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Hello everyone. It is a thrill to be here and llisal am standing between you and dinner so | will
be brief.

As Cliff said | am Barb Rehm and | have been wagkinthe Washington bureau of American
Banker for the past 25 years, covering the intéieeof government and your industry. It's beenuayp
intersection with lots of traffic, plenty of accils, especially of late, and no shortage of copthen
scene.

Today is much the way it was when | started at AcaerBanker in 1987... the S&L crisis was
brewing and | covered the two reform laws thatdekd — FIRREA for the FI Reform, Recovery and
Enforcement Act of 1989 and then two years latandtess passed FDICIA, or the FDIC Improvement
Act, which included Prompt Corrective Action.

| bring this up because | remember back then howiagbbankers were that PCA would lead to
horrible overreaching by the regulators.

As you probably recall PCA was designed to impaashrer regulatory sanctions against a
financial institution as its capital declined. Wheebank’s capital fell to 2% the govt could stemn
take it over. That was a pretty scary prospect.

But in practice regulators didn’t require strugglicompanies to write down assets, so capital
levels didn't fall, and sanctions didn’t follownh' oversimplifying. Some banks were victims of PQA b
the law did not have the widespread impact thakbéafeared.

If you are hoping Washington will repeat that cyef¢h the Dodd-Frank Act | am afraid you are
going to be pretty disappointed.

Regulators are either scared or mad (some are aoth)hey see no downside in implementing the
Dodd-Frank Act as strictly as possible. | thinktthd&een clear so far and I really think we ardlon
verge of it getting a lot worse.

When | discussed with your hosts what | should #&d&ut tonight we agreed on three basic areas:
where things stand today, where they are headedvhatishould you be doing.

And it's interesting but if | were giving this speejust say 5 months ago | would have described
all three areas differently.

But the onslaught of bad news lately — Barclayslahdr; money laundering and HSBC; the
trading mess at JPMorgan Chase; mortgage disctiimmat Wells Fargo; deceptive marketing at Capital
One - raise serious, legitimate questions about:

the culture inside some of the world’s largest lsank

the quality of bank risk management

the effectiveness of bank boards

and even whether these companies are simply toplearto manage.
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But all these problems also raise questions alneuqtiality of oversight by regulators. And that in
turn is coloring the relationship between regulstamd bankers.

If a regulator has a choice between protectingdtisand throwing the industry under the bus, you
better look both ways before you cross any street.

Trust is gone. The regulators are going to shost éind they may not even bother to ask questions
later and | don’t see that changing for a long time

I know this crowd is well-versed in all things De#idank, especially when it comes to
systemically important institutions so | will usgpeetty broad brush here to outline where thingadt

Dodd-Frank gave us Living Wills and Orderly Liquiga Authority — two sides of a coin
designed to shine more light on how these giamtstuctured and give more authority to the FDIC to
step in and take over one should it fail.

Clearly this is the heart of what Dodd-Frank wagpmased to accomplish — the analysis and means
necessary to keep the system from melting down.

Regulators have done a good job of implementingetlpeovisions so far.
Whether the government will blink when faced witpaential failure and just opt for a bailout rensai
to be seen though | count myself in the minorityowthink the regulators will act.

Whether the living wills can live up to their potehis also unclear. It's too soon to tell but |
personally think the Living Wills, done right, aadorilliant compromise to calls to simply breakthp
biggest banks.

And | know this will sound naive to some of you bthink the Living Wills could be, should be,
a tool banks can use to map a strategy for thairdu

Blowing this stuff off will come with a high pridag -- Any giant bank that does not get its house
in order, that cannot file a comprehensive living,what does not impress during a stress tedt bsi
forced to reduce risk, raise capital and, yeshtok.

| can’t leave the “where things stand” sectionho$ talk without mentioning the other big pieces
of Dodd-Frank that affect SIFIs -- stress tests &adtion 165...

| realize this is not a good analogy for a dinneexh but I've reached the age of colonoscopies
so it’s all I can think of when | think about thé5lrules because they will reach into every noak an
cranny of your operations looking for problems.

These rules will govern everything from counterpaidk to leverage to who sits on your board’s
risk committee. In fact 165 is basically a supepathup version of PCA.
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And on to the stress tests... the analysis of howesyisally important firms would perform under
hellacious economic conditions. These are a gdeat + and | don’t hear much debate about that + but
also think the Fed needs to explain its modelshett

I know bankers who were left scratching their hear the conclusions the Fed drew. Both the
Fed and the banks had the same data. Differentseblo explanations.

I’'m also worried that the tests will morph into @ams for the Fed to get whatever information it
wants from banks. | know some bankers are woripitlosing the privileged status some information
if the Fed inadvertently discloses it or is for¢edinder a congressional subpoena.

In particular the Fed is pushing for more grandigclosure of reserves set aside to cover
litigation and maybe that’s necessary but | do wairout the Fed just being able to do whateveaitta.

That's pretty much where things stand -- and | warghare something an executive at one of the
Big 4 — JPM BAC C and WFC - recently said to mem tiot naming the bank to protect the identity of
the innocent... But this person, who | have known2@+ years and has spent a good chunk of his career
both on the Hill writing banking laws and as a ragpor trying to enforce them and is now a bankgng
to comply with them. And here is what he said: “fehis no way for a bank to navigate the current
regulatory system.”

No punches pulled there, right? NO WAY to navighie current regulatory system.

This banker wasn’t complaining. He was statinga, fas he saw it. And really just marveling at
the enormous challenges the industry faces in cgngplvith DF.

| respect this guy and | agree with the industcgmplaint that all this “reform” is being done
incrementally rather than comprehensively.

No one did any sort of principal-components analy&re and figured out what reforms were
really needed. There was no cost-benefit analgsensure all this is worth it.

But because the public and policymakers have ftast in the industry, bankers have lost the
power to make the case that oversight is too osgttoo fragmented, or too expensive.

As Tom Hoenig at the FDIC said to me on Monday yeifi're going to be a complex financial
institution then you are going to have to have cempversight.

And | think most bankers get that...A CEO of oneha top 10 financial companies in the world
told me that the Libor mess was the straw thatptegh the camel — things that would not have hapgpene
will — transaction taxes, more activity limits, gher rules, maybe even breaking the banks up.

| agree. | do think we've reached a tipping poitiene the prospect of rational rule-writing and
oversight are dim.
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The chance for executives and regulators to sitdamd have a reasonable conversation about the
impact of a regulation... that's just not in the carijht now.

Of course there will be exceptions — like the Fgthg to reshape its proposed counterparty risk
limits so they don’t bring markets to a standsBlit that is an exception. The regulators are moté
mood to deal and even if they were they don’t s@s in their self-interest.

And that gets to the comment | made earlier abegulators being scared.

I hope I'm not telling tales out of school here bihow a lot of the regulators who are attending
the conference tomorrow aren’t here tonight bec#tusg were worried how it would look to be
socializing with bankers.

| think that's sad. Relationships are important ey are cultivated at events like this.
Ok this takes us to -- Where are things going?

All the missteps have led us down a path towardtgrestructural intrusion by government into
financial services.

That means going beyond safety and soundness aypetes like capital and liquidity to true
structural changes. It's already happening in tBawith Volcker and in the UK with Vickers.

| predict this trend will intensify and could letmlgovernments having even more say over how
financial firms are structured and what they canvadwat products and services they can offer.

The ultimate policy move would be to break up tlgeldanks. Obviously the US has resisted
doing that and may continue to do so in the fuhwel think the recent blow-ups have given this muc
more momentum.

Heck even Sandy Weill — the man who nearly singleded repealed Glass-Steagall, said on
CNBC today that commercial and investment bankimau&l be separated — which of course is one way
of breaking up the big banks.

In fact that whole TBTF debate seems to be shiftiogn one about size — let's make the banks
smaller — to one about complexity — let's makeliheks simpler and safer.

Even if Congress never makes another move in trestebn, | do think it's a real possibility that
regulators will use the Living Wills to force sificant changes at large institutions.

I would like to make an aside here... It's importemtemember that we’ve only had ultra-large
financial companies for 5 years. It feels like feeg doesn't it?
But really we are just learning how to run themwtto supervise them, how to get our arms around the
complexity they present.
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| don't think we know how big too big is yet. Werdbknow how large we need financial
institutions to be to support our economy. | jisihk people forget that all this is still prettywéerritory.

But whether we ever get to that policy point ofdkiag up the big banks will turn on whether
banks clean up their acts or continue to get tamgesicandals. Just how big and bad the LIBOR metss g
could have a big impact on policymaking.

The other big unknown is how quickly the econongoreers.
But the easy money is more blowups and a weak espror the near term.

And there is no denying that the onus has shiftexh the regulators to the industry. By that |
mean, a couple months ago regulators were on plesyohe Fed was trying to defend or at least @xpla
why its Volcker proposal was such a mess.

Today | think the burden has shifted to the induatrd it faces an uphill battle to watering down
any new rules.

Lest you think I'm in love with the regulators lee make another aside... Clearly there is still a
lot we don’t know about the Libor manipulations.tBusure seems to me that it exposed the comylicit
of regulators. They knew what was going on andeeitiidn’t think it was a big deal or they didn’t do
anything for fear of spooking the system. | thitik the later and | think this culture among thguiators
of downplaying problems is backfiring.

| get that they are trying to instill confidenceit lvhen you repeatedly say “everything is under
control” when the public clearly can see thatrittisit undermines your credibility. | thought that
watching Ben Bernanke testify before Senate Bankitite Fed did nothing about Libor manipulations
because it had no power to? | just don’t buy timak ladon’t think others do either.

Still it's clear the debate over “reform” is pasetpoint where there is any reasonable debate over
whether “more is better.”

We all know that only better is better but for pgiakers now, no demand is too much.

They all have watched the Comptroller, Tom Curegtify over JPM and HSBC and Wells Fargo
and apologize for not acting sooner and toughermpdeding to change the agency’s culture.

The OCC is in a hurry to shed its imagine as b&amgthe industry’s side.” None of this is lost on
the Fed or the FDIC and officials there will do Bking necessary to avoid following Curry into the
witness seat.

If the agencies have a choice between measureeéimngpitation and a crackdown they are going
to go with crackdown.

There is no downside in it for them.
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Ok with that depressing sketch of the coming laags¢let’s talk about what you should be
doing.

| admit up front that | have no EASY answers fouyaut as IMF Chief Christine Lagarde is fond
of saying that does not mean there are NO answers.

At the risk of sounding trite it really boils dovio a simple idea -- Do the right thing.

Instill a culture of making decisions based on Vighaest for the customer, the client. And prove
that you mean it by firing people who screw up alaaving back whatever salary or bonus you can.

JPM did a pretty good crisis-communications jobimagine how much better the company
would have looked had people in the Chief Investn@#dfice been canned right away and stripped of
whatever comp was possible.

Ditto Barclays. Why throw the chairman overboard aope that will “be enough.” When Bob
Diamond testified, he actually had the nerve totessy member of Parliament who’d made a statement,
“Is there a question?” That kind of arrogance hest no place in the industry right now.

For its part, HSBC was super contrite and handkedadngressional testimony well but again has
any one been fired? What about Wells. Who was respte for that third-party mortgage operation? Are
they gone? Did they have to repay any salary ou§®n

To put it simply -- Banks need to start living DeBrank.

And when it comes to complying with Dodd-Frank, y@an’'t react on a regulation-by-regulation
basis. You need to take an integrated approachigure@ out what all the regulatory changes mearwHo
do you need to restructure your capabilities stgriiom the board all the way down to how you do
resolution and recovery planning, capital plannstggss testing.

And you need a data infrastructure - a platforn taa feed multiple demands both internal and
external.

Banks that move proactively now to embrace the regulatory regime, to work with regulators,
will be the banks that win in the marketplace.

In an industry as regulated as financial servi@sgannot survive, much less thrive, unless you
have a cooperative relationship with your reguatéor example, use the living wills as a way alye
figure out where you stand — how you are structargdiwhere you are strongest and weakest.

The days of being everything to all people are okgyure out how the most efficient use of your
capital and start getting rid of peripheral busssss

Citigroup is a great example of this. Whether itnigving fast enough or far enough only time will
tell but | think it’s clear that under Pandit ti@Giti finally seems to get it.
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The whole business is shrinking and becoming mbeecmmmaodity. To win you have to be the
provider that’s trusted and viewed as providingreal

And there is an emerging feeling, | think, that ugest firms are too reliant on trading revenues.
Two senior regulators — one opposite sides of tti@nfic — made this point this week. Federal Reserv
Board Governor Sarah Raskin in a speech MondayAdad Turner, the head of the Financial Services
Authority in the UK on Tuesday. (If you haven't ctc@urner’s speech, you should. It's on the FSA
website and it’s titled: Banking at the Crossroalfeere do we go from here?”)

Both regulators argued that banks have gottenaoaviay from their traditional role of taking
deposits and making loans. They want banks doimgsithat benefit society and the economy — ndt jus
get paid for moving money around for no useful g

As | mentioned earlier, | think boards of directoesed to take a much more active role.

The CEO should not be the chairman — why the banikidustry is taking so long to accept this
common corporate governance practice is beyondomly. C and BAC have made the split and that’s
because the government forced them to. Yesterdd$3 had a cool story on Citi’s chairman Mike
O’Neill deciding to take a much more “hands-on” eggzh. | think that’s critical.

| don’t doubt that the directors at all these baalswell-intentioned and hard working but | don’t
think they are doing the job that needs to be done.

| don't think they are forcing senior managemerntatce a long-term view that creates value for
shareholders, that properly aligns incentives fakimg money and managing risks, and demands tie fir
play a positive role in society. The board haseip head the organization.

The biggest irony of Dodd-Frank is that lax ovelnsigot us into this mess -- and yet Dodd-Frank
relies on great regulation to prevent a repeai@financial meltdown.

On its face, that doesn’'t make any sense.

But the reality is the regulators are in chargel @ongress has no alternative but to use them to
try and make the system safer.

Surely at some point regulatory costs get so Highthe pendulum swings back.

But if you stand by waiting for that day you wob# in business when it arrives.



