 to be
invested in innovation for our customers, cyber security enhancements, regulatory compliance
requirements, and other efforts to strengthen Wells Fargo; and another $2 billion by the end of
2019 to improve our overall efficiency.

The first phase of the transformation was driven by the need to optimize many of our functional
groups (non-customer facing) as a result of redundancy created through a decentralized model
where each business maintained its own functional support, creating unintended complexity. By
bringing similar work together at the enterprise level, we are able to create a simpler model,
strengthen risk controls, prioritize resources for customers, and enhance services. For example,
customer service departments addressing consumer fraud complaints from across the Company
were combined into one “Center of Excellence,” providing customers a single point of contact
across their Wells Fargo accounts, creating a more consistent experience, and reducing risk
through increased standardized processes. More than 113,000 team members have been
realigned as part of our work to enhance our model across staff and business units. With team
members realigned, business units can now understand the full scope of work performed and
begin to plan ways to be more efficient going forward. This work is underway.

In addition to centralizing similar work groups, we will drive greater efficiency and effectiveness
by improving processes and spending wisely, including;
* Decreasing non-customer facing travel and intenal meetings by using alternatives such
as video conference
» Continually assessing our real estate footprint to ensure optimal use of space and support
of remote work options
¢ Improving processes, including using digital technology to automate manual processes
o Using external vendors for non-differentiated work performed in-house today
o Streamlining our product offerings to best meet customer needs
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»  Applying industry best practices to our call centers via technology and call routing, and
other strategic opportunities.

The drive for greater efficiency and effectiveness is not about displacing team members, but
unfortunately there will be an impact on our workforce as we reduce duplicative operations.
Many of these reductions will come through attrition. [n instances where jobs may be impacted,
we will continue to assist our team members in their search to find new employment
opportunities at Wells Fargo or outside the Company. We currently have 15,000 open positions
and we work to fill them with current talent as appropriate and applicable.

While we are making progress in our efforts to transform many areas of the Company, these are
long-term efforts and the changes will occur over time. We are still determining the full scope of
the work and outcomes across many of the efforts. Reductions will come from groups across the
Company, in a wide range of pay levels, and not in certain areas only.

o As part of these planned expense cuts, Wells Fargo plans to close down more than
450 branches in by the end of 2018 — with the potential for many more closings in
2019.5

o On average, how many employees work at a single branch?

Response: On average, 12 team members work at a branch. However, the closure of a branch
does nof mean each team member in the branch will lose his or her job. We always try to
transfer team members to other Wells Fargo positions for which they are qualified. In the
approximately 145 consolidations as of September 2017, the overwhelming majority of the team
members affected have found another job with Wells Fargo. We continue to evaluate our branch
network and base our physical distribution strategy on customer behavior, market factors,
economic trends, and competitor actions. While branches continue to be important in serving
our customers’ needs, our investment in digital capabilities has enabled us to seamlessly serve
our customers across channels and provide even greater convenience and choice in how they
bank with us. The right number of branches is determined by our customers.

o Isit your claim that you can close 450 branches or more by the end of 2019
and not fire any employees?

Response; That is not our claim. Please see the answer for the context in which these statements
were made.

You have told investors on multiple occasions of your plan to cut $4 billion in expenses by
the end of 2019. Have you told your employees of this plan at a company-wide meeting or
through any other method? If so, please provide a copy of your written or oral remarks. If
not, why do you think it is appropriate to share this information with investors but not
your employees, many of whom could be affected by it?
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Response: Team members are our inifial audience and we are committed to keeping them
informed of all efforts being made to become a more efficient and effective company.

The goal to become a more efficient and effective organization was first introduced to team
members in mid-2015 via conference calls by leaders across the Company. We continued to
share our progress toward this goal throughout 2016 and several communication channels were
developed with the sole purpose of being a resource for all team members regarding this work,
including a dedicated intranet portal, regular town halls with team members, a video-on-demand
channel discussing the transformation across areas, and a regular e-newsletter for managers
providing detailed updates and examples of progress.

In early 2017, the initial $2 billion expense reduction goal was introduced during the fourth
quarter earnings report, and details were also shared with team members. See Example 1 below.

Prior to our presentation to investors in May 2017, we informed approximately three thousand
managers of our plans to announce an additional $2 billion annual expense savings goal by the
end of 2019, in addition to the $2 billion annual expense savings goal by the end of 2018 that we
had communicated earlier this year to fund many key reinvestments in our business. We also
shared the full communication plan with this audience so that they would be ready to
communicate with team members about the news:

CFO John Shrewsberry - “Today, at our Investor Day in San Francisco, we are sharing
significant steps to drive effectiveness, innovation, and risk management that will result
ina stronger and more efficient Wells Fargo, We 're announcing a 82 billion annual cost
savings goal by the end of 2019. This is in addition to the 52 billion annual expense
savings goal by the end of 2018 that we communicated earlier this year to fund many key
reinvesiments in our business. We believe that the additional incremental savings target
is achievable based on our early successes with optimizing enterprise functional areas,”
See Example 2 below.

Following Investor Day, we continued to share information with team members in the following
ways:

¢ May 11,2017 - We delivered information via email and the Company intranet to all
Wells Fargo team members. It recapped Investor Day, reminded them of our previous $2
billion expense-reduction goal, announced our additional $2 billion cost save goal, and
acknowledged the hard work ahead:

CEOQ Tim Sloan — *... we recognize that focusing on effectiveness is hard work, but it is
important for the long-term success of our company. The most difficult part is potential
team member impact. You can be assured that we will take a very careful, thoughtful
approach and, as always, treat impacted team members with respect.” See Example 3
below.
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¢ May 12, 2017 - Information was delivered via email to 40,000 Wells Fargo managers. It
highlighted their role to help team members understand the goals ahead and they were
provided with support resources. See Example 4 below.

The same information was shared in the following regular communication channels the
following week:

¢ May 16,2017 - A leader e-newsletter that provides updates on the efforts to become a
more efficient and effective company

* May 16,2017 - A CEO Town Hall Meeting in Pasadena, California with more than
1,000 team members in person, plus tens of thousands more joining by television

o May 17,2017 - A recap of the CEQ Town Hall meeting is shared with all Wells Fargo
team members through the Company intranet

Full Text Examples

Example 1 (Message from John Shrewsberry, Chief Financial Officer, “Our ongoing focus on
expense management,” April 3, 2017)

Shrewsberry: Our ongoing focus on expense management

One of the traits of a great company is the ability to operate in the most efficient way possible,
and Wells Fargo is no exception. As a company, we understand our obligation to our customers,
shareholders, and each other, but it is clear that the demands of regulatory requirements,
cybersecurity, innovation, and ongoing company priorities make it imperative that we think
differently about efficiency, effectiveness, and expense management.

During our fourth quarter eamings in January, I talked about our $2 billion expense reduction
goal as well as a number of cost-saving initiatives that are under way to support this effort. Some
of these initiatives are under the umbrella of the Efficiency & Effectiveness (E&E) program,
while others are focused on two additional areas: Discretionary Spending and Business
Rationalization,

The E&E program: Centralization and Optimization — Wells Fargo is committed to
building a stronger, more competitive Wells Fargo by making the company more effective,
efficient, and focused on the customer,

We have made changes in how we are organized by realigning many of our staff areas, including
Human Resources, marketing, finance, and technology. This reduces complexity and
redundancy.

Discretionary Spending — Parameters and guidelines will enable us to eliminate redundancies
and work smarter.
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We have targeted reduced spending in areas like corporate properties, travel and meals, and
third-party spending (vendors).

Business Rationalization — It is important that we divest what’s not serving our company well
and realign core businesses around customer needs.

We have divested several noncore businesses, such as crop insurance and health benefits
services, and created new organizations (e.g. Payments, Virtual Solutions and Innovation

[PVSI)).

While adjusting to change can be challenging, the important strides we are making in areas like
Workplace, Enterprise Technology Prioritization, and third-party spending (vendors) will make it
worthwhile in the long run. The savings generated from expense management efforts are not
currently intended to show up in our bottom line. Rather, they will be reinvested in ways that
align completely with Wells Fargo’s long-term goals, making us a stronger and better company.
Currently these funds are being reinvested in the following areas:

+ Customer service and advice — Improving and simplifying our interactions with customers
will provide them with new, more holistic solutions that best meet their needs.

«+ Innovation — Reinvesting in critical areas like cybersecurity will help protect customers and
decrease risk.

«  Risk management — Strengthening our company’s risk framework and operational controls
will enhance the customer experience.

Shareholder value — Making better investments for the future will drive shareholder value.

Over the next few months, you will hear more about the efforts being made to reach our savings
goals, including tips on how to reduce travel and entertainment spending.

I truly believe that there is so much opportunity to be realized and everyone plays a part in
achieving our goals. I hope you will find ways for your team or department to be more efficient
and talk to your manager about them,

It's simple. The more we save, the more we can seize immediate opportunities — Building
Better Every Day.

Thank you for your continued focus.
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Example 2 (Message from John Shrewsberry, Chief Financial Offficer, “Our continued focus
on effectiveness, efficiency,” May 11, 2017)

Wells Fargo | Corporate Communications
CFO John Shrewsbcrry Qur continued focus on effectmness. d'ﬁmnqr

Today, at our Investor Day in San Francisco, we are sharing significant steps to drive
effectiveness, innovation, and risk management that will result in a stronger and more efficient
Wells Fargo.

We're announcing a $2 billion annual cost savings goal by the end of 2019. This is in addition
to the $2 billion annual expense savings goal by the end of 2018 that we communicated earlier
this year to fund many key reinvestments in our business.

We believe that the additional incremental savings target is achievable based on our early
successes with optimizing enterprise functional areas.

We see savings coming from various areas of opportunity, including:

Consolidating similar operational activities for better economies of scale

Improving processes, including applying digital technology to automate manual processes
Qutsourcing of certain non-differentiated capabilities

Rationalizing product sets

Applying industry best practices to our call centers via technology and call routing
Consolidating duplicative processes across lines of business

Continued reduction in facilities driven by the continued move from physical to digital

As we approach these goals to become more efficient and make better use of our resources, the
Gpmmg Committee is expecting leaders across the company to:
Take ownership of this opportunity, acting with speed and agility
+  Make tough decisions, including questioning old ways of getting things done as we
innovate
+ Embrace new ideas to generate savings and demonstrate a willingness to execute

Tam confident we can reach our goals and am pleased with the milestones we've achieved so
far. Those include;
+  Making changes in how we are organized by realigning many of our staff areas including
HR, marketing, finance, and technology. This reduces complexity and redundancy.
o Identifying additional effectiveness and efficiency in areas like corporate properties, travel
and meals, and third-party spending.
« Divesting several non-core businesses, such as crop insurance and health benefits services.

Later today, there will be a CEQ Team News that will highlight key themes from Investor Day.
All of the Investor Day presentations are posted on the Investor Relations page of
wellsfargo.com. You can find more information about Investor Day on Teamwaorks.
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On Friday, we will send a communication to all managers to help leaders address questions
about our savings goals. You may access the slides we are sharing on this topic in the Financial
Overview presentation, specifically pages 26 and 27.

Thank you for your support of these efforts. Your insight, leadership and focus are critical as we
work to build a better bank. We will share more information as the work progresses.

Example 3 (Message from Tim Sloan, Chief Executive Officer, “Our Investor Day message:
We are building better and working hard to become more effective,” May 11, 2017)

Wells Fargo | Corporate Communications
Team News Special
From the CEQ [to all team members]

A message from CEQ and President Tim Sloan
Our Investor Day message: We are building better and working hard to become more
effective

Today in San Francisco, Wells Fargo hosted an important Investor Day with stock analysts and
institutional investors — a key group of stakeholders in our work to rebuild trust.

The day included detailed presentations by members of the Operating Committee on our
progress so far, an update on our long- and short-term plans to continue building better, and a
question-and-answer session with attendees.

The main themes from the day are ones we have talked about often:

+ We are making progress in our work to rebuild trust. We've taken many actions to
make things right, including ensuring we always put our customers’ needs first,
strengthening our ethics and risk management, and demanding greater accountability. See
Building a better bank: Our progress on Wells Fargo Stories.

»  We are emerging as a stronger company. Our Vision & Values, our diversified business
model, and our focus on the long term have not changed. Yet our approach to our work,
and the way we implement it, continues to evolve. We are making changes — some driven
by what we have been through and some reflecting changes in the industry and customer
preferences. See the Building better every day page on Teamworks.

+  Our focus on customers is strengthening as we pursue an experience built on service,
simplicity, and convenience. Shifting consumer preferences are compelling us to rethink
how we best serve customers, how we make investments, and how we evaluate our
operations,

+ We are continuing our leadership in innovation to improve the customer experience
and make us more efficient. Our Payments, Virtual Solutions and Innovation team has
launched many features and is hard at work creating new kinds of value for customers and
businesses.
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»  We have set new goals to guide our actions and every decision we make. Going forward,
we want to be the best in these six areas: customer service and advice, team member
engagement, innovation, risk management, corporate citizenship, and shareholder value.
See the Company goals page on Teamworks.

+  Our financial results demonstrate the benefit of our diversified business model and
our ability to generate consistent performance over time, including 18 consecutive
quarters of earnings greater than $5 billion, growing loans and deposits from a year ago,
returning capital to shareholders, and generating industry-leading retums.

+ And we have a heightened focus on driving effectiveness, innovation, and risk
management, which will result in a stronger, more efficient Wells Fargo. This includes
targeting an additional $2 billion expense reduction by the end of 2019. I should note that
this $2 billion target in cost savings by the end of 2019 is in addition to the $2 billion
expense-reduction goal by the end of 2018 that we announced in January, which we expect
will be reinvested in our future in ways that will strengthen Wells Fargo and our ability to
innovate and compete. The result of both of these efforts will be a Wells Fargo that is
more streamlined and productive.

To this last point, we recognize that focusing on effectiveness is hard work, but it is important
for the long-term success of our company. The most difficult part is potential team member
impact. You can be assured that we will take a very careful, thoughtful approach and, as always,
treat impacted team members with respect.

We have already made strong progress to reduce complexity, take advantage of innovations, and
strengthen our company for the future. For example, we have realigned staff areas — like
human resources, marketing, finance, and technology — to reduce complexity and redundancy.
We have reduced spending in areas like corporate properties and travel. And we have divested
several non-core businesses, such as crop insurance and health benefits services.

Now, after seeing the positive results of these efforts, we can aggressively target continuous
improvement. For example, I believe we can realize additional savings from:

« Consolidating similar operational activities companywide, to provide better economies of
scale.

o Using digital technology to automate manual processes, This reduces cost and improves
the customer experience.

+ Consolidating the sheer number of products we offer and streamlining the ways we present
and service them, Standardizing account openings, for example, will give customers a
better experience and lower our costs.

«  Applying industry best practices to our call centers by using call routing and other
technologies.

+  Streamlining duplicative processes across all lines of business.

Attendees at Investor Day were especially interested in these plans because they will contribute
to the long-term value of Wells Fargo.
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As we look ahead, it's clear we still have work to do. But because of your dedication and focus,
T'am fully confident in our path forward. I am proud that, together, we are all committed to the
hard work necessary to build a better Wells Fargo. Thank you.

Example 4 (Message from Tim Sloan, Chief Executive Officer, “Our renewed focus on
efficiency and effectiveness — resources for managers,” May 12, 2017)

Wells Fargo | Corporate Communications
Team News
For Managers

Qur renewed focus on efficiency and effectiveness — resources for managers

Yesterday, Wells Fargo hosted an Investor Day meeting in San Francisco where senior leaders
shared significant steps we will take to drive effectiveness, innovation, and risk management,
resulting in a stronger and more efficient Wells Fargo. These efforts include a $2 billion annual
cost savings goal by the end of 2019. This target is in addition to the $2 billion annual expense
savings goal by the end of 2018 that was communicated earlier this year to fund many key
reinvestments in our business,

We believe the incremental savings target is achievable based on earlier successes with
optimizing enterprise functional areas.

We expect to realize savings from:

Consolidating similar operational activities for better economies of scale

Improving processes, including applying digital technology to automate manual processes
Outsourcing of certain non-differentiated capabilities

Rationalizing product sets

Applying industry best practices to our call centers via technology and call routing
Consolidating duplicative processes across lines of business

Continued reduction in facilities, driven by the continued move from physical to digital

- & & & = & =

As managers, we need you to help us achieve these goals by:
«  Taking ownership of this opportunity, acting with speed and agility
«  Making tough decisions, including questioning old ways of getting things done as we
innovate
+ Embracing new ideas to generate savings and demonstrate a willingness to execute

As a company, we have achieved important milestones to date, including:

+ Making changes in how we are organized by realigning many of our staff areas, including
human resources, marketing, finance, and technology. This reduces complexity and
redundancy.

« Identifying additional effectiveness and efficiency in areas like corporate properties, travel
and meals, and third-party spending.
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« Divesting several noncore businesses, such as crop insurance and health benefits services.

We recognize that focusing on effectiveness is hard work, but it is important for the long-term
success of our company. The most difficult part is potential team member impact. You can be
assured that we will take a very careful, thoughtful approach and, as always, treat impacted team
members with respect.

Managers play an important role in helping team members understand this broader environment
and the goals ahead, and how achieving them will result in a stronger Wells Fargo. You should
hold open discussions with your teams to provide clarity and understanding while listening to
any concems.

To continue to support you as a manager, a Q& A (PDF) document is available to help address
team member questions. Further, up-to-date information on our efforts on efficiency and
effectiveness can be found at the Efficiency and Effectiveness 2020 Resource Center.
Additionally, all of the Investor Day presentations are posted on the Investor Relations page of
wellsfargo.com. You can find more information about Investor Day on Teamworks.

Thank you for your support of these efforts. Your insight, leadership, and focus are critical as
we work to build a better bank. We will share more information as the work progresses.

At the hearing, I asked whether you launched an investigation into inappropriate sales
goals and/or Wells Fargo employees opening fake accounts before telling the Los Angeles
Times that you were “not aware of any overbearing sales culture.” You claimed that the
Los Angeles Times had not shared the specific findings of their article before interviewing
you.

o Please describe what the Los Angeles Times told you about their investigation and
reporting on the sales culture and fake accounts at Wells Fargo before interviewing
you for the piece. Please provide any emails, notes, or other written
communications between the Los Angeles Times and you and/or your staff that
relate to the December 2013 article,

Response: The LA Times reporter interviewed me, as CFO, as part of our 3rd quarter earings
press interviews. The interview’s focus was on Wells Fargo’s 3rd quarter eamings, not sales
practices. The reporter asked me one question | recall about sales pressure, and 1 answered to the
best of my knowledge at the time.

At the hearing, I asked you about comments you made in an interview with the American

Banker in July 2016, You claimed that I took your comments out of context. For you
reference, here is the entire exchange I referenced:
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Question: “On the topic of cross-selling — Wells has come under scrutiny for its
strong sales culture. Is there any sense that the bank has pushed that strategy to
the limit?”

Answer: “No. Because when you think of our vision, it’s to satisfy our customers’
financial needs, and to help them succeed financially. We know a lot about our
customers, and so doesn’t it make sense that we would use data and match it with
our product set to try to broaden our relationship with our customer?

How we do it, how we talk about, making sure that we do it correctly, and
appropriately — and making sure we follow regulations — that will continue to
evolve. But the fundamental strategy that we have is not going to change,”*

‘When you said that there was not “any sense that the bank ha[d] pushed that strategy to
the limit,” you knew the following, according to the findings in the Report of the
Independent Directors of Wells Fargo:

o The specific “number of employees terminated for sales practice violations . . . the
percentage of employees terminated for sales practice violations, whether and how
Wells Fargo made sure it remedied customer harm, and the number of
inappropriate accounts opened...”®

o+ That problems with sales practices where widespread and extended beyond the Los
Angeles region cited in the 2013 Los Angeles Times story.”

* That these problems were so severe and intractable that you had decided to remove
Carrie Tolstedt as head of the Community Bank.*

*  Are any of these findings in the Report untrue?
Response: No. As I stated at the hearing, my colleagues and I in management support the work

and findings of the Independent Directors report. Idon’t think the Report’s findings are untrue.
My comment referenced above came in the context of a discussion of how we would use data.
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*  Why did you believe that needing to fire thousands of employees for opening fake
accounts and other sales violations was not a sign that Wells Fargo had pushed
cross-selling and sales goals too far?

Response: The fact that we terminated employees for such practices is evidence that we were
taking actions to correct the inappropriate behavior. As we have said, we acted too slowly and
did not do enough to address the issue.

»  Why was a widespread epidemic of unauthorized accounts - which was so egregious
that you decided to remove Tolstedt — not evidence that Wells Fargo had pushed
cross-selling and sales goals too far?

Response: We were taking actions to address the unacceptable sales practices, such as
eliminating sales goals and training team members, but as we have said, we acted too slowly and
did not do enough.

At the hearing, you testified that as Chief Financial Officer from 2011 to 2014, you had not
aggressively promoted Wells Fargo's ability to get existing customers to open new accounts
(i.e., “cross-selling”), In Attachment A, I have provided a selection of statements you made
on each of the 13 investor calls you participated in as CFO. There are roughly 50 instances
in which you directly or indirectly promoted Wells Fargo’s success at cross-selling.

* Do you stand by your testimony that you did not aggressively promote Wells
Fargo’s success at cross-selling as CFO of the company?

Response: Yes. The quotations excerpted in Attachment A omit important language that helps
put each quotation and answer in their proper context.

Please provide the following information relating to your compensation as Chief Financial
Officer of Wells Fargo during the height of the fake accounts scam:

« How many shares of Wells Fargo stock did you own as of the date you became
CFO? What was the share price of Wells Fargo as of the date you became CFO?

Response: 1became CFO on February 8, 2011, The closing price of a share of Wells Fargo &
Company (“WFC") common stock on that date was $34.10. On February 8, 2011, I owned the
following shares of WFC common stock directly and through the Company's 401(k) Plan.

NUMBER OF SHARES FORM OF

HELD AS OF 2/8/2011: OWNERSHIP
29,119.0000 Direct
31,560.8499 401(k) Plan
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» Did you acquire or otherwise receive any additional shares of Wells Fargo during
your time as CFO? If so, please list the dates on which you obtained those shares,
the method of obtaining those shares (e.g., purchase vs. stock award), and the share
price on the day on which you obtained those shares.

Response: The following chart reflects the shares that I acquired in open market transactions and
through the vesting of equity compensation awards granted to me by the Company (including the
shares withheld from those awards by the Company for taxes and the net number of shares that I
actually received) between February 8, 2011 and May 15, 2014:

Gross | nowpeor | NI T NGSE
ACQUISITION TYPE OF NUMBER SHARES OF PRICE ON
DATE ACQUISITION | OF SHARES | WITHHELD SHARES | ACQUISITION
ACQUIRED | FOR TAXES
ACQUIRED |  DATE (8)
Restricted Share
31512014 Right vesting 538712147 | 281102147 25,761 4740
Restricted Share
3/15/2014 Right vesting 8,231.0959 4,295.0959 3,936 4740
Restricted Share
3/15/2014 Right vesting 1,501.9165 | 783.9165 718 4740
Restricted Share
311512014 Right vesting 1,878.6558 980.6558 898 4740
2011 Performance
3/15/2014 Share vesting 284,251.2197 | 1483232197 135,928 4740
Stock Option
Exercise (exercise
1/17/2014 price of $13.05) | 246,011.0000 | 89,096.0000 37,710 4639
Stock Option
Exercise (exercise
12/13/2013 price of $13.05) | 245,000.0000 | 89,690.0000 82,197 4373
Stock Option
Exercise (exercise
11/26/2013 price of $29.905) | 193,820.0000 | 32,878.0000 30,133 4431
Stock Option
Exercise (exercise
8/1/2013 price of $29.905) | 45,000.0000 | 7,615.0000 6,981 4426
Stock Option
Exercise (exercise
8/1/2013 price of $28.43) | 55,100.0000 | 10,283.0000 9425 4426
Stock Option
Exercise (exercise
5/9/2013 price of $28.43) | 165,000.0000 | 21.495.0000 19,701 37.89
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Restricted Share
3152013 Right vesting 80047728  [4,177.7728 3,827 3820

Restricted Share
37152013 Right vesting 43,658.1272 | 22,781.1272 20,877 38.20

Restricted Share
3/15/2013 Right vesting 12,720.2057 | 6,638.2057 6,082 38.20

Restricted Share
37152013 Right vesting 1,460.6195 | 762.6195 698 3820

Stock Option
Exercise (exercise
2/8/2013 price of $33.81) | 55,411.0000 | 637.0000 1,063 3488

Stock Option
Exercise (exercise
12/21/2012 price of $13.05) | 86,000.0000 | 24,950.0000 28,501 34.48

Stock Option
Exercise (exercise
712002012 price of $22.62) | 70,599.0000 | 10,907.0000 12,459 3381

Restricted Share
3152012 Right vesting 12,3403335 | 5,761.3335 6,579 3407

Restricted Share
3/15/2012 Right vesting 7,765.7205 | 3,625.7205 4,140 34.07

Purchase

(purchase price of
412172011 $28.54 / share) 10,000.0000 28.54

Restricted Share
3152011 Right vesting | 12,097.6486 | 5,647.6486 6450 227

Stock Option
Exercise (exercise
2/15/2011 price of $13.05) | 62,989.0000 | 15,059.0000 23,524 33.68

Information regarding shares that I owned and used to pay the exercise price for stock options
listed above is included in response to the question below.

«  Did you sell or otherwise dispose of any shares of Wells Fargo during your time as
CFO? If so, please list the dates on which you sold or otherwise disposed of those
shares, the method of disposing those shares, and the share price on the day on
which you disposed of those shares.

Response: The following chart reflects the shares that I sold in open market transactions,

disposed of through a sale under the Company’s 401(k) Plan, and disposed of to the Company in
connection with my exercise of stock options between February 8, 2011 and May 15, 2014:
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DISPOSITION
DATE

TYPE OF
DISPOSITION

NUMBER OF
SHARES
DISPOSED

DISPOSITION
PRICE (5)

4/28/2014

Sale

80,000

48.65

1/24/2014

Sale

75,000

45.84

1/17/2014

Shares owned that
were tendered to the
Company in order to
pay the exercise price
of a stock option

69,205

46.39

12/132013

Shares owned that
were tendered to the
Company in order to
pay the exercise price
of a stock option

73,113

.73

11/26/2013

Shares owned that
were tendered to the
Company in order to
pay the exercise price
of a stock option

130,809

4431

8/112013

Shares owned that
were tendered to the
Company in order to
pay the exercise price
of a stock option

30,404

44.26

8/1/2013

Shares owned that
were tendered to the
Company in order to
pay the exercise price
of a stock option

35,392

44.26

5/9/2013

Shares owned that
were tendered to the
Company in order to
pay the exercise price
of a stock option

123,804

3789

4/25/2013

Disposition through
sale of shares held
under 401(k) Plan

36,386.28

37.64

2/8/2013

Shares owned that
were tendered to the
Company in order to
pay the exercise price

of a stock option

53,711

34.88
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Shares owned that
were tendered to the
Company in order to
pay the exercise price
1212112012 of a stock option 32,549 3448
Shares owned that
were tendered to the
Company in order to
pay the exercise price
71202012 of a stock option 47233 3381
Shares owned that
were tendered to the
Company in order to
pay the exercise price
21512011 of a stock option 24,406 33.68

« How many shares of Wells Fargo stock did you own as of the date you left the CFO
position for another position within the company? What was the share price of
Wells Fargo as of that date?

Response: 1 left the CFO position and became Head of Wholesale Banking on May 15, 2014,
The closing price of a share of WFC common stock on that date was $49.03. On May 15, 2014,
T owned the following shares of WFC common stock directly and through the Company’s 401(k)
Plan.

NUMBER OF SHARES HELD FORM OF

AS OF 5/15/2014: OWNERSHIP
402,114,000 Direct

4161006 401(k) Plan

o Please list your total annual compensation for each year you served as CFQ. Please
break down that annual compensation between base salary, incentive compensation,
and other compensation.

Response: | served as the Company’s CFO from February 8, 2011 until May 15, 2014. My
compensation while CFO was disclosed and discussed in the Company’s 2012-2015 proxy
statements. The disclosures, including the form and amount of compensation, were governed by
SEC rules,

Below is my compensation for the years 2011-2014, as reported in the Summary Compensation
Tables included in the Company’s proxy statements. Because I became CFO in February 2011
and ceased serving as CFO in May 2014, reported compensation for 2011 and 2014 includes
compensation paid to me other than in my role as CFO. For example, my stock awards for 2014
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included restricted share rights (“RSRs") granted to me in July 2014 after I became head of
Wholesale Banking and ceased serving as CFO.

Change in
Pension Value

and
Nonqualified
Non-Equity  Deferred
Swock  Option  Incentive  Compensation  All Other
Salary  Awands  Awards Compensation  Earmings  Compensation  Total
_Me Yar § _& ©& _® 6 0® 6

Timothy J. 004 1829885 7000,053* - 1,600,000 — 1800 10,448,138
Sloan 2013 1700000 5,500,003 - 1,615,000 — 20400 8,835,403
012 166168 5500008 121350 1,600,000 HEHe 20000 9,014,155

00 1331402 5,500,004 - 1,400,000 87786 19,600 8338792

o For any incentive compensation you received as CFO, please describe, in full,
the factors that were cited as justification for that level of incentive
compensation,

Response: As noted above, the related discussion of my compensation while serving as CFO was
included in the Company’s 2012-2015 proxy statements. Below are excerpts from those proxy
statements that discuss my compensation as CFO. The proxy statements may contain additional
relevant or explanatory information.

Exce from 2012 Proxy Statement rding 2011 compensation

Annual Base Salary: Mr. Sloan's annual base salary was increased from $623,289 to $1,500,000,
effective March 13, 2011. Mr, Sloan’s annual base salary was increased based on his additional
responsibilities as CFO, chief financial officer's salary data for the Labor Market Peer Group,
and to be consistent with the compensation structure for the Company’s other executive officers.

Annual Incentive Compensation: In making the 2011 annual incentive compensation award
determination for Mr. Sloan, the HRC considered, among other things, the following;
o the Company’s record 2011 net income of $15.9 billion, EPS of $2.82, and RORCE of
12.41%;
o the Company’s relative performance versus the Financial Performance Peer Group in the
financial metrics discussed above under “—Compensation Program Govemance—Peer
Group Analysis—Financial Performance Peer Group;”
o the Company's relative performance versus the Financial Performance Peer Group in
* 1,3~ and 5-year retum on average common equity,
* 13- and S-year RORCE,
* |-, 3- and 5-year total shareholder retumn;
 the Company's success in attaining strategic corporate objectives, including
* completing the Wachovia merger integration,
*  improving the Company's capital position while increasing common stock
dividends and share repurchases,
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significant progress against ongoing efficiency initiatives,

improving market share in many businesses,

managing the Company’s stabilized and improving credit quality, and

positioning the Company for future success following the financial crisis and

regulatory reform;

« compensation of chief financial officers in the Labor Market Peer Group; and

«  the recommendations of Mr. Stumpf based on his assessment of Mr. Sloan’s 2011
performance.

The Board’s confidence in Mr. Sloan was rewarded by his outstanding leadership following his
promotion to the CFO position in February 2011. M. Sloan successfully transitioned to his new
role and played an integral part in the Company’s achievement of 2011 financial priorities,
including planning and implementing the Company’s expense management and efficiency
initiative, capital planning and risk management. He is a primary spokesman for the Company
with investors, the media and the investment community and his efforts have furthered the
Company’s reputation with those audiences. Upon consideration of Mr. Sloan’s performance,
including the factors set forth above, the HRC approved a 2011 annual incentive compensation
award for Mr. Sloan of $1,400,000.

Long-Term Incentive Compensation: In February 2011, the HRC awarded long-term incentive
compensation to the named executives [including Mr. Sloan] in the form of Performance Share
awards granted under the LTICP. In considering the amount of the Performance Share awards,
the HRC reviewed total estimated fixed and vaniable compensation between the estimated
median and 75th percentile for the Labor Market Peer Group, and the base salary and annual
incentive compensation target for the named executives. The HRC determined a dollar value of
the Performance Share awards to set total fixed and target variable compensation for the named
executives between the estimated median and 75" percentile of the Labor Market Peer Group.
Under this methodology, the HRC did not determine to award total compensation to any of the
named executives outside the estimated median-to-75th percentile range.

Excerpted from 2013 Proxy Statement rding 2012 compensation

Annual Base Salary: Effective March 11, 2012, Mr. Sloan’s salary was increased to $1,700,000
from $1,500,000 to achieve better parity among the Company’s senior level executives,

Annual Incentive Compensation: In making the 2012 annual incentive compensation award
determination for Mr. Sloan, the HRC considered, among other things, the following:
o the Company’s record 2012 net income of $18.9 billion, record EPS of $3.36, and
RORCE of 13.4%,
the Company's relative performance compared with the Financial Performance Peer
Group in the financial metrics discussed above under “—Compensation Program
Governance—Peer Group Analysis—Financial Performance Peer Group;”
o the Company’s relative performance versus the Financial Performance Peer Group in
® 1-,3- and S-year return on average common equity,
* 1- 3- and 5-year RORCE,
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* |-, 3- and 5-year total shareholder return;
o the Company’s success in attaining strategic corporate objectives, including
" growing revenue year over year,
* improving the Company’s capital position while increasing common stock
dividends and share repurchases,
= significant progress in achieving expense efficiency initiatives while pursuing
revenue opportunities,
improving market share in many businesses,
managing the Company’s stabilized and improving credit quality,
continued progress resolving mortgage-related and other legal matters,
substantial but not complete progress in achieving diversity and inclusion
initiatives; and
* positioning the Company for future success following the financial crisis and
regulatory reform;
« compensation of chief financial officers in the Labor Market Peer Group; and
o the recommendations of Mr. Stumpf based on his assessment of Mr. Sloan’s 2012
performance.

Since Mr. Sloan successfully transitioned to his new role as CFO during 2011, he has continued
to play an integral part in the Company’s achievement of 2012 financial priorities, including
planning and implementing the Company's expense management and efficiency initiative,
capital planning and risk management. He is a primary spokesman for the Company with
investors, the media and the investment community and his efforts have furthered the Company’s
reputation with those audiences. Upon consideration of Mr. Sloan’s performance, including the
factors set forth above, the HRC approved a 2012 annual incentive compensation award for Mr.
Sloan of $1,600,000,

Long-Term Incentive Compensation: In February 2012, the HRC awarded long-term incentive
compensation to the named executives [including Mr. Sloan] in the form of Performance Shares
under the LTICP. In determining target values and realizable pay opportunities for the
Performance Share awards, the HRC reviewed total compensation between the estimated median
and 75th percentile for the Labor Market Peer Group. Total compensation, including long-term
compensation, is intended to be competitive with total compensation for comparable positions
and performance at peers. The HRC determined a dollar value of the Performance Share grants,
taking into account individual experience and responsibilities, to provide an opportunity to
realize variable compensation commensurate with performance.

Annual Base Salary: No salary change in 2013 [remained at $1,700,000].

Annual Incentive Compensation: In making the 2013 annual incentive compensation award
determination for Mr. Sloan, the HRC considered, among other things, the following:
o the Company’s record 2013 net income of $21.9 billion, record EPS of $3.89, and
RORCE of 14.2%,
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o the Company’s relative performance compared with the Financial Performance Peer
Group in the financial metrics discussed above under “—Compensation Program
Governance—Peer Group Analysis—Financial Performance Peer Group;”

o the Company’s relative performance versus the Financial Performance Peer Group in

* |-, 3-, and 5-year return on average common equity (ROE),
* -, 3- and 5-year RORCE,
* 13- and 5-year total shareholder return;

o the Company § success in attaining strategic corporate ohjectves. including
improving the Company’s capital position while increasing common stock
dividends and share repurchases,

* significant progress in achieving expense efficiency initiatives while pursuing

Tevenue opportunities,

creating exceptional Wells Fargo customer experiences,

improving market share in many businesses,

managing the Company's credit risk,

continuing to enhance our approaches to risk management and operational

excellence,

*  continuing but unfinished work on diversity and inclusion initiatives, including
service of more diverse markets, and
* |eading the Company as we address increasing regulatory reform and oversight;

» compensation of chief financial officers in the Labor Market Peer Group; and

o the recommendations of Mr. Stumpf based on his assessment of Mr. Sloan’s 2013
performance.

Mr. Sloan has continued to play an integral part in the Company’s achievement of 2013 financial
priorities, including continued implementation of the Company’s expense management and
efficiency initiative, capital planning and effective risk management. He is a primary spokesman
for the Company with investors, the media and the investment community and his efforts
continue to further the Companys reputation with those audiences, Upon consideration of Mr.
Sloan’s performance, including the factors set forth above, the HRC approved a 2013 annual
incentive compensation award for Mr. Sloan of $1,615,000.

Long-Term Incentive Compensation: In March 2013, the HRC awarded long-term incentive
compensation to the named executives [including Mr. Sloan] in the form of Performance Shares
under the LTICP. In determining target values and realizable pay opportunities for the
Performance Share awards, the HRC reviewed total compensation between the estimated median
and 75th percentile for the Labor Market Peer Group. Total Wells Fargo & Company 2014 Proxy
Statement compensation, including long-term compensation, is intended to be competitive with
total compensation for comparable positions and performance at peers. The HRC determined a
dollar value of the Performance Share grants, taking into account individual experience and
responsibilities, to provide an opportunity to realize variable compensation commensurate with
performance.
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Exce from 2015 Prox: t ing 2014 compensation

- Increased the 2014 base salary for Mr, Sloan from $1,700,000 to

$2,000,000, effective July 27, 2014, based on Mr. Sloan’s additional responsibilities following
his appointment as the Head of Wholesale Banking and Mr. Shrewsberry succeeding him as the
Company’s CFO on May 15, 2014.

Annual Incentive Compensation: In making the 2014 annual incentive compensation award
determinations for Mr. Sloan, the HRC considered, among other things, the following;:

the Company’s record 2014 net income of $23.1 billion, record diluted EPS of $4.10, and
RORCE of 13.7%;
the Company’s relative performance compared with the Financial Performance Peer
Group in the financial metrics discussed above under “—Compensation Program
Governance—Peer Group Analysis—Financial Performance Peer Group;”
the Company’s relative performance versus the Financial Performance Peer Group in
* |-, 3- and 5-year return on average common equity (ROE),
* 1+, 3- and 5-year RORCE,
* |-, 3- and 5-year total shareholder retumn;
the Company’s success in attaining strategic corporate objectives, including
+ focusing on our customers by creating exceptional Wells Fargo customer

experiences and providing products and services to help them succeed financially,
as demonstrated by

* broad-based loan growth of 5% in 2014, and

*  deposit growth of 8% in 2014,
maintaining a strong capital position while returning more capital to our
stockholders through increased common stock dividends and additional share
repurchases,
focusing on expense control and continuing to realize efficiency initiatives while
pursuing revenue opportunities and investing in service delivery systems for our
businesses and our risk management structure,
effectively maintaining our long-term risk discipline in connection with managing
the Company’s credit risk and experiencing credit losses near historic lows
during 2014,
reinforcing our risk culture and promoting proactive risk management across the
Company while continuing to enhance our approaches to risk management and
operational excellence,
strong, demonstrated commitment to and year over year progress on diversity and
inclusion initiatives focused on supplier diversity, service of more diverse
markets, team member diversity, and advocacy which includes education, team
member participation and mentoring, and
leading the Company as we continue to address increasing regulatory reform and
oversight;
compensation of similarly situated executives in the Labor Market Peer Group;
the recommendations of Mr. Stumpf based on his assessment of his 2014
performance; and
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* [for his performance as Head of Wholesale Banking], his success in achieving
strategic objectives in the business line for which he is responsible, including
success in furthering the Company’s objectives of cross-selling products from
other business lines to customers, reinforcing a strong risk culture and continuing
to strengthen risk management practices in our businesses, continued focus on
expense control and realization of efficiency initiatives, progress on diversity and
inclusion initiatives, and his ability to operate as a member of a team.

Under Mr. Sloan’s leadership, following his transition from the role of CFO in May 2014,
Wholesale Banking had net income of $7.6 billion in 2014 on growth across many areas
including asset backed finance, asset management, commercial real estate brokerage, corporate
banking, equipment finance, intemational, principal investing and treasury management, which
was achieved while continuing to adhere to the Company’s risk management principles.
Wholesale Banking also had broad-based and diversified loan growth and increased core
deposits amidst increased compliance and regulatory requirements. Upon consideration of Mr.
Sloan’s performance, including the factors set forth above and support he provided in transition
of his prior CFO responsibilities during 2014, the HRC approved a 2014 annual incentive
compensation award for Mr. Sloan of $1,600,000.

Long-Term Incentive Compensation:

+ 2014 Performance Share Award. In determining target values and realizable pay
opportunities for the Performance Share awards [including to Mr. Sloan], the HRC reviewed
total compensation between the estimated median and 75th percentile for the Labor Market
Peer Group. Total compensation, including long-term compensation, is intended to be
competitive with total compensation for comparable positions and performance at peers. The
HRC determined a dollar value of the Performance Share grants, taking into account
individual experience and responsibilities, to provide an opportunity to realize variable
compensation commensurate with performance.

+ July 2014 RSR Awards. (Note: Award made following Mr. Sloan’s appointment as the
Head of Wholesale Banking and Mr. Shrewsberry succeeding him as the Company's CFQ
on May 13, 2014,

Following senior executive organizational changes in 2014, and consistent with the
Company’s compensation principles to pay for performance, attract, retain and motivate top
executive talent, and encourage the creation of long-term stockholder value, the HRC granted
RSR awards in July 2014 as part of an overall, balanced mix of competitive pay for our
named executives [including Mr. Sloan], and to provide an incentive for those executives to
continue to provide valuable leadership and services to the Company,

In determining to grant these awards, the HRC evaluated the compensation of our
Company’s senior executives, their contributions to the Company’s strong performance, and
the importance to our Company of their continued strong and effective leadership. The HRC
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also considered the additional responsibilities assumed by Mr. Sloan as a result of the recent
organizational changes.

At the hearing, you testified that unauthorized accounts were opened in the retail bank
before 2009, which means that Wells Fargo’s announcement that it had found 3.5 million
unauthorized accounts underestimates the number of customers impacted. In fact, the
Report of the Independent Directors of Wells Fargo says that “[i]n 2002, the Community
Bank took steps to address an increase in sales practice violations, including the creation of
a sales integrity task force,”* which means that serious sales integrity problems at Wells
Fargo date back at least that far,

+ How far back do Wells Fargo’s sales integrity problems go?
Response: The Board report identified sales practices concerns dating back to 2002,

¢ When was the problematic performance management system that you have said
caused the fake accounts scam implemented in the Community Bank?

Response: The connection between managing performance and meeting product sales goals
evolved over many years, The Board report stated that after 2010 “Wells Fargo .... aligned
performance management and recognition with sales goals, so that incentive compensation and
performance rating were both associated with sales.” In part to address the closer alignment of
sales goals and performance management, beginning in 2012, the Community Bank started the
process of lowering retail banking product sales goals and eliminated product sales goals for
retail banking effective October 1, 2016.

¢ The Report blames the epidemic of the opening unauthorized accounts on Carrie
Tolstedt, who formerly led the Community Bank, and the performance management
system that she championed. Ms. Tolstedt did not become head of the community
bank until 2007, What was the cause of the problems in the Community Bank
before she took the helm?

Response: As noted above, the Board report identified sales practices concerns dating back to
2002. The report also concluded that sales integrity-related allegations and associated
terminations and resignations increased relatively steadily from the second quarter of 2007 and
peaked in the fourth quarter of 2013.
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»  What is Wells Fargo doing to make things right for the customers who were
scammed before 20092 Is the bank undertaking any more extensive retroactive
study to try to identify these consumers?

Response: We want to make things right for any customer, from any time frame, who has a
problem or complaint, whether or not related to sales practices issues or potentially unauthorized
accounts. We have conducted broad outreach to customers encouraging them to come to us with
any concerns. Customers with older accounts have access to our enhanced complaints resolution
process, free mediation services (with the vendor, not Wells Fargo, picking the mediator), and
the $142 million class action settlement (which stretches back to 2002). With these actions we
are covering the full landscape to reach our customers who have concems. Given the limitations
older records present for data analysis, we believe that this is the best way to remediate these
customers without delay.

¢ At the hearing you mentioned that retrospective examination of accounts in the
years prior to the 2009 merger with Wachovia is difficult. Why is that? Did
Wachovia have a similar problem with the opening of unauthorized accounts?

Response: We want to make things right for any customer, from any time frame, who has a
problem or complaint. Through our work to date, we know that older records present limitations
for data analysis. Our class-action settlement, however, provides compensation for claims dating
back to 2002, and we have reached out to current and former customers asking them to contact
us if they believe they had an unauthorized account.

We are unaware of a similar issue at Wachovia with the opening of unauthorized accounts. The
Independent Directors’ report states that Wells Fargo’s sales-oriented culture was transferred to
former Wachovia branches and retail bank operations following the merger with Wachovia.

During the hearing, you discussed some of the reforms you've made since you became CEQ
last year, including changing the compensation structure in the Community Bank and
centralizing the risk management functions in the bank. The company has also announced
several measures to remediate harm to consumers and employees, including establishing
the Rebuilding Trust Office and an Office of Ethics, Oversight and Integrity.

+ Have you hired any personnel from outside the bank to work on these initiatives?

Response: Yes. Among the personnel from outside the bank we have hired to work on our
reform initiatives are:
«  third parties to assess our culture and how we handle issues our team members escalate;
» outside culture experts to help us understand where we have cultural weaknesses that
need to be strengthened or fixed,
« an outside academic who specializes in corporate culture who helped us conduct a
confidential culture assessment involving all team members;
« an outside expert to assist with the creation of the new Performance Management and
Rewards program for the Community Bank;
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« an outside expert to help identify possibilities for improvements to the EthicsLine to
ensure team members have a trusted and confidential way to report ethics concems; and

o several risk leaders, including our new Chief Compliance Officer and Head of Ethics
Oversight, have been hired from outside firms.

o Please provide a list of all the people who work on these initiatives and any other
programs the bank has started to mitigate damage from the sham accounts scandal.
If any of these people were promoted from within Wells Fargo, please also list their
previous job title and responsibilities.

Response: Many team members all across the Company are working on these initiatives as at
least a part of their job responsibilities, so listing each person is not practical. We are continuing
to build out the team which is comprised of both intenal and external talent.

*  You appointed Justin Thornton, formerly an Executive Vice President and Head of
Compensation and Benefits, to be the Head of the Rebuilding Trust Office.

o What was Mr. Thornton’s role in setting the compensation and benefits
packages for Mr, Stumpf and Ms, Tolstedt?

Response: As Head of Compensation and Benefits from 2011 to 2016, Mr. Thomton oversaw the
executive compensation function, including the processes and administration to support the
Human Resources Committee of the Board fulfill its responsibilities. Mr. Thornton did not set
compensation for Mr. Stumpf or Ms. Tolstedt. The Human Resources Committee of the Board
was responsible for setting and approving compensation for Ms. Tolstedt and the Board of
Directors was responsible for setting and approving compensation for Mr. Stumpf. In 2013, Mr.
Thomton recommended to management that performance-based vesting criteria be included in
the long-term performance awards for top executives, including Mr. Stumpf and Ms. Tolstedt,
The inclusion of the performance-based vesting criteria were approved by the Human Resources
Committee, and those terms provided the tools for the Board of Directors to forfeit Mr. Stumpf’s
and Ms. Tolstedt's long-term performance awards. Mr. Thomton, along with the Director of
Human Resources, was responsible for recommending the Company's benefits programs to the
Human Resources Committee of the Board. Wells Fargo’s benefit programs were provided on
the same terms to all team members, including Mr. Stumpf and Ms. Tolstedt. There were no
distinct executive benefit programs. The Company’s benefit programs were approved annually
by the Human Resources Committee of the Board.

o What was Mr, Thorntons role in developing and approving the
compensation packages for non-executives throughout the bank?

Response: As Head of Compensation and Benefits from 2011 to 2016, Mr. Thornton was not
responsible for developing or approving compensation programs for non-executives. As part of
Wells Fargo's decentralized business model during this period, Human Resources functions,
including compensation, reported into the Line of Business executives, who were responsible for
the development and approval of their team members’ compensation programs,
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o Did Mr, Thornton oversee or approve the incentive compensation system in
the Community Bank?

Response: As Head of Compensation and Benefits from 2011 to 2016, Mr. Thornton was not
responsible for overseeing or approving the compensation system in the Community Bank. As
part of Wells Fargo’s decentralized business model during this period, the Human Resources
function for the Community Bank, including compensation, reported into Ms. Tolstedt, who was
responsible for the Community Bank’s compensation system.

In response to a letter I sent to you on August 10, 2017, Executive Vice President David
Moskowitz represented that “arbitration agreements are embedded in certain account
agreements,” During the hearing, you declined to commit to stop enforcing arbitration
agreements against consumers despite evidence of widespread account abuses across many
of Wells Fargo’s business lines,

« Inhow many total arbitration cases was Wells Fargo involved in each of the lIast five
years?

See response below.
o How many of these were initiated by consumers against Wells Fargo?
See response below,

o Inhow many of those cases did Wells Fargo make counterclaims against the
consumer?

See response below.
o How many arbitration cases did Wells Fargo initiate against consumers?

Response: Wells Fargo does not track its litigation in a way that would make this type of
information readily accessible. However, two of the major providers of consumer arbitration—
the American Arbitration Association and JAMS—provide data conceming arbitrations initiated
over the last five years on a quarterly basis on their websites. Their data for the most recent
quarter indicates that 218 consumer arbitrations involving Wells Fargo businesses were initiated
in the last five years. (Note that this data reflects only the last quarter of 2012 and the first three
quarters of 2017, and excludes employment arbitrations.)

20125
2013-31
2014 -46
2015-63
2016-48
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2017 - 25 (this includes only AAA arbitrations, the JAMS data does not reflect any arbitrations
initiated in 2017)

Of the 218 arbitrations, 207 were initiated by the consumer. Ten of the 218 arbitrations are listed
as having been initiated by the business, For one arbitration, JAMS does not provide
information concerning which side initiated the arbitration. The data does not reflect whether
counterclaims were filed in each arbitration. However, there were only 12 arbitrations among
the 218 in which Wells Fargo received an arbitral award of money. In 6 of those 12 arbitrations,
the consumer was represented by Brad Haskins and/or his World Law Group. The Consumer
Financial Protection Bureau sued Mr. Haskins in 20135 asserting that he and his co-defendants
were, among other things, persuading consumers with large debts to stop paying their creditors
and instead pay Mr. Haskins and his co-defendants for legal services that they did not then
provide. The court issued an injunction against Mr. Haskins only a short time later.

¢ In how many cases were consumers awarded monetary relief in each of the last five
years? What were the median and mean awards? In how many cases were
consumers awarded other relief?

See response below.

* Inhow many cases was Wells Fargo awarded monetary relief in each of the last five
years? What were the median and mean awards? In how many cases was it awarded
other relief?

Response: In 121 of the 218 consumer arbitrations disclosed in the AAA and JAMS data, the
parties reached a settlement. Others were withdrawn, abandoned, or dismissed. Only 42 of the
218 had either a monetary or nonmonetary award by the arbitrator. Of those, the consumer
received money in 6. The mean award to the consumer was $60,147.87 (this figure and the
remaining figures exclude attomeys’ fee awards). The median award was $21,128.38. The data
includes one arbitration in which the arbitrator found the claims non-arbitrable and directed that
they could be pursued in court. In another arbitration, the arbitrator granted summary
adjudication to Wells Fargo that it was not subject to an injunction, but ruled that Wells Fargo
was liable for an amount of damages owed by a third party to the extent that third party was
unable to pay due to insolvency. Wells Fargo received a monetary award in 12 arbitrations. In 6
of those 12 arbitrations, the consumer was represented by Brad Haskins and/or his World Law
Group. The Consumer Financial Protection Bureau sued Mr. Haskins in 2015 asserting that he
and his co-defendants were, among other things, persuading consumers with large debts to stop
paying their creditors and instead pay Mr. Haskins and his co-defendants for legal services that
they did not then provide. The court issued an injunction against Mr. Haskins only a short time
later. The mean award to Wells Fargo was $9,463.09. The median award was $5,624.85,

*  How many small claims court cases were initiated by consumers against Wells
Fargo?

See response below.
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o Inhow many of those cases did Wells Fargo make counterclaims against the
consumer? What were the resolutions of those cases?

Response: Wells Fargo does not, in the ordinary course, comprehensively track the above-
requested information.
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ADDITIONAL MATERIAL SUPPLIED FOR THE RECORD

LETTER SUBMITTED BY AMERICANS FOR FINANCIAL REFORM AND
PUBLIC CITIZEN

Americans for
AFR Financial Reform

PUBLICCITIZEN

October 2, 2017

Chairman Michael Crapo
Senate Banking Committee
Washington, D.C. 20510

Ranking Member Sherrod Brown
Senate Banking Committee
Washington, D.C. 20510

Dear Chairman Crapo and Ranking Member Brown,

Americans for Financial Reform and Public Citizen commend your decision to hold renewed
hearings to investigate Wells Fargo’s ongoing misconduct.

On August 31, we called on this Committee to hold additional hearings to examine new reports
of malfeasance at Wells Fargo." In particular, we urged members to investigate the possibility
that bank executives may have knowingly withheld information related to fraudulent insurance
sales practices during their September testimony, a potential criminal violation under 18 U.S.C.
section 1001. As new revelations of the bank’s misconduct continue to come to light, we
encourage this Committee to thoroughly investigate this possibility, as well as Wells Fargo’s
repeated use of forced arbitration clauses in their contracts as two mechanisms to conceal
accusations of misconduct from public scrutiny and avoid accountability.

In July, the public leamed that Wells Fargo charged more than 800,000 people for auto insurance
they did not need, leading 274,000 customers to become delinquent on their loans and nearly
25,000 to have their vehicles repossessed.” Among those affected are active duty military service
members, who may lose security clearances as the result of vehicle repossession’ - posing risks
to our military readiness.

Wells Fargo says it learned of these fraudulent insurance practices as the result of an intemnal
report prepared by a consulting firm. Franklin R. Codel, the bank’s head of consumer lending,
told the New Fork Times that the bank “self-identified the issue, and we made the right business

! Gretchen Morgenson, Wells Fargo Testimony Left Some Feeling Shortchanged, NEW YORK TIMES, August 31,
2017, available at hitps ffwww. mtim /20 | TAR/3 | busi - imoin hitml, Letter available at
httpffwww Bairarbitrationnow o/ wp-conie Requesting-Additional-Wells-Farso-Hearings pd

? Gretchen Morgenson, Wells Fargo Forced Umeanted Anta Insurance on Barrowers, NEW YORK TruES, July 27,
2017, available at hitps:/www nvtimes com/2017/07/27 business‘wells-fargo-unwanted-auto-insurance himl.
YIICFR§ 478
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decisions to end the placement of the product. " According to its own timeline, Wells Fargo
learned of these practices in July 2016 and ended the activity in late September that year, around
the time it testified to your Committee about its fraudulent account scandal *

Yet former CEO John Stumpf made no mention of this misconduct in insurance sales, even when
asked directly whether fraudulent activity exists in other business lines. Below is an excerpt from
this Committee’s September 20, 2016 hearing:

Senator David Vitter (R-Louisiana): Finally, what level of confidence, from zero
percent to 100 percent, do you have that this type of fraudulent activity does not exist in
other Wells business lines?

John Stumpf: Yeah, I - we've looked at other things, other businesses. They're - they're
different and I - we believe that this is situated in our regional bank. Other areas have
different levels of compliance and different volumes and different requirements. But
we've looked across a number of things and [ have confidence that we have this one now
solved and we've made a lot of changes.

As we previously noted, the response to this line of inquiry is not limited to Mr. Stumpf’s
testimony; Wells Fargo failed to acknowledge that fraudulent activity took place in its other
business lines in its written response to questions for the record posed by the Democratic
members of this Committee. Below is an excerpt from the bank’s response:

Question 7: As was asked at the hearing, are you confident that this type of fraudulent
activity does not exist in other Wells business lines? Have you discovered other types of
misconduct involving other products aside from credit cards or basic banking (such as
misconduct related to applications for mortgages or personal or other loans, or lines of
credit, insurance, or other investment areas)? If so, how did the company obtain this
information? When was the first reported case, how many cases have been discovered,
and what is the nature of these cases? Have you reported those cases to federal financial
regulators?

Response: We believe that the activity at issue here was limited to certain team members
within the Community Banking Division.

Fraudulent charges for unwanted auto insurance clearly fall within the scope of the above
question about fraudulent activity in other business lines, and an estimated 800,000 cases
suggests this later-revealed scheme was similarly endemic. Wells Fargo had several
opportunities to disclose its fraudulent insurance practices to Congress and chose not to -
including in response to direct questions by Members on the two separate occasions recounted
above. Withholding relevant information from congressional inquiry is a serious offense, and the
timeline and available information suggest that Wells Fargo may have purposely misled
Members of Congress,

* Gretchen Morgenson, Wells !'arga Farced Unwanted Auto J'm:rmrm on Bamwrs NI—.\\ YORK TF_\ILS July 27,
2017, available at fiips: imes 2% ! 2 ISUFAICE,
SId.




126

Under 18 US.C. section 1001, anyone who “knowingly and willfully - 1) falsifies, conceals, or
covers up by any trick, scheme, or device a material fact, 2) makes any materially false,
fictitious, or fraudulent statement or representation; or 3) makes or uses any false writing or
document knowing the same to contain any materially false, fictitious, or fraudulent statement or
entry,” with respect to “any investigation or review, conducted pursuant to the authority of any
committee, subcommittee, commission or office of the Congress,” shall be fined or face up to
five years in prison ®

It is unclear whether the public would have ever leamed of the bank's fraudulent auto insurance
practices had this internal report not been obtained by the New York Times - particularly given
Wells Fargo's use of non-transparent arbitration proceedings in consumer disputes and its
decision to withhold relevant information in its testimony to this Committee. Though Tim Sloan
was not yet CEO at the time of the September 2016 hearing, he served more than nine months as
Wells Fargo’s chief executive before this Committee, the bank’s shareholders, and even the more
than 800,000 affected customers learned of these fraudulent insurance practices. Mr. Sloan must
be made to answer for his decision to conceal this serious and widespread malfeasance.

As we have previously argued, Wells Fargo has a long-running pattern and practice of hiding its
misconduct from public scrutiny.” Many financial institutions force consumers into secret
arbitration to block class action lawsuits, and Wells Fargo's fraudulent account scandal - and
now its fraudulent insurance practices — demonstrate the danger of keeping accusations of
potentially systemic misconduct behind closed doors. After the CFPB enforcement action
uncovered millions of unauthorized accounts, reports revealed that customers had been trying to
sue Wells Fargo over this exact fraud since at least 2013 Yet the bank’s lawyers used
arbitration clauses buried in the fine print of the customers’ legitimate account contracts to force
these allegations out of public court — and the bank continued to profit from its illegal scheme for
years.

Even as Wells Fargo publicly professes reconciliation and reform in the wake of numerous
scandals, the bank argued to the 11" Circuit Court of Appeals in August 2017 that customers
affected by its deceptive overdraft practices should be forced into secret arbitration ~ where the
average consumer is ordered to pay their bank or lender $7,725, according to the Economic Policy
Institute.” A California judge found Wells Fargo’s overdraft practices “unfair and fraudulent”™"

©The House Fiancial Services Committee formally opened an investigation into Wells Fargo's widespread fraud on
Scpifmbcr 16, 2016
"Robert Welssmn& L:sa Domer Why ilc.l‘ls nga gafmtmrm[k it for 5o kmg, THEHILL, Scplenberzﬂ IUIIS.

Mmmwmﬂmu
" Gutierrez, Walker, Smith, et al. v. Wells Fargo Bank, N.A., No. C 0703923 WHA.
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but the bank has repeatedly'" tried to block courts from ordering relief to consumers in the other
49 states that could total over $1 billion. "

Wells Fargo has made similar arguments in an attempt to dismiss class action lawsuits stemming
from its fraudulent account scandal, even in the case of a consumer who never signed any
contract with the bank '3 Wells Fargo’s repeated attempts to avoid accountability for these fake
accounts, as well as the many other abusive practices that have come to light since September
2016, highlight the need for protections like the CFPB’s recent arbitration rule, which gives
consumers the tools to defend their own interests by restoring our right to join together in court.

We urge your Committee to thoroughly investigate why Wells Fargo failed to disclose its
fraudulent auto insurance practices to this Committee, the affected customers, or its shareholders
prior to the July 2017 New York Times coverage and whether its September 2016 testimony was
in criminal violation of 18 U.S.C. section 1001. We further ask that you investigate whether
forcing consumers into secret arbitration proceedings helped the bank conceal its various
scandals from public view and press Wells Fargo to commit to waiving forced arbitration clauses
and class action bans in any existing or future customer disputes.

If you have any questions or concems regarding this letter, please contact Amanda Wemer,
Americans for Financial Reform and Public Citizen, awemer@ourfinancialsecurity.org or (202)
073-8004.

Sincerely,

Americans for Financial Reform & Public Citizen

! Shayna Posses, IWells Fargo Loses Jn‘:awtm Bids in Lhmﬁ-aﬂ '.ID! \mm L«\\'HSO Ocluber 17, 2016
mmlwlcat s #\mu ]a\\}w g a -at i
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ECONOMIC POLICY INSTITUTE REPORT

Economic
POH'%
Institute

Forced arbitration is bad for
consumers

By Heidi Shierholz » October 2, 2017

Many financial institutions use forced arbitration clauses in their contracts to block consumers with
disputes from banding together in court, instead requiring consumers to argue their cases separately in
private arbitration proceedings. Embattied banking giant, Wells Fargo, made headlines by embracing the
practice to avold offering class-wide rellef for its practices related to the fraudulent account scandal and
another scandal involving alleged unfair overdraft practices.

New data helps illuminate why these banks—and Wells Fargo in particular—prefer forced arbitration to
class action lawsuits. We already knew that consumers obtain relief regarding their claims in just 9 percent
of disputes, while arbitrators grant companies relief in 93 percent of their claims. But not only do
companies win the overwhelming majority of claims when consumers are forced into arbitration—they win
big.

Some crucial background helps illustrate the stakes. In July 2017, the Consumer Financial Protection
Bureau {CFPB) Issued a final rule to restore consumers’ ability to join together in class action lawsuits
against financial institutions. Based on five years of careful study, the final rule stems from a congressional
directive instructing the agency to study forced arbitration and restrict or ban the practice If It harms
consumers.

In recent weeks, members of Congress have introduced legislation to repeal the CFPE rule and take away
consumers’ newly restored right to band together in court. Opponents of the rule have suggested that the
bureau’s own findings show consumers on average recelve greater rellef in arbitration ($5,389) than class
action lawsuits {$32). As we have previously shown, this is enormously misleading. While the average
consumer who wins a claim In arbitration recovers $5,389, this Is not even close to a typical consumer
outcome. Because consumers win so rarely, the average consumer ends up paying financial institutions
in arbitration—a whopping $7.725.

Arecent report released by the nonprofit Level Playing Field hones in on Wells Fargo's use of arbitration in
consumer claims. Compiling publicty reported data from the American Arbitration Association (AAA) and
JAMS (initially named Judicial Arbitration and Mediation Services, Inc.). the report found that just 250
consumers arbitrated claims with Wells Fargo between 2009 and the first half of 2017 This number is

Eeonomic Poliey Institute - Washington, DC View this online at eplorgi36128
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surprisingly small, since this period spans the prime years of the bank’s fraudulent account
scandal.

But we can fake this data a step further by locking at Wells Fargo’s overall gains and
losses in arbitration. As one might suspect based on the CFPB data, Wells Fargo Indeed
won more money In arbifration between 2009 and the first half of 2017 than it paid out to
consumers, despite creating 3.5 million fraudulent accounts during that same period,

What Is even more troubling is that forced arbitration seems to be significantly more
lucrative for Wells Fargo than for other financial institutions. In arbitration with Wells
Fargo, the average consumer is ordered to pay the bank nearly $11,000. We calculated
amean of $10,826 awarded to the bank across all claims in the Level Playing Field report

No wonder Wells Fargo prefers forced arbitration to class action lawsuits, which retum at
least $440 million, ofter deducting all attormeys’ fees and court costs, to 6.8 million
consumers in an average year. Banning consumer class actions lets financial institutions
keep hundreds of millions of dofiars that would otherwise go back to harmed
consumers—and Wells Fargo seems to have harmed huge numbers of consumers,

Opponents of the CFPB's arbitration rule argue that allowing consumers to join together in
court will increase consumer costs and decrease available credit. Most recently, the Office
of the Comptroller of the Currency (OCC) claimed that restoring consumers' right to join

together in court could cause interest rates on credit cards to rise as much as 25 percent.

However, examining the OCC's study, it appears the agency merely duplicated the
conclusion reached by the CFPB and based its 25 percent estimate solely on results it
admits are “stalistically insignificant at the 95 percent (and 90 percent) confidence level”
Inits 2015 study, the CFPB considered this same data and accurately assessed that there
was no “statistically significant evidence of an increase in prices among those companies
that dropped their arbitration clauses.”

Perhaps maore importantly, claims that the arbitration rule will increase consumer and credit
costs are also contradicted by reakife experience. Consumers saw no Increase in prices
after Bank of America, JPMorgan Chase, Capital One, and HSBC dropped their arbitration
clauses as a result of court-approved settlements, and mortgage rates did not

increase after Congress banned forced arbitration in the mortgage market. Of course,
many would argue that banks like Wells Fargo should bear any increase in cost associated
with making consumers whole for egregious misconduct.

Once again, the numbers are clear: class actions retum hundreds of millions In relief to
C while forced pays off big for lawbreakers like Wells Fargo.

Endnotes

1. To my knowledge, AAA and JAMS are the only fims that routinely provide arbitration services to
Welis Fargo. In arbitration agreements, Wells Fargo typically designates AAA as the arbitration firm
to arbitrate any consumer dispute.

Economic Policy Institute
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LETTER SUBMITTED BY ECONOMIC POLICY INSTITUTE POLICY
CENTER

Economic
Polig
Institute
POLICY CENTER

October 2, 2017

Senator Michael Crapo

Chairman

Senate Banking Committee

538 Dirksen Senate Office Building
Washington, D.C. 20510

Senator Sherrod Brown

Ranking Member

Senate Banking Committee

538 Dirksen Senate Office Building
Washington, D.C. 20510

Dear Chairmen Crapo and Ranking Member Brown:

On behalf of the Economic Policy Institute Policy Center (EPI-PC), we write to share important
new data about Wells Fargo’s use of arbitration in its consumer disputes, in anticipation of CEQ
Tim Sloan’s scheduled testimony to the Committee. The Economic Policy Institute (EPT) is a
nonprofit, nonpartisan think tank created in 1986 to include the needs of low- and middle-income
workers in economic policy discussions,

Many financial institutions use forced arbitration clauses in their contracts to block consumers
with disputes from banding together in court, instead requiring each consumer to argue their case
separately in private arbitration proceedings. Wells Fargo has made headlines by embracing the
practice to avoid offering class-wide relief for its fraudulent account scandal,' among other
allegations of illegal conduct—including ongoing litigation over illegal overdraft practices.”

Important new data helps illuminate why these banks—and Wells Fargo in particular—prefer
forced arbitration to class action lawsuits. While Wells Fargo touts forced arbitration as “less
expensive” for consumers,” a deeper examination of publicly available data reveals that the
average consumer that arbitrates with their bank or lender is saddled with significant costs.

In July 2017, the Consumer Financial Protection Bureau (CFPB) issued a rule to restore
consumers’ ability tojoin together in class action lawsuits against financial institutions* Based

!t Jati business/hiltzik/la-fi-hiltzik-wells-setik 2017033 1-story. himl

:um:lfM“.l i | Na.fi. <. fwuv mlmm_m
* hatps: v e, gov/files/d :
* Consumer Firancial Protzction Burean, “New Protections against Mandatory

31,2017
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on five years of careful study, the final rule stems from a congressional directive instructing the
agency to study forced arbitration and restrict or ban the practice if it harms consumers. The
Senate is currently considering a resolution to repeal the CFPB rule and take away consumers’
newly restored right to band together in court, S.J. Res. 47.

Opponents of the CFPB rule have suggested that the bureau’s own findings show consumers on
average receive greater relief in arbitration (85,389) than class action lawsuits ($32).° These
figures are enormously misleading, While the average consumer who wins a claim in arbitration
recovers $5,389, this is far from a typical consumer outcome, as consumers win just 9 percent of
their claims.”

Our recent publication, “Correcting the record,” considered the total amount awarded across
claims in the CFPB study to find the average outcome between a consumer and their financial
institution, rather than the average award in the sixteen claims consumers won.” Contrary to the
suggestion that consumers receive more money in arbitration than class action lawsuits, EPI
found the vast majority of consumers lose money in arbitration. Indeed, on average, consumers
are ordered to pay their bank or lender §7,725 in arbitration.*

A recent report released by the nonprofit Level Playing Field offers a more narrow examination
of Wells Fargo's use of arbitration in consumer claims.” Compiling publicly-reported data from
the American Arbitration Association (AAA) and JAMS (initially named Judicial Arbitration
and Mediation Services, Inc.), the report found that just 250 consumers arbitrated claims with
Wells Fargo between 2009 and the first half of 2017—a period that spans the prime years of the
bank's fraudulent account scandal.

Forced arbitration seems to be significantly more lucrative for Wells Fargo than other financial
institutions. As one might suspect based on the CFPB data, Wells Fargo was awarded more
money in arbitration than it was ordered to pay consumers between 2009 and the first half of
2017, despite creating 3.5 million fraudulent accounts during that same period. The average
consumer that arbitrated with Wells Fargo was ordered to pay the bank nearly $11,000."" A mean
of $10,826 was awarded to the bank across all publicly available claims.

In contrast, the CFPB study found that class action lawsuits retum at least $440 million, after
deducting all attorneys’ fees and court costs, to 6.8 million consumers in an average year."" Thus,
banning consumer class actions lets financial institutions keep hundreds of millions of dollars
that would otherwise go back to harmed consumers—and there is little doubt that Wells Fargo
has harmed huge numbers of consumers in recent years.

* hutp:/www. mydaytondaily news com/news/state--regional-govt—-politics/consumer-protection-rule-latest-battle-

with-cordray-led-agency/OyuXSpSIRbiTK mucdbk68L/

£ hltp’!f\\m\.cq:ll orymlmlmNWMmgdm-recoIﬂmmrs-[amMer -under-class-actions-than-arbitration/
" hitp:ffwww epi.org/publicati o-the: fare-better-under-class-actions-tan-arbitration/

* http:/fwww.epi.org publication/correcting -the-record fare-better-under-class-actions-lhan-arbitration/

# hitp:lfwww fairarbitrationnow olgﬂ!pmmewilpluadstPF -Wells-Fargo-Report-September-2017-Update. pdf

" Heidi Shierholz, “Forced arbitration is bad for consumers,” Economic Policy Institute, October 2, 2017,

"' Consumer Financial Protection Burcaw, Arbitration Study: Report to Congress, pursuant to Dodd-Frank Wall

Street Reform and Consumer Protection Aet § 1028(a), 2015,
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Opponents of the CFPB’s arbitration rule additionally claim that allowing consumers to join
together in court will increase consumer costs and decrease available credit. Most recently, the
Office of the Comptroller of the Currency (OCC) claimed restoring consumers’ right to join
together in court could cause interest rates to rise as much as 25 percent.”

However, examining the OCC’s study, it appears the agency merely duplicated the conclusion
reached by the CFPB and based its 25 percent estimate solely on results it admits are
“statistically insignificant at the 95 percent (and 90 percent) confidence level " Inits 2015
study, the CFPB considered this same data and accurately assessed that there was no
“statistically significant evidence of an increase in prices among those companies that dropped
their arbitration clauses.”"

Perhaps more importantly, claims that the arbitration rule will increase cost are contradicted by
real-life experience. Consumers saw no increase in price after Bank of America, JPMorgan
Chase, Capital One, and HSBC dropped their arbitration clauses as a result of court-approved
settlements, and mortgage rates did not increase after Congress banned forced arbitration in the
mortgage market '* Furthermore, it is not unreasonable that banks like Wells Fargo bear any cost
associated with making consumers whole for egregious misconduct.

We encourage you to seek clarification from Mr. Sloan on Wells Fargo’s claim that arbitration is
less expensive for consumers in light of this new evidence that the customers paid the bank
nearly $11,000 on average when forced into arbitration. Because data clearly shows that class
action lawsuits return hundreds of millions every year in relief to consumers, while forced
arbitration is lucrative for lawbreakers like Wells Fargo, we also urge you to oppose S.J. Res, 47
and support the CFPB's arbitration rule.

For any questions regarding this letter, please contact Heidi Shierholz at hshierholz@epi.org

Sincerely,

Heidi Shierholz
Director of Policy, Perkins Project on Worker Rights and Wages
Economic Policy Institute Policy Center

12 https:/fwww. washingtonpost.com/news/business/wp/201 7/09/29/u-s-chamber-of commerce-suing-to-block-nuile-
allowing to-sue-their-banks/um_term= 2T6dceSbScse

1 ip/blog ourfinancialsecurity.org vp-content/uploads/201 T09/0CC-arbitration-study.pdf

' Consumer Financial Protection Burcaw, Arbitration Study: Report to Congress, pursuant to Dodd-Frank Wall
Street Reform and Consumer Protection Act § 1028(a), 2015

** Adam J. Levitin, “Mandatory Arbitration Offers Bargain-Basement Justice,” American Banker BankThink (blog).
May 13, 2014,
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