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(1) 

IMPROVING RESPONSIBLE LENDING 
TO SMALL BUSINESSES 

Monday, November 30, 2009 

U.S. HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON OVERSIGHT 

AND INVESTIGATIONS, 
COMMITTEE ON FINANCIAL SERVICES, 

Washington, D.C. 
The subcommittee met, pursuant to notice, at 11 a.m., at Law-

rence Technological University, 21000 West 10 Mile Road, South-
field, Michigan, Hon. Dennis Moore, [chairman of the sub-
committee] presiding. 

Members present: Representative Moore. 
Also present: Representatives Peters, Dingell, and Schauer. 
Chairman MOORE OF KANSAS. This hearing of the Subcommittee 

on Oversight and Investigations of the House Financial Services 
Committee will come to order. 

Our field hearing today is entitled, ‘‘Improving Responsible Lend-
ing to Small Businesses,’’ and I would encourage everybody, if you 
have a cell phone on you, please turn it off or a Blackberry or 
whatever you have, please turn it off so we can have this hearing. 

I want to—this is our 8th Oversight and Investigations Sub-
committee hearing this year and our 2nd field hearing. Our field 
hearing today is entitled, ‘‘Improving Responsible Lending to Small 
Businesses,’’ which I think is of great concern to everybody in this 
room. Field hearings allow us to get out of Washington, D.C., and 
see and hear for ourselves the economic conditions that confront 
business owners in our country, the banks, and the credit unions. 

Before we get started, I want to thank Congressman Gary Peters 
for inviting our subcommittee to the Detroit area for today’s hear-
ing. I also want to thank his staff for their hard work, and Presi-
dent Lewis Walker, the president of the Technological University, 
for hosting us today. Thanks, also, to Congressman John Dingell, 
a wonderful, long-term serving Member of Congress, and to Mark 
Schauer, Congressman Schauer, for being here today, as well. 

We will begin with members’ opening statements, and then we 
will hear testimony from our first panel of witnesses. Members will 
have up to 5 minutes to question our witnesses. We will repeat this 
for our other panels. The Chair advises members that I will be 
keeping everyone, including myself, to 5 minutes, as we want to 
keep things moving so we can wrap up no later than 1:50 this 
afternoon. 

Keep in mind that unanswered or partially answered questions 
can also be followed up in writing for the record. We will get you 
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information about that later. Also, if you don’t have time to give 
all the information you want to, we would encourage you to make 
a written submission later. Without objection, all members’ opening 
statements will be made a part of the record, and I now recognize 
myself for up to 5 minutes for an opening statement. 

Just last week, we learned from the FDIC that lending by U.S. 
banks plunged by 3 percent in the third quarter, the largest drop 
since at least 1984 when this kind of information was first col-
lected. This represents the 5th consecutive quarter in which banks 
have reduced lending. According to the report, banks reduced the 
amount of money extended to their customers by $210 billion be-
tween July and September, cutting back in almost every category 
from mortgage lending to business lending. 

What is most frustrating, I think, to a lot of us about this report 
is that the largest banks, the ones that received tens of billions of 
taxpayer dollars, were responsible for a disproportionate amount, 
nearly 75 percent of the lending decline, and this is happening in 
a quarter when banks posted an aggregate profit of $2.8 billion. 
More than any other time, the banking industry needs to be rein-
vesting those profits in communities and local businesses in the 
Detroit area and throughout our country so we can turn around 
this economic decline. 

Economists say small businesses account for up to 60 percent of 
new jobs. It’s time to put people back to work and invest in the 
small businesses that can be an engine of economic growth. I look 
forward to hearing from the business community here in Michigan 
so we can have a better understanding of the obstacles small and 
mid-sized firms continue to face in finding credit. 

We will also hear testimony from banks and credit unions on the 
challenges they face, and I know they face challenges, as well, in 
increasing prudent lending while remaining safe and sound. Fi-
nally, we will hear from regulators responsible for supervising 
these firms as they work hard to curb the rise in bank failures. 

Improving responsible lending to small businesses, which is the 
title of today’s hearing, is not an easy thing to do in the current 
economic environment, but I am hopeful this hearing will help Con-
gress better appreciate the challenges and allow us to consider new 
ideas and solutions to address this problem. 

In a joint statement released over a year ago, bank regulators 
warned, ‘‘If underwriting standards tighten excessively or banking 
organizations retreat from making sound credit decisions, it would 
lead to slower growth and potential damage to the economy.’’ 

FDIC Chairman Sheila Bair said recently, ‘‘We need to see banks 
making more loans to their business customers.’’ I completely 
agree, and I hope this hearing will drive home a clear message to 
all stakeholders, banks, credit unions, regulators, and the business 
community. We are all in this together, and until we see more re-
sponsible lending out the door, I fear the economic recovery that we 
all want and our country desperately needs will take too long to 
happen. I look forward to taking the lessons we learn from today’s 
hearing back to Washington, D.C., this afternoon and working with 
Republicans and Democrats on thoughtful, bipartisan solutions to 
this significant challenge. I yield back my time. 
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I now recognize, for an opening statement, Congressman Gary 
Peters for 5 minutes. 

STATEMENT OF THE HONORABLE GARY C. PETERS, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF MICHI-
GAN 

Mr. PETERS. Thank you, Chairman Moore, and thank you for 
traveling today to Michigan for this important hearing. I know all 
too well how little time you get to spend back home in Kansas with 
your family and with your constituents, and so I appreciate you 
traveling here this morning to hold the Oversight Subcommittee 
hearing here. 

I would also like to thank two of my colleagues from Michigan, 
Chairman Dingell, and Mr. Schauer—my colleague from the west 
side of the State—for coming over here to join us in this very im-
portant hearing talking about the challenges of businesses here in 
our State. We deal with these issues on a global basis in Wash-
ington. It’s important for us to focus on the unique challenges for 
us here in Michigan. 

I would also like to thank our witnesses for taking time to testify 
to bring that first-person perspective to the challenges that we are 
facing, but I would also like to thank our host, Lawrence Techno-
logical University, for allowing us to use these facilities and for 
your hospitality. 

It has now been a year since we entered the greatest economic 
decline since the Great Depression. Last fall, as the stock market 
rapidly deteriorated and the health of our entire financial sector 
was called into question, some institutions were deemed ‘‘too-big- 
to-fail,’’ and the government acted very quickly to save them. Many 
of these large financial institutions have now returned to profit-
ability and are repaying the TARP funds that have kept them sol-
vent during this crisis; however, lending has continued to decline. 

In fact, as Chairman Moore indicated in his comments, the FDIC 
recently reported that lending by U.S. banks declined by $210 bil-
lion in the third quarter of this year. This represents the largest 
drop in lending since 1984 and the 5th consecutive quarter in 
which banks have reduced lending. 

While the largest banks are, again, posting profits and paying 
record bonuses, there have been 124 bank failures so far this year, 
and hundreds more banks around the country are at a high risk 
of insolvency. While there is no doubt that some of these institu-
tions are paying the price for poor management and risky invest-
ments, many well-run banks are fighting to survive because of the 
economic environment. Nowhere is that more evident than right 
here in the State of Michigan. 

Many banks in our State are struggling due to declining property 
values caused by the huge numbers of job losses that we have suf-
fered, and as the unemployment rate in the City of Pontiac, in my 
district, has gone from 6.4 percent in 2000 to a staggering 35 per-
cent today, the median home price has dropped from $104,000 to 
just $10,000. 

For small banks operating under these economic conditions, new 
sources of capital are very hard to come by. While the worst of this 
economic crisis may now be behind us, American businesses across 
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the country continue to struggle with unemployment, and busi-
nesses continue to suffer from a lack of lending. Real recovery will 
not come until job creation is back on track, and having a strong 
network of lenders in our communities is critical to achieving that. 

I believe this hearing represents an important opportunity for 
businesses, financial institutions, and regulators to begin a dia-
logue and hopefully come up with a new solution to this intractable 
problem. I look forward to hearing today from our witnesses about 
their ideas to help promote business lending and increase capital 
assistance to these financial institutions. 

Mr. Chairman, I yield back the balance of my time. 
Chairman MOORE OF KANSAS. Thank you, sir, and the Chair now 

recognizes the Honorable John Dingell, Congressman John Dingell. 

STATEMENT OF THE HONORABLE JOHN D. DINGELL, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF MICHI-
GAN 

Mr. DINGELL. Mr. Chairman, I thank you for your courtesy, and 
I thank you very much for bringing the subcommittee here today. 
Your efforts in this regard are deeply appreciated by all of us here 
in Michigan, and I want to pay tribute to my colleague, Mr. Peters, 
for his leadership in arranging that this should occur today, and 
we’re very proud of him and his service, and I want to thank my 
good friend, Mark Schauer, an outstanding Member, for being here 
today and to say how proud I am to have these two fine Members 
as my neighbors. 

I want to also thank Lawrence Tech for making this opportunity 
available to us by hosting us in their fine facilities. It’s a great edu-
cational institution, Mr. Chairman, and we’re very proud of them 
and their leadership in keeping Michigan a great and strong indus-
trial State. 

Mr. Chairman, thanks again for convening this hearing. It’s very, 
very important to our small businesses, particularly around Michi-
gan. The present recession, which erupted last year nationwide and 
worldwide, has created enormously difficult conditions for Michi-
gan, some of which were caused by irresponsible lending practices, 
irresponsible risk-taking by members of the financial industry. 

In 1999 and for decades before, I fought to keep the Glass- 
Steagall Act in place and to prevent the kind of rascality that con-
tributed so heavily to the misfortunes of the country today. Unfor-
tunately, due to the repeal of that protection, we face now a situa-
tion where failed banks and other banks are creating a virtual 
credit market freeze. 

There now exists no mean degree of hesitation among banks to 
continue lending, especially due to tight credit markets and ever 
growing public scrutiny of their activities, but this hesitation must 
not be allowed to persist as a hindrance to broader national recov-
ery, and particularly to our people here in Michigan. I hear regu-
larly from small businesses in my district not far from here in 
Southfield, as I’m sure you do and my other two colleagues here 
do, that cannot get access to credit to keep their doors open and 
their employees on the payroll. 

Responsible lending is a vital component in our efforts to facili-
tate the economic recovery of the Nation and must be encouraged 
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while, at the same time, Congress must impose adequate and fair 
oversight mechanisms to ensure that the rascality that caused us 
the current financial crisis never again occurs, and that’s one of the 
reasons that your presence here, Mr. Chairman, is so important. I 
hope our discussion today will prompt the development and imple-
mentation of the policy initiatives, it will help deserving small busi-
nesses get the loans that they so desperately need to provide jobs 
and opportunities to our people, and I look forward to the witnesses 
who are here today and thank them for their presence. Your pres-
ence here, gentlemen and ladies, is extremely important to the re-
covery of our State and the Nation, and I thank you for your being 
here today. 

Chairman MOORE OF KANSAS. Thank you, Congressman Dingell. 
And the Chair next recognizes Congressman Mark Schauer for 5 

minutes. 

STATEMENT OF THE HONORABLE MARK H. SCHAUER, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF MICHI-
GAN 

Mr. SCHAUER. Thank you, Chairman Moore, Representative 
Peters, thank you for hosting us for all of you coming to testify 
today, and certainly to our host, Lawrence Tech. I serve as—well, 
first of all, I live in Battle Creek. I represent seven counties that 
extend as far east to the Washtenaw/Wayne County line. 

The story of businesses in my district is the story of businesses 
in Michigan and certainly in the industrial Midwest. I serve on the 
Transportation and Infrastructure Committee and the Agriculture 
Committee. It’s an honor, Mr. Chairman, to be able to participate 
in this subcommittee hearing today. I’m here because we face in 
Michigan the deepest economic crisis of any State in our country, 
and I have counties in my district with unemployment rates close 
to 20 percent. 

Quite candidly, we have an intractable problem here in Michigan 
that needs to be solved. Whether we use terms like red-lining or 
not, we are seeing industries in this State that absolutely cannot 
get credit. Mr. Chairman, I actually told the President directly that 
our recovery in Michigan has one hand tied behind its back. We 
have industries throughout this State that have survived that are 
attempting to diversify from automotive to military to clean energy 
jobs to automotive, aviation, aerospace. 

These are stories I hear within my district from businesses every 
day, and the common theme is these businesses are being starved 
for credit, and it is unsatisfactory to me to hear anyone else sug-
gest that we need to continue to winnow within this economy. In 
Michigan, we have winnowed enough. It is time to start rebuilding, 
not just our industrial sector but rebuilding small business. 

While I appreciate the opportunity to be here today, I will not 
be satisfied, Mr. Chairman, unless we collectively leave here today 
with answers and leave here with real solutions. This is a problem 
that we can solve, and it is a problem that we must solve. No State 
more than Michigan knows the hardship of this recession, but no 
State is better positioned to create jobs and grow jobs simply by 
solving this problem. Thank you for the opportunity, and I reserve 
the balance of my time. 
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Chairman MOORE OF KANSAS. Thank you, Congressman. 
And I am now pleased to introduce our first panel of witnesses. 

First, we will hear from Ms. Tammy Carnrike, chief operating offi-
cer for the Detroit Regional Chamber of Commerce. Next, will be 
Mr. Dave Andrea, vice president of industry analysis and econom-
ics for the Original Equipment Suppliers Association, testifying on 
behalf of the Motor and Equipment Manufacturers Association. 

Third, we will hear from testimony from Mr. Thomas Anderson, 
senior director for Automation Alley. After him, will be Mr. Ned 
Staebler, vice president of capital access and business acceleration 
for the Michigan Economic Development Corporation. Finally, we 
have Mr. Herbert Trute, president of T & W Tool & Die Corpora-
tion, who is also the chairman of the Tooling Manufacturing & 
Technologies Association. Without objection, your written state-
ments will be made a part of the record. 

Ms. Carnrike, you are recognized for 5 minutes to provide a sum-
mary of your statement, and again, I thank all of our witnesses for 
coming today. Ms. Carnrike? 

STATEMENT OF TAMMY CARNRIKE, CHIEF OPERATING 
OFFICER, DETROIT REGIONAL CHAMBER 

Ms. CARNRIKE. Thank you very much, and I would like to take 
the opportunity, Chairman Moore, to say thank you— 

Chairman MOORE OF KANSAS. Sure. 
Ms. CARNRIKE. —and welcome to Michigan on behalf of all of us 

in the room— 
Chairman MOORE OF KANSAS. Thank you. I am glad to be here. 
Ms. CARNRIKE. —and to thank Congressman Peters for arranging 

this. This is a very critical and timely issue for discussion, and I’m 
also recognizing that Lawrence Tech is more than just a fine edu-
cational institution; it is a partner in entrepreneurship and small 
business development. So thank you very much, Mr. Chairman, 
members of the committee, and our honorable Members of the 
Michigan delegation for the opportunity to testify regarding the 
concerns of small business today and getting access to capital. I am 
Tammy Carnrike, the chief operating officer of the Detroit Regional 
Chamber. 

With over 20,000 members, the Detroit Regional Chamber is the 
largest Chamber of Commerce in the country. The Chamber’s mis-
sion is to power the economy of southeast Michigan, and it’s carried 
out through business attraction efforts, advocacy, strategic partner-
ships, and valuable benefits and services to our members. 

Our members range in size and scope and sector, and they con-
tribute significantly to the vitality of our region. Approximately 75 
percent of our member firms are small businesses with 50 employ-
ees or less. Recognizing the impact of staying connected with that 
small business sector and its needs, we maintain a small business 
advisory committee made up of members who volunteer their time 
to make sure we’re kept abreast of the issues impacting small busi-
ness. 

We have received a very clear message through focus groups, 
small business representatives who have shared their experiences 
that the credit crunch and cash flow challenges have placed in-
creased stress on their daily operations. Access to capital has been 
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a strategy on our small business agenda for over 5 years. This has 
been a long-standing issue, and it has been compounded by the fi-
nancial crisis that struck the State of Michigan and the entire Na-
tion over the past year. 

Without question, the economic crisis we are in is stunning. In-
creased availability of capital to small business can support retain-
ing jobs and also provide opportunity for job growth, as well as ex-
pansion. 

Our country is in the midst of the largest entrepreneurial surge 
ever witnessed. Considering the Small Business Administration 
projections of more than 1.3 million new companies with employers 
started in just the last 2 years, this represents one of the largest 
growth rates in our history, even outpacing the height of the dot- 
com craze. 

When it comes to the vitality and economic prosperity of our 
country, there is nothing small about small business. The pace of 
change in the banking industry is being matched by the unprece-
dented growth of small business, and we find ourselves in a situa-
tion that requires attention. 

As of August, there were 80 bank closures nationally, and ana-
lysts are predicting more than 300 bank failures over the next cou-
ple of years. Yet, we believe that this crisis does present an oppor-
tunity. 

Today we’re here to discuss southeast Michigan’s small business 
community and their need for access to capital, but we also want 
to recognize that there are many supportive lending institutions 
that contribute regularly to small business success in this region. 
Besides their programs and services, these institutions also provide 
support and resources to our small business programs. They serve 
on committees, boards, they’re engaged in economic and community 
development activities and focus on our region’s needs for the ap-
propriate diversification of the automotive supplier industry. We 
need both our small business sector, as well as our banking indus-
try, to be successful in order to strengthen our economy and to cre-
ate jobs, create an opportunity for solid working relationships be-
tween both sectors, and organizations like ours to commit to be 
there to provide similar end connection to resources. 

The Detroit region is more economically stressed than many 
other areas of the Nation. Just look at our high unemployment 
rates and the staggering loss of jobs. Regardless of where the job 
loss occurs, it ultimately impacts our small business community. 
Michigan lost more private sector jobs just since the year 2000 
than any other State, nearly half of all private sector jobs lost in 
the United States during this time. 

The Detroit Regional Chamber, along with many other business 
organizations, are focused on a need for transformation of our econ-
omy, and this will happen through new targeted sectors for growth 
and for helping small businesses to diversify their business and 
support these new sectors. Additional resources for supplier diver-
sification would have a significant impact and help expedite eco-
nomic transformation efforts. Small businesses can and will create 
jobs with available resources. 

We recently reached out to a targeted segment of our leadership. 
Based on sur— 
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Chairman MOORE OF KANSAS. I’m sorry, but I’m going to have 
to ask you to wind up. We have kind of a set time here. If you 
would wind up— 

Ms. CARNRIKE. Sure. 
Chairman MOORE OF KANSAS. —and I would remind each of the 

witnesses, as well, that your written statements will be made a 
part of the record. So if you would, please, Ms. Carnrike, thank 
you. 

Ms. CARNRIKE. Probably importantly from the survey is that over 
70 percent of these small businesses will be accessing and will need 
capital and credit in the coming 12 months. It’s very important, 
and so at this time, we must say that this is where it becomes very 
important for America and Detroit, and it has always been a time 
of crisis and challenge, this is one of them, but it offers us an op-
portunity for change, innovation, and to ultimately make a dif-
ference. Thank you. 

[The prepared statement of Ms. Carnrike can be found on page 
191 of the appendix.] 

Chairman MOORE OF KANSAS. Thank you very, very much for 
your testimony. 

Mr. Andrea, you are recognized, sir, for 5 minutes. 
Mr. ANDREA. Good morning, Mr. Chairman. 
Chairman MOORE OF KANSAS. Good morning, sir. 

STATEMENT OF DAVE ANDREA, VICE PRESIDENT, INDUSTRY 
ANALYSIS & ECONOMICS, ORIGINAL EQUIPMENT SUPPLIERS 
ASSOCIATION 

Mr. ANDREA. Thank you for the opportunity to testify in front of 
the subcommittee. My name is Dave Andrea, and I am the vice 
president of Industry Analysis and Economics for the Original 
Equipment Suppliers Association, an affiliate of the Motor and 
Equipment Manufacturers Association, and I’m testifying today on 
behalf of each association. 

Motor vehicle parts suppliers are the Nation’s largest manufac-
turing sector, directly employing over 685,000 workers and contrib-
uting to over 3.2 million jobs across the country. Suppliers are re-
sponsible for over two-thirds of the value of the vehicle today and 
nearly 30 percent of the $16.6 billion in automotive research and 
development investment. Over the past year, unprecedented gov-
ernment and industry actions prevented a collapse of the U.S. auto 
industry, a collapse that would have affected all vehicle manufac-
turers and suppliers and all related capital equipment and service 
providers. Without a doubt, the actions taken in the General Mo-
tors, Chrysler and numerous supplier bankruptcies, the selective 
restoration of credit, and the improving economy have stabilized 
the industry. 

However, continued progress to restore credit availability and to 
incentivize technology and development throughout the entire sup-
ply chain is essential to ensure the financial viability and economic 
contribution the suppliers—of the supplier sector, as well as com-
mercialization of advanced fuel economy and emission control tech-
nologies. To weather the production volume reductions of 40 to 60 
percent this year, a majority of our members instituted mandatory 
shutdowns, furloughs, and reduction in work weeks, as well as re-
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duced salaries and—and reduced employer matches of 401(k) con-
tributions. 

In addition, OESA has identified 48 U.S. suppliers that have 
filed for bankruptcy in 2009; although, we know that there are 
hundreds of other suppliers who have filed but were not reported 
in the press, were simply liquidated saving the cost of going 
through bankruptcy. It appears that credit is selectively becoming 
available to suppliers. However, I want to emphasize it is selec-
tively becoming available. Credit availability, terms, and costs re-
main a significant and serious issue, particularly for smaller sup-
pliers. 

According to the OESA September Automotive Supplier Barom-
eter Survey, smaller suppliers have actually experienced tighter 
lending terms, and conversations as current as last week with 
members indicate difficulty in securing capital to invest in new 
tooling for new vehicle programs. Simply put, the auto supply base 
continues to face significant headwinds as it ramps up for higher 
production levels and launches essential new products and tech-
nologies. The supply base needs collective action that will deepen 
the industry’s human, financial, and intellectual capital base. 

Governmental efforts to date from the U.S. Treasury Supplier 
Support Program to the U.S. Department of Energy Advanced 
Technology Vehicle Manufacturing Loan Program have primarily 
focused on the vehicle manufacturers and the largest suppliers. We 
encourage Congress and the Administration to broaden their atten-
tion through the entire supply chain, particularly with the smaller 
suppliers who have shown greater uncertainty over their ability to 
finance plant and equipment investment, merger and acquisitions 
for industry rationalization, and program consolidation actions. 

Smaller suppliers—and given the scale that the industry oper-
ates on, we define small as being under $250 million in revenue— 
remain a critical source of new technology and cost competitive 
components for the industry, so MEMA and OESA recommends 
that the Congress and the Administration focus on two different 
issues. 

First, for smaller suppliers, given the industry’s significant cap-
ital requirements and the general mismatch of funding, a steady 
access to lines of capital and asset-backed loans is essential for the 
survival of the supply base, and second—and MEMA and OESA 
fully support the recent announcements by the Administration to 
expand existing SBA programs, and second, in technology funding, 
the supplier industry is working with customers to develop a wide 
range of new technologies that promote increased safety and im-
proved fuel economy. 

So here MEMA and OESA support additional programs such as 
S. 1617 and the IMPACT Act to help additional investment in the 
industry. Thank you. 

[The prepared statement of Mr. Andrea can be found on page 68 
of the appendix.] 

Chairman MOORE OF KANSAS. Thank you, Mr. Andrea, and 
again, your remarks will be received in the record, your written re-
marks. 

Mr. Anderson, you are recognized for 5 minutes. 
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STATEMENT OF THOMAS E. ANDERSON, Ph.D., MBA, SENIOR 
DIRECTOR, AUTOMATION ALLEY 

Mr. ANDERSON. Thank you, Mr. Chairman. My name is Tom An-
derson, and I am senior director and director of entrepreneurism 
at Automation Alley. 

I want to express my sincere thanks to Congressman Peters for 
arranging this morning to talk about the severe issue of credit for 
small and emerging technology companies. Automation Alley acts 
as a catalyst to enhance the image and growth in southeast Michi-
gan’s technology driven economy, and since our founding in 1999, 
our membership has expanded to include over 1,000 businesses, 
educational institutions, and government entities from the City of 
Detroit and the surrounding eight counties. We promote regional 
prosperity through entrepreneurial and exporting assistance, work-
force development, and technology commercialization assistance. 

It’s a pleasure to offer testimony this morning specifically focus-
ing on our business accelerator and seed investment program. To 
date, we have made 25 investments from our 3 seed investment 
funds totaling just under $5 million. In addition, those companies 
have attracted venture capital and other private investment ex-
ceeding $38 million, and employment is just over 150 currently. 

We are an active investor. We stay in touch with our companies. 
I serve on the board of several of those companies and other mem-
bers of our investment committee are on the board. We also have 
a small business technology development centers counselor at our 
facility who works with those companies, and occasionally, we en-
gage with those companies with repurposing discussions on strat-
egy and approach to market because things don’t always go as you 
originally plan. I have profiled a number of those companies in the 
written testimony, and I want to highlight just a few that target 
today’s question, access to capital. 

ElectroJet is a small company based in Brighton that has re-
ceived funding from the MEDC’s 21st Century Jobs Fund, as well 
as from our seed fund, and they have successfully taken a product 
to market and developed customers in China for an export product. 

The problem has been finding funds to fulfill those purchase or-
ders, getting the working capital they need to build the product to 
deliver it in a timely fashion. As a result, they have had to go to 
the capital markets to raise those funds rather than the banks, 
selling a portion of the company in the process. 

Limo-Reid Technologies has developed a novel hydraulic hybrid 
technology for the drive train of medium-duty and heavy-duty 
trucks. They have received funding from us and they have also re-
ceived funding from the 21st Century Jobs Fund and from private 
venture capital. They are currently well-funded as they move 
through the development phase, but they are moving to a stage 
where they will need to begin to manufacture product and could 
anticipate difficulty in funding. 

Ventech is a third company that has developed a novel heating 
technology approach for school buses. They have in hand over 
40,000-unit purchase orders and are having a difficult time finding 
funding for the working capital to buy the raw materials to manu-
facture the heaters to sell them to the industry. 
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So there’s a theme, and the theme is that it’s particularly dif-
ficult for companies that are manufacturing a product to find the 
working capital for work in progress in order to fulfill purchase or-
ders that they can achieve. Automation Alley supports the Obama 
Administration’s proposal to support further economic recovery and 
job creation by ensuring that credit is available for small busi-
nesses, and of particular interest are the measures that would 
raise lending limits on the SBA 7(a) and 504 programs from $2 mil-
lion to $5 million, raise the manufacturing company limit to $5.5 
million, and raise the lending limits on the microloan program from 
$35,000 to $50,000. 

For companies that are looking to diversify, the value of the ex-
isting plant and equipment has fallen, and is often inadequate to 
support the credit lines needed to move into new markets. Supplier 
diversification funding from the Federal Government has enabled 
a way to guarantee that gap, and move funds to those companies. 
Many new economy companies also need some support of that gap, 
and I would suggest that perhaps an expansion of that loan guar-
antee to include startup technology companies might be helpful, as 
well. The capital needed to move from seed stage to venture capital 
or bootstrap capable funding is scarce, and perhaps a subordinated 
debt fund would also meet that gap. 

In conclusion, we find for our companies, the largest gap is in the 
funding continuum moving from seed stage to venture funds or to 
operating the business. The State has done an admirable job of ex-
panding the pool of pre-seed capital and of venture capital, but it’s 
that gap in between, the $500,000 to a $1.5 million that is really 
difficult to obtain. Companies that are beginning to generate rev-
enue but are not yet profitable and who may never be a good can-
didate for venture capital because they’re a good solid $500,000 to 
a $1.5 million business. 

In conclusion, we’re very appreciative of the attention received by 
Congress and Federal agencies during this time and in our State 
and believe that a continuum of local funding and support for tech-
nology entrepreneurs is a vital piece in the economic development 
puzzle. Thank you. 

[The prepared statement of Mr. Anderson can be found on page 
62 of the appendix.] 

Chairman MOORE OF KANSAS. Thank you, Mr. Anderson. 
And the Chair next recognizes Mr. Staebler for 5 minutes, sir. 

STATEMENT OF NED STAEBLER, VICE PRESIDENT, CAPITAL 
ACCESS AND BUSINESS ACCELERATION, MICHIGAN ECO-
NOMIC DEVELOPMENT CORPORATION 

Mr. STAEBLER. Good morning, Mr. Chairman, and distinguished 
Members of Congress. My name is Ned Staebler, and I am the vice 
president of capital access and business acceleration at the Michi-
gan Economic Development Corporation, the State’s economic de-
velopment agency. I sincerely appreciate the opportunity to testify 
today on this important subject. Thank you very much for coming 
here. This is really a critical juncture in our State and also in our 
Nation. 

Manufacturers in the United States face considerable uncer-
tainty. While some firms are cautiously optimistic about the overall 
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economic recovery, the persistent lag in credit markets continues to 
pose a serious and permanent threat to manufacturers and to our 
country’s industrial capacity as a whole. While there was an uptick 
reported in manufacturing output over the summer months, recent 
data has shown that this has largely disappeared in September and 
October, and while conditions are somewhat improved from the 
lows seen in the first quarter of 2009, U.S. manufacturing output 
is still very weak compared to historical levels, and utilized capac-
ity remains at or very near all-time lows. And the corollary, of 
course, is that excess capacity is at or very near all-time highs. 

In Michigan, and from our view at the MEDC, the State of the 
market is clear. Unemployment in the State is over 15 percent. A 
recent University of Michigan report projected the State will have 
lost nearly a million jobs by the time we reach bottom. Over half 
of those losses are coming in the manufacturing sector alone. A.T. 
Kearney estimates that 50 percent of tier 1 automotive suppliers 
are still at risk of bankruptcy. Perhaps most troubling is that the 
automotive industry has one of the largest economic multipliers of 
any sector in the U.S. economy, a reminder that other non-auto 
jobs are tightly linked to the success or failure in manufacturing. 

Even with the interventions of TARP, which was designed to im-
prove the health of the banking sector and, thereby, increase avail-
able capital to businesses, commercial and industrial lending across 
the United States has fallen 15.4 percent year over year in the last 
12 months. Clearly, the recovery plan has not done enough to in-
crease the flow of credit from private lenders. 

This juncture is critical for three reasons: One, manufacturers 
need capital to reorganize and consolidate efficiently and in an or-
derly fashion; two, those manufacturers who have right-sized and 
are now seeking to fill new orders are finding that with their re-
duced borrowing bases, it is difficult to access capital to scale back 
up; and three, those manufacturers seeking to utilize their core 
competencies in other non-traditional verticals like wind, solar, 
medical device, or homeland defense are increasingly unable to fi-
nance this transition. We applaud many of the efforts of Congress 
and the Obama Administration to address these issues. Increasing 
access to, cost of, and timeliness for capital to manufacturers will 
be an essential part of our Nation’s economic recovery. 

Increasing SBA guarantee levels, reducing fees, and reducing ad-
ministrative hurdles and bureaucracy should continue to be con-
gressional and Administration goals. We urge this committee to 
continue to support them. However, we feel that these measures 
overlook the deep interdependence between the health of banks 
and the health of borrowers. 

TARP and many of the SBA adjustments I have discussed fail to 
fully address the problem; they only focus on the health of banks. 
We agree that banks need to be healthier, and access to cheaper 
capital certainly helps, but to grow our deflated manufacturing sec-
tor, borrowers must be made healthier, as well. We’re not sug-
gesting that underwriting standards be lowered at all, quite the 
contrary. 

Rather, the best way to widen the scope of lenders to include 
manufacturers and other historically healthy firms in this difficult 
environment is to enhance borrowers’ financial qualifications from 
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a commercial loan underwriter’s perspective. This requires mecha-
nisms targeted specifically at borrowers’ shortcomings, namely, 
cash flow and collateral. 

In recognition of this fact, the MEDC created the Michigan Sup-
plier Diversification Fund, which has been very successful in induc-
ing new loans that were otherwise unqualified from the bank’s per-
spective, many of which provided funds for diversification into 
emerging green technologies. Crucial is that this program targets 
the support of both banks and the borrowers at the individual loan 
request level. This ensures that projects move forward at the time 
of the deployment of funds. In essence, the program self-regulates 
by ensuring that the lending activity happens right away in con-
trast with TARP, where following lending has severely lagged. 

MSDF, or the Michigan Supplier Diversification Fund leverages 
the market expertise, prudent risk management practices, and fi-
nancial capacity of private lenders who source, underwrite, lead, 
and service the deals while injecting public—targeted public dollars 
at the level of individual loan requests. So far, every $1 in public 
funds has leveraged more than $3 in private funds and helped cre-
ate more than 2,000 jobs. 

As evidenced by the 15 percent unemployment rate in Michigan, 
the transition of the American manufacturing base from traditional 
sectors to new high-tech verticals is a challenging one. However, 
the speed of this transition is crucial to the retention of an ad-
vanced manufacturing cluster in the United States. We urge this 
committee to continue to seek new models like the proposed Na-
tional Manufacturing Diversification Fund and act expeditiously to 
get this money into the hands of those who need it the most, Amer-
ican businesses. 

[The prepared statement of Mr. Staebler can be found on page 
276 of the appendix.] 

Chairman MOORE OF KANSAS. Thank you, Mr. Staebler. 
Mr. Trute, you are recognized for 5 minutes, sir. 

STATEMENT OF HERBERT W. TRUTE, PRESIDENT & CEO, T & 
W TOOL & DIE CORPORATION; AND CHAIRMAN, TOOLING, 
MANUFACTURING & TECHNOLOGIES ASSOCIATION (TMTA) 

Mr. TRUTE. Thank you, Chairman Moore, and thank you, Con-
gressman Peters, for hosting this important hearing on an issue so 
vital to small and mid-sized manufacturing. My name is Herb 
Trute, and I am the president of T & W Tool & Die Corporation 
of Oak Park, Michigan. I am also the chairman of the board of di-
rectors of the Tooling & Manufacturing Technologies Association. I 
am a 32-year veteran of the auto supply business, and I am sur-
viving today with absolutely no thanks to the banking industry. 

In my capacity as chairman of the TMTA, I have traveled to 
Washington, and I have had meetings with Senator Stabenow, 
Michigan Governor Granholm, and other Members of Congress dur-
ing the automotive hearings. I was there for that. I was subse-
quently asked and also served as an adviser to the Obama transi-
tion team with respect to manufacturing, and I was very proud to 
do that. 

I know the focus of this hearing is primarily on the banking in-
dustry and the ability of manufacturing to receive financing, but a 
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business or an industry, for that matter, that is in crisis does not 
arrive at that point in a vacuum. There are always reasons. And 
very briefly, the main reason is that the American auto industry 
has outsourced the supply base virtually to the point of oblivion. 
This past year, faced with a dramatic slowdown, I did what every-
one suggested, I right-sized, downsized, leaned, cut wages and ben-
efits, and reorganized the business in such a way that we could 
survive. I was able to garner a fair amount of business, a sizable 
package on today’s open market competing globally. 

I have a 15-year relationship with Comerica Bank where I went 
to obtain financing for this work in process. The package that they 
offered me was inadequate, did not rely on adequate work-in-proc-
ess financing. The guarantees and collateral requirements were 
such that the amount of money they offered me, I would never 
have been able to borrow. Faced with the prospect of having to 
turn the work back and close my business, I approached my cus-
tomer, one of the Big Three. 

They recognized the need that it was vital for American manu-
facturing to have a supply base locally. So in exchange for a dis-
count, I received progressive payment terms from them. Another 
one of my customers chose to go the other route and continues to 
funnel American taxpayer money overseas for tooling. I would like 
to know where the outrage is in that. That should not be hap-
pening. 

The question should not be, ‘‘Where was it purchased?’’ but 
‘‘Where was it built?’’ The current bank crisis has provided a con-
venient reason for large multinationals to continue sourcing over-
seas. Now they’re using it as a reason, as an excuse. These are 
American taxpayer dollars. My belief is that the outsourcing, cou-
pled with other countries’ predatory trading practices, have precip-
itated this. The unfair international playing field has exacerbated 
the situation making it almost impossible for small business to 
compete globally. Yes, credit is almost impossible to get, and yes, 
readily available credit will help, but if the Big Three and other 
large American corporations will not even try to buy American, 
there will be no recovery, and we will have lost our ability to man-
ufacture anything. 

The banks are unwilling to assume any risk with respect to lend-
ing to small manufacturers. We were offered a loan package totally 
inadequate to finance the large amount of work we have been 
awarded. The interest rates were steep, collateral requirements 
outrageous, and the amount offered would not have been enough. 
There’s definite need, but that is not part of the equation for the 
banks. They will assume no risk. 

My own belief is that the needs along with the benefits far out-
weigh the risks in lending to small businesses. Small business pro-
vides a shot in the arm to any local community. We found it pos-
sible to survive with little or no credit, but if financing were readily 
available, we would easily be able to double our employment. This 
would be even more dramatic for a business that has had to close 
due to lack of financing. Most small businesses create jobs in the 
local communities surrounding them. 
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The direct result would be reduction in unemployment and injec-
tion of dollars into local economies and, thereby, helping other busi-
nesses. Thank you very much for your time. 

[The prepared statement of Mr. Trute can be found on page 283 
of the appendix.] 

Chairman MOORE OF KANSAS. Thank you, Mr. Trute. 
I want to thank all of the witnesses for their testimony. I now 

recognize myself for 5 minutes for questions. 
I am interested in exploring the challenges we have seen in the 

automobile industry during the past year or two and how that re-
lates to this lending crisis. I represent Kansas City, Kansas, in my 
district where we have a GM plant that produces the Chevy Malibu 
and employs about 3,000 of my constituents. We also have a num-
ber of auto suppliers in my district supporting the auto plant. I 
worry about suppliers and other small businesses having their ac-
cess to affordable credit cut off. 

Mr. Andrea, is it more difficult to find credit if you own a busi-
ness that’s part of the auto industry? Do banks that might make 
a loan to any small business decide not to if the firm is related to 
the auto industry? 

Mr. ANDREA. Currently, that’s the case because—twofold. One is 
with production volumes so dramatically low and uncertain going 
into 2010, that adds systemic risk with the bankers. The other is 
just the low value of automotive assets to back up any of the loans. 
And we have a—and I can follow up with additional responses for 
you. 

Chairman MOORE OF KANSAS. Thank you. Ms. Carnrike, what do 
you think? 

Ms. CARNRIKE. I can speak directly to an example of a small 
business who is diversifying from the automotive industry, 7 years 
ago, 100 percent automotive reliant, now today, 10 percent reliant. 
Access to capital is critical to this growth. It will create hundreds 
of jobs over the next 3 years, and their main source they’re looking 
at right now is an SBA 504 loan. It’s very important to help compa-
nies diversify from the automotive industry to be successful in this 
region. 

Chairman MOORE OF KANSAS. Thank you. Ms. Carnrike, what 
are you hearing from Detroit businesses that are having their lines 
of credit decreased or eliminated altogether? Do you have any 
sense whether banks are overly cautious on their own about mak-
ing loans, particularly to any auto-related firm, or do you think 
these banks want to make the loans, but they’re under pressure 
not to from the regulators? 

Ms. CARNRIKE. I don’t have specific examples of it being related 
directly to the automotive industry. We do have feedback from 
small business customers about their barriers to accessing capital. 
I can tell you that over half of a surveyed pool tells us that banks 
not lending is the biggest barrier to assess to capital, 56 percent, 
and that 38 percent have trouble getting nontraditional business 
models approved for financing. 

Chairman MOORE OF KANSAS. Mr. Trute, do you have any 
thoughts about this? 

Mr. TRUTE. Well, it would definitely help. We have been forced 
to turn business away due to inadequate financing. The business 
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that we have kept is largely in part of our customer’s recognition 
that we are vital to them. 

Chairman MOORE OF KANSAS. Any other—thank you. Do any 
other witnesses care to comment on this question? Yes, sir, Mr. An-
drea? 

Mr. ANDREA. In the survey work that we have done of our mem-
bers, approximately 20 percent of our members do say that you— 
describing their banking relationship with their banker that their 
banks are actively exiting the industry overall or particularly with 
their relationship. 

Chairman MOORE OF KANSAS. Any other comments? 
Mr. Staebler, as we consider various solutions at the Federal 

level, including the proposal put forward by the Obama Adminis-
tration last month, what are States like Michigan doing to turn the 
local economy around? Are there ways that the Federal Govern-
ment can partner up with States like Michigan to seek solutions 
to an economic downturn, and is the key to an economic recovery 
increasing lending to small and mid-sized businesses? 

Mr. STAEBLER. I certainly think that’s going to be a huge driver 
in our economic recovery, that is, small and mid-sized businesses 
have been the main engine for job growth in this country over the 
last 25 to 30 years, so I think that would be critical. In terms of 
ways that the Federal Government can partner with State govern-
ment, we have put a proposal in place and in front of the Adminis-
tration on a way to create a national version of our supplier diver-
sification program, not just for auto suppliers, but for all manufac-
turers wishing to use their core competencies in new emerging 
technology sectors. We think it’s one that maintains the fiduciary 
responsibility of banks but also provides access to credit for those 
small and mid-sized businesses that are so crucial. 

Chairman MOORE OF KANSAS. Mr. Anderson, any comment? 
Mr. ANDERSON. As I mentioned before, I would urge that a na-

tional fund such as Ned suggested for supplier diversification could 
well be expanded to also include startup businesses and technology 
space who have similar challenges in gaining access to capital, and 
that slight risk reduction might enable them to be a viable invest-
ment candidate—or loan candidate for a bank. 

Chairman MOORE OF KANSAS. Thank you, sir. The Chair’s time 
has expired. 

Congressman Gary Peters, you are recognized for 5 minutes, sir. 
Mr. PETERS. Thank you, Mr. Chairman. 
Thank you for all of your testimony here. As you know, the hear-

ing is organized in three ways. We have businesses talking about 
the difficulties, and we’re going to hear from the bankers as to how 
they’re trying to achieve and bring that money to you, and then 
regulators, and I know the banks have some concerns about what 
the regulators are doing, so it’s about a dialogue together. But one 
thing I thought was interesting, and I want to get your response 
to, is that I have looked at some of the testimony that’s going to 
come later from the bankers, as well as from regulators, and in the 
testimony, both of them quote the National Federation of Inde-
pendent Businesses that talk about the fact that although credit is 
tight, it’s really not the leading reasons why a lot of businesses are 
experiencing some difficulties. 
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Now I have heard something different from all of you through 
your discussions here and your testimony. Let me just read—this 
is, I think, from the FDIC or the bankers: 

‘‘The NFIB reports that in spite of the difficult economic environ-
ment, 33 percent of businesses reported regular borrowing in Octo-
ber, and that’s compared to 9 percent of the reported problems that 
they had before. They noted that only 4 percent of business owners 
reported financing as their number one business problem, and this 
is extremely low compared to other recessions.’’ 

So some of the folks in the banking community think this is dif-
ferent than other—actually better than other recessions or that the 
credit isn’t that big of a problem. How would you respond? Because 
we’re going to have these other panelists who may be saying that 
later. How would you respond with your experience in business, 
particularly here in Michigan? And that’s why I wanted to bring 
this field hearing here is because I think we have a whole different 
situation than the NFIB may on a national basis. 

Would anybody like to start? Ms. Carnrike? 
Ms. CARNRIKE. I can respond from our survey data that half of 

our respondents had applied for financing in the last 12 months. 
It goes from 41 percent, I’m saying about half, but 41 percent, to 
70 percent anticipating needing financing in the coming 12 months. 
So that indicates there will be a rise for an increase in need of cap-
ital, and we also were able to secure from them that in looking at 
the sources for the future, they actually will look to increase their 
interest in SBA loan programs from 29 percent—to 29 percent from 
14 percent in the past. 

Mr. PETERS. Mr. Andrea? 
Mr. ANDREA. My only suggestion would be to cut the data by size 

of company and by sector and to see if at the national level those 
national numbers hold up when you look at large to small and by 
industry sector. I think you’ll find a difference. 

Mr. PETERS. Okay. 
Mr. ANDERSON. And in my experience, both with our startup 

companies and with some of our small businesses, it may well turn 
out because what I see is that their number one problem many 
times is getting purchase orders. So although funding and loans 
may still be an issue, if you’re not getting purchase orders, that be-
comes your number one problem, so perhaps it’s best to look at the 
top three issues of small businesses. 

Mr. PETERS. They’re all interrelated? 
Mr. ANDERSON. They are interrelated. 
Mr. PETERS. Right, right. 
Mr. STAEBLER. Through the second quarter of 2009, the FDIC re-

ported that commercial lending nationally was down 8.5 percent. 
At the end of the third quarter, it’s down 15.4 percent. And it 
wasn’t like the third quarter of 2008 was a banner time for com-
mercial lending. So I think it’s clear that things are not necessarily 
on the upswing, and I think Tom’s right that they are inter-
connected, that demand certainly reduces the amount of borrowing, 
but certainly the availability of capital also reduces the amount of 
lending that’s happening, so— 

VerDate Nov 24 2008 15:19 Apr 27, 2010 Jkt 055816 PO 00000 Frm 00023 Fmt 6633 Sfmt 6633 K:\DOCS\55816.TXT TERRIE



18 

Mr. TRUTE. I would agree with Mr. Anderson. The problems 
began in the manufacturing sector, not through lack of financing, 
but lack of financing is definitely hampering any type of recovery. 

Mr. PETERS. Yes, as your businesses that you represent are going 
out and trying to get credit, and particularly small businesses, 
small businesses, as I think was mentioned, rely primarily on bank 
financing, or if they try to go to the capital markets, there are oth-
ers, but it’s bank financing, what differences have your members 
experienced by going to the large, multi—or the large money-cen-
tered banks that aren’t headquartered here in Michigan versus 
community banks, or are there similar challenges, different chal-
lenges. 

How would you respond to where your businesses are going to 
get money? We can start with anybody. Mr. Anderson? 

Mr. ANDERSON. With my startup businesses, they have encoun-
tered, basically, the same problem at many institutions, and they 
have talked to pretty much anyone they can find, and the problem 
is providing sufficient mortgageable assets to support the loan. 

Take the case of ElectroJet. Kyle benefited substantially by the 
devaluation of assets. He was able to purchase equipment for his 
shop at 10 to 20 cents on the dollar. It worked great during the 
startup phase. Now as he needs to get financing for working capital 
to build product, those same assets are still valued at 10 cents on 
the dollar, so it’s not going to support the kind of loan value that 
he needs in order to fulfill the orders. 

Chairman MOORE OF KANSAS. Thank you, sir. 
Congressman Dingell, you’re recognized, sir, for 5 minutes. 
Mr. DINGELL. Mr. Chairman, with your permission, I would like 

to defer to Mr. Schauer. 
Chairman MOORE OF KANSAS. Certainly. 
Mr. SCHAUER. Thank you, Mr. Dingell. 
Mr. Trute, thank you. I think you’re providing us a reality check 

here today. I could have lined up this entire room with small busi-
nesses, particularly small manufacturers, that tell the exact same 
story. So you’re representing Main Street here today. I appreciate 
that. And what I hope that we avoid today is—and this is sort of 
what I see, it’s sort of like the scarecrow on the Wizard of Oz, ev-
erybody pointing different directions or pointing at each other, and 
we’re not solving the problem. I look forward to hearing from the 
banks later today with a reduction in loan volume, that’s—doesn’t 
seem to me to be a sustainable trend for that industry, and we con-
tinue this downward spiral. 

I’m going to ask some quick questions, and since I have about 4 
minutes, ask for relatively brief answers. Mr. Staebler, I’m very fa-
miliar with the Michigan Supplier Diversity Fund. Thank you for 
that and the influence you’re having on a national program. How 
can we help make that happen? 

Mr. STAEBLER. We worked with some of my colleagues here on 
trying to figure out what demand there might be for this program, 
and in the State of Michigan alone, we anticipate that number over 
the next 2 to 3 years to be close to $2 billion. Nationally, we looked 
at it as close—at least $10 billion that would help small businesses 
transfer into new verticals. We managed to have about $13 million, 
with an ‘‘m,’’ available at the State level to help that transition 
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along, so obviously, creating a national program to allow manufac-
turers all over the country to access— 

Mr. SCHAUER. How much money does that national fund need? 
Mr. STAEBLER. I would say at least $10 billion. 
Mr. SCHAUER. $10 billion? Has the focus been on TARP money 

to help capitalize that? 
Mr. STAEBLER. Certainly, repayments to TARP, non—portions of 

TARP that haven’t been expended yet, any avenue, really— 
Mr. SCHAUER. And $10 billion will help create how many jobs? 
Mr. STAEBLER. That number is in the $200,000 to $300,000 

range. I have some data— 
Mr. SCHAUER. Okay. 
Mr. STAEBLER. —if you would like to see it later. 
Mr. SCHAUER. Thank you. I think, Mr. Anderson, you talked—or 

maybe it was Mr. Andrea, about—at least my impression was 
you’re talking about $5 billion from TARP that went to the Big 
Three autos, intended to go to tier 1 suppliers, and that was sup-
posed to trickle down, and that really didn’t happen, if I’m hearing 
you correctly, and only a portion of that was used. Is that part of 
a solution to use those dollars to get to smaller suppliers? 

Mr. ANDREA. Without a doubt, the program served its purpose to 
stabilize the industry, but from the perspective of moving forward, 
an ongoing investment in plant and equipment from mergers and 
acquisitions to consolidate the industry, that’s the capital that ran 
short, and it was not available through any public, private— 

Mr. SCHAUER. If we would figure out how to loosen that up, that 
would be part of the solution; is that correct? 

Mr. ANDREA. Absolutely, and MEMA and OESA have been very 
strong supporters of the MEDC program. 

Mr. SCHAUER. My final question to the panel, I think it’s my final 
one, is to talk a little bit more about SBA programs. We have, all 
of us here on this panel, have worked to increase limits on some 
of those, increase guarantees, including through the stimulus pro-
gram and beyond that. Are lenders participating? My experience is 
no, not really. What will it take for lenders to participate in these 
enhanced SBA programs which I have heard a number of you sug-
gest would be part of the solution? Any or all of you. 

Mr. STAEBLER. I would say that, as I mentioned before, that’s 
certainly a part of it. And I think there are—I hate to overgener-
alize it, but there certainly are some lenders that are doing more 
SBA lending now than they were a year ago. Of course, many of 
them were lending to companies that a year ago didn’t need to take 
an SBA loan, and now they are. But I still think that even with 
expanded SBA guarantees and reduced fees, you’re not addressing 
the core issue, which is that the collateral and cash flow of the bor-
rowers, themselves, is so damaged. As Tom talked about, when you 
have your assets valued at 10 or 20 cents on the dollar, it’s very 
difficult to collateralize a loan, even with the SBA programs. It’s 
just—it won’t be bankable. 

Mr. ANDERSON. I would agree and expand on that in many cases 
with our startup entrepreneurs, they have already mortgaged their 
house, mortgaged their 401(k) to put into the business to get start-
ed, so the ability to collateralize an SBA loan is severely impacted. 
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Mr. ANDREA. And then as we have surveyed our members, just 
the limits, the loan limits that hamper auto suppliers, even the 
smallest auto suppliers that you’re talking about, a $100 million or 
$125 million supplier— 

Mr. SCHAUER. The limits need to be— 
Mr. ANDREA. —participating. When we did our survey work, it 

was $5 million would be a minimum limit, which is what has been 
proposed to move those up to in the 7(a) loan program to be of 
value. 

Mr. SCHAUER. Okay, thank you, Mr. Chairman. 
Chairman MOORE OF KANSAS. Thank you, sir, and Congressman 

Dingell, you’re recognized, sir, for 5 minutes. 
Mr. DINGELL. Mr. Chairman, to follow up quickly on the question 

just raised by Mr. Schauer, Mr. Andrea, Mr. Anderson, Mr. Trute, 
we just saw that one of the major auto manufacturers turned back 
a significant amount of money that had been earmarked to go down 
to the suppliers. I’m curious. Is that a problem? Are those funds 
being flowed through to the suppliers in the proper fashion, par-
ticularly with regard to not only tier 1, but 2 and 3? 

Mr. ANDREA. My understanding of the situation right now for 
distressed supplier funding is that amount within each of the vehi-
cle manufacturers is going down. To answer your specific question, 
though, sir, in terms of is that money—by returning that money, 
is that going to harm the suppliers, I can’t answer that specifically. 

Mr. DINGELL. Well, it would be pretty clear it’s not going to help 
them. 

Mr. ANDREA. No. 
Mr. DINGELL. Mr. Anderson? 
Mr. ANDERSON. To be perfectly honest, with 25 start-up busi-

nesses that I’m engaged with, I don’t have enough specific experi-
ence with the suppliers you’re referencing to be able to answer 
that. 

Mr. DINGELL. Mr. Trute? 
Mr. TRUTE. Certainly, as you say, it can’t be helping the sup-

pliers. I only have personal evidence to the extent that one of the 
automakers is actively embracing keeping the local supply base 
alive, and one of them is not. 

Mr. DINGELL. Ms. Carnrike, are depository institutions contrib-
uting or in a position to help turn around the local economy? And 
then why or why not, if you please. 

Ms. CARNRIKE. Depository institutions are a very important part 
of turning around our local economy, and they contribute to that 
every day. We’re talking specifically today about lending practices, 
but we also have to remember that those institutions are very im-
portant to supporting other community and economic development 
programs. We need the strength of their continued contribution. 
They will be very strong partners in our economic turnaround and 
transformation. 

Mr. DINGELL. Mr. Andrea, as you’re aware, and we have dis-
cussed some of those things at an earlier meeting that you and I 
had, the Administration recently increased the capital in Small 
Business Administration 7(a) and 504 loans. Is this going to help 
suppliers? How many of them will take advantage of it? And fur-
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ther, is raising the capital on these loans sufficient to address the 
capital needs of the suppliers? 

Mr. ANDREA. I think from our survey, we’re looking at the min-
imum amount was $5 million would bring in significantly more 
suppliers. Now we have to work—so I don’t know the specific num-
ber that would pull in. We also, though, have to work on the lend-
ing side to make that capital available. My only anecdote for you 
there is I know speaking with the Michigan Small Business Admin-
istration office, it’s continually difficult for him to place loans 
through the—automotive loans through the SBA programs here. 

Mr. DINGELL. Thank you. Now to all of our witnesses, Mr. Art 
Johnson of the American Banker’s Association implies that the De-
partment of the Treasury should increase the cap of banks partici-
pating in the Administration’s small business lending initiatives 
from $1 billion to $5 billion. Do you agree with that assessment, 
and what would your comments be? Ms. Carnrike, starting with 
you. 

Ms. CARNRIKE. There is a need for increased capacity, whether 
it be the SBA existing loan programs, as well as many other pro-
grams. There’s not enough capacity and enough available resources 
currently to help our small business community. 

Mr. DINGELL. Mr. Andrea? 
Mr. ANDREA. That would help the supply side, yes. 
Mr. DINGELL. Mr. Anderson? 
Mr. ANDERSON. I would absolutely agree. 
Mr. DINGELL. Mr. Staebler? 
Mr. STAEBLER. I couldn’t agree more. 
Mr. DINGELL. Whose family are old friends of mine. And you, Mr. 

Trute, please. 
Mr. TRUTE. Absolutely, as well. 
Mr. DINGELL. Now, in August of this year, I met with the banks 

and auto suppliers, as many of you will recall, to discuss methods 
by which to increase lending to suppliers. One question discussed 
during that meeting was the national adoption of the supplier di-
versification program which it is currently operating successfully in 
Michigan. This program would decrease an individual bank’s risk 
in lending to suppliers by ensuring up-front deposits of loan prin-
cipal by the Federal Government or its designee, and the risks 
buoyed across financial institutions participating in the program. 

Do you believe that such a program would benefit banks and in-
crease small business lending across the country? And how could 
we see to it that it’s expanded here in Michigan? Ms. Carnrike? 

Ms. CARNRIKE. A national supplier diversification program would 
certainly be very helpful to our overall efforts for suppliers across 
the Nation, but I would like to talk specifically to this area and 
this State and suggest that we look at other opportunities to shore 
up our State program and would ask that, perhaps, you consider 
is there flexibility within the SBA? We have been talking about ex-
isting SBA programs. Is there an opportunity to be flexible to cre-
ate new programs with SBA resources that respond to timely eco-
nomic situations? Especially for economic disadvantaged areas like 
Detroit right now. 

Mr. DINGELL. Thank you, Mr. Chairman. 
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Chairman MOORE OF KANSAS. Thank you, sir, and thanks to the 
witnesses for their testimony. I thank our first panel for your testi-
mony. We are going to have to move along here. The first panel is 
excused, and I would like to invite the next panel to the witness 
table, please, and thanks to all the witnesses who have testified 
here today. 

And while the next panel is being seated, we’re going to make 
one minor adjustment, too, instead of— 

[Discussion off the record.] 
Chairman MOORE OF KANSAS. We will now hear from Mr. Art 

Johnson, chairman and CEO of the United Bank of Michigan and 
United Community Financial Corp, as well as the chairman of the 
American Bankers’ Association. 

Next, will be Mr. Doug Chaffin, president and CEO of Monroe 
Bank & Trust and the immediate past president of the Michigan 
Bankers’ Association. After him, we will hear from Mr. Michael 
Kus, who is with Kus, Ryan & Associates, and serves as legal coun-
sel to the Michigan Association of Community Bankers, and con-
cluding this panel will be Mr. Dave Adams, CEO for the Michigan 
Credit Union League. 

Without objection, your written statements will be made a part 
of the record. I say this to each of the witnesses. 

Mr. Johnson, sir, you are recognized. We are going to have to 
change this—I apologize for this, but we’re kind of on a tight sched-
ule here—to 3 minutes for witness statements, if you would, please, 
and your statements will be received into the record, though, and 
each member will then have 5 minutes to conduct and ask ques-
tions. 

Mr. JOHNSON. Very good. I will do my best. 
Chairman MOORE OF KANSAS. Thank you, sir. And I will let you 

know when the time is up. 
Mr. JOHNSON. Good, thank you. 

STATEMENT OF ARTHUR C. JOHNSON, CHAIRMAN & CEO, 
UNITED BANK OF MICHIGAN; AND CHAIRMAN, AMERICAN 
BANKERS ASSOCIATION (ABA) 

Mr. JOHNSON. My bank has been serving the banking needs of 
west Michigan communities for more than 120 years. And for our 
bank to prosper and endure, we must create long-term value for 
our customers, our communities, our employees, and our investors. 
Each of these groups is very interdependent so that to fail with one 
group means failing them all. 

For this reason, our bank has clung to the core values of honesty 
and fairness in all of our dealings, mutual respect for others, and 
a thirst for excellence in our individual performance and profes-
sionalism. As chairman of the American Bankers’ Association, I’m 
pleased to share the banking’s industry’s perspective on ways to 
promote capital assistance and improve business lending in this 
distressed economy. 

This recession is certainly one of the worst we have ever faced. 
While the statisticians will say that the recession has ended, that’s 
little comfort to areas in Michigan and elsewhere in the United 
States that still suffer from very high levels of unemployment and 
business failures. The impact of the downturn is being felt by all 
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businesses, banks included. The cumulative impact nationally of 
seven straight quarters of job losses and many more than that in 
Michigan is placing enormous financial stress on some individuals. 
With the jobs lost, work hours cut, it does not take long for the fi-
nancial pressure to become overwhelming. This, in turn, has in-
creased losses and reduced the capital of banks. 

This is not, of course, the first recession faced by banks, and cer-
tainly not the first in Michigan. Most banks like mine have served 
their communities for decades and expect to serve them for many 
more. In fact, one of every three banks in the United States has 
been in business for more than 100 years, and these numbers tell 
a dramatic story about the staying power of the banks and their 
commitment to the communities they serve. 

In the face of a still weak and struggling economy, bankers are 
working very hard every day to ensure that the credit needs of our 
communities are met. My bank, as most community banks, entered 
this recession with strong capital levels, and that is the foundation 
of bank lending. Without adequate capital, which our regulators 
are demanding, it becomes extremely difficult to make new loans. 

As this subcommittee is aware, in some areas of the country, in-
cluding southeast Michigan, it’s impossible for banks to raise new 
capital—new private capital. Without new sources of capital, banks 
will end up shrinking in order to keep regulatory capital asset ra-
tios in acceptable ranges. 

We believe that there are some comparatively small steps the 
government can take now that would make a huge difference in 
keeping credit available to our customers and our communities. In 
a letter to Treasury Secretary Geithner this past September, I laid 
out specific recommendations to assist well-managed, viable com-
munity banks so that they would have the capital necessary to 
more easily meet the credit needs in their communities. 

We proposed the Treasury invest up to $5 billion in community 
banks with an expectation that this investment be matched dollar 
for dollar by private capital. However, in some areas of the country, 
Michigan included, capital markets have become completely dys-
functional. In these areas, either no private capital matching or a 
lesser requirement should be considered. 

On a related note, we believe the President’s new small business 
lending initiative has the potential to improve access to credit for 
small businesses by providing lower-cost capital to community 
banks that submit a plan to increase small business lending. We 
have urged the Treasury to increase the cap size so that more com-
munity banks will be able to participate, which, in turn, increases 
the potential capital available for small businesses. 

Chairman MOORE OF KANSAS. Mr. Johnson— 
Mr. JOHNSON. In conclusion— 
Chairman MOORE OF KANSAS. Thank you. 
Mr. JOHNSON. —the success of many local economies, in Michi-

gan and throughout the Nation, depends in large part on the suc-
cess of the community banks. We must work together to get 
through these difficult times. 

Chairman MOORE OF KANSAS. Thank you, sir. 
[The prepared statement of Mr. Johnson can be found on page 

215 of the appendix.] 
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Chairman MOORE OF KANSAS. Mr. Chaffin, you are recognized, 
sir, for 3 minutes. 

STATEMENT OF H. DOUGLAS CHAFFIN, PRESIDENT & CHIEF 
EXECUTIVE OFFICER, MONROE BANK & TRUST; AND IMME-
DIATE PAST PRESIDENT, MICHIGAN BANKERS ASSOCIATION 

Mr. CHAFFIN. Thank you, Chairman Moore. I would also like to 
thank Congressman Peters for arranging this today and to recog-
nize Representative Schauer and my own Congressman, John Din-
gell. Thank you for attending, gentlemen. 

Thank you for the opportunity to discuss the critical issue of im-
proving lending to small business in Michigan and the needs of tra-
ditional banks to do so. I’m Doug Chaffin, president and CEO of 
Monroe Bank & Trust. We are a $1.4 billion traditional community 
bank with locations in Monroe and Wayne Counties, obviously, in 
the epicenter of our current financial crisis. Our bank has been in 
existence for over 150 years. We did not engage in the type of irre-
sponsible lending behavior that created this crisis, and our intent 
is to continue for the next 150 years and beyond. 

I’m also proud to represent at this hearing the 169 members of 
the Michigan Bankers’ Association as its immediate past chairman. 
The MBA represents 93 percent of all commercial banks doing 
business in our great State. Our members employ approximately 
40,000 Michigan residents and have provided more than $200 bil-
lion in loans to both consumers and businesses. 

Unemployment in Michigan is currently the highest in the Na-
tion, exceeding 15 percent, and this has been well documented in 
some areas exceeding greater than 20 percent in the State of 
Michigan. During this recession, 75 percent of all auto-related jobs 
have been lost with 1 out of 5 in all jobs in Michigan lost since the 
year 2000. 

Banks in Michigan have continued to lend throughout this crisis, 
while at understandably lower levels compared to our national 
peers. In fact, loans to businesses and individuals by Michigan 
banks have grown throughout this decade with the first 9 months 
of 2009 representing the only actual decline in loans outstanding 
within any current banker’s memory. However, the high levels of 
unemployment has brought about increased delinquencies, loan de-
faults, and resulting losses for over 40 percent of Michigan banks. 

This has had a direct effect on depleting capital. While the de-
mand for loans has declined dramatically as few of our customers 
are willing to take risks in this environment, many of our banks 
in Michigan lack the capital to serve the needs of the few busi-
nesses that are managing to find growth opportunities. 

Further complicating this issue is the fact that traditional local 
sources for capital have been stressed by the economy, and outside 
investors lack the confidence to invest in Michigan due to our eco-
nomic woes. Over the past 2 years, the Michigan Bankers’ Associa-
tion has explored a number of potential private and public solu-
tions to provide capital for viable banks. This has included a col-
laborative effort with the Michigan Economic Development Cor-
poration that resulted in the establishment of the Michigan Sup-
plier Diversification Fund, which was mentioned previously. This 
fund was intended to provide both needed startup capital and cash 
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flow support for manufacturers attempting to diversify in other in-
dustries. 

Sadly, the budgetary challenges within our fair State leave this 
initiative woefully underfunded. Efforts by State leadership to seek 
Federal funding for these programs have thus far proved unsuc-
cessful. It’s important to note that lending does not lead an eco-
nomic recovery. In fact, increased lending traditionally follows in-
creased employment and new business opportunities resulting from 
improvements in the economy. 

Michigan banks are anxious to do their part in any recovery ef-
fort, but many lack the capital that will allow them to do so. The 
only answer for many of our banks in Michigan is to look for gov-
ernmental support to supply the capital necessary to allow them to 
lend to viable companies. 

Thank you for the opportunity to discuss this critical issue for 
our local businesses and communities. We are confident that cap-
ital support to Michigan banks will pay huge benefits and will pro-
vide the necessary boost to employment as Michigan recovers. 

[The prepared statement of Mr. Chaffin can be found on page 
195 of the appendix.] 

Chairman MOORE OF KANSAS. Thank you, Mr. Chaffin. 
Mr. Kus, you’re recognized for 3 minutes, sir. 

STATEMENT OF MICHAEL A. KUS, KUS, RYAN & ASSOCIATES, 
PLLC; AND LEGAL COUNSEL, MICHIGAN ASSOCIATION OF 
COMMUNITY BANKERS 

Mr. KUS. Thank you, Chairman Moore. Thank you, Congressman 
Peters, for arranging this meeting, and also thank you Congress-
man Schauer and Congressman Dingell for being here today. It’s 
important that we understand that Michigan is in a very unique 
position. 

I represent the Michigan Association of Community Bankers. I 
am their spokesperson and their counsel. I am also a practicing at-
torney representing numerous community banks in the State of 
Michigan. 

Small business represents 99 percent of all employer firms and 
employs approximately 50 percent of all private sector workers in 
the United States. The majority of new job creation in the past 10 
years has been the result of the 26 million small businesses in 
America. It is clear that for any meaningful recovery to occur in 
America, it’s important that small businesses start hiring people 
again. 

And small businesses rely heavily on community banks for the 
credit they need to operate their businesses. Even though commu-
nity banks represent only about 12 percent of all bank deposits in 
the United States, they make up 31 percent of the dollar amount 
of all small business loans that are less than $1 million and 50 per-
cent of all small business loans under $100,000. 

While the majority of community banks have money to lend, 
some Federal regulatory agencies have taken an aggressive stance 
towards community banks, forcing the banks to write down their 
assets which were largely secured by commercial real estate at an 
unprecedented pace, thereby destroying capital and severely cur-
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tailing community banks’ ability to fulfill their vital role in making 
loans to small businesses. 

The recent joint policy statement on prudent commercial real es-
tate loan workouts issued on October 30th by the Federal bank reg-
ulators is a step in the right direction. It is also in keeping with 
the type of suggestions that the MACB has made in the past to 
various Members of Congress and the State Legislature. More ini-
tiatives like this one are important, and we need to continue to 
look to Washington for such guidance. However, as community 
bankers in Michigan who have recently been examined can tell 
you, instead of working with community bankers to help both 
banks and their customers overcome current economic stress, some 
examiners have become extremely harsh in their assessment of the 
values of commercial real estate loans. 

The President recognizes the need to support economic recovery 
and job creation by improving access to credit for small businesses, 
and on October 21st, announced further initiative towards that 
goal. The MAC supports that effort and particularly looks to the 
support given to—or suggestions be provided to banks under a bil-
lion dollars in assets. However, we have serious concerns about the 
onerous conditions that may be placed on it, and it’s important that 
these conditions placed on the lending of that money to small—to 
community banks be not as onerous as the cap program was. 

Another concept that Congress should be considering is the cre-
ation of programs where community banks could obtain long-term 
stock loans from the Federal Reserve under a program for the 
Small Business Administration. Banks are comfortable borrowing 
from the Federal Reserve, and the Federal Reserve is familiar with 
the banks. 

Another consideration is allowing a larger portion that allows for 
loan loss reserves to be used towards capital. Currently, it’s at 1.25 
percent only. Allow banks to include as part of their capital the 
face amount rather than market price of government-sponsored en-
terprise securities that are held to maturity in their investment. 
We currently do support the Small Business Administration pro-
grams and its suggested increases. It’s important, however, that 
the programs be allowed to be used at a higher level by small 
banks. Again, we appreciate the opportunity to speak today. Thank 
you. 

[The prepared statement of Mr. Kus can be found on page 226 
of the appendix.] 

Chairman MOORE OF KANSAS. Thank you, and I will remind each 
of the witnesses that your testimony will be received into the 
record. 

Mr. Adams, you are recognized, sir, for 3 minutes. 

STATEMENT OF DAVE ADAMS, CHIEF EXECUTIVE OFFICER, 
MICHIGAN CREDIT UNION LEAGUE 

Mr. ADAMS. Thank you, Mr. Chairman, and a special thanks to 
Congressmen Peters, Dingell, and Schauer. I appreciate on behalf 
of credit unions the way that you demonstrate balance and the way 
that you approach legislation, and what I wanted to say at the be-
ginning is what we’re talking about with the SBA proposal and 
small business lending, it really can’t be looked at in isolation, but 
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rather, when you look at the financial services industry, a $60 tril-
lion industry of which credit unions are a very small piece, I would 
urge you Congressmen present here today and your colleagues to 
help us, as I know that you’re already doing, help us understand 
the importance of balance because we want to protect consumers’ 
interests with regard to foreclosure, we want to protect small busi-
ness’ interests, but what credit unions and the banking sector are 
experiencing right now in terms of increased loan losses and loan 
charge-offs, whether it be small business loans or mortgage loans 
or consumer loans, it’s unprecedented. 

So with that caveat—and I’m talking about overdraft fee legisla-
tion, interchange fee legislation, extending the Community Rein-
vestment Act to credit unions, whatever it might be, the CFPA pro-
posal, we need to be able to make sure that small lenders are not 
faced with increased burden, because that plays into their willing-
ness and their ability to lend to small businesses and to other sec-
tors. 

Three points that I would like to make that are contained in my 
written comments: One, credit unions are lending in this environ-
ment. The credit union sector of the financial services industry saw 
small business loans increase by 17 percent from June 30, 2008, to 
June 30, 2009. Small business lending with not-for-profit credit 
unions increased by over 100 percent in Michigan during the past 
3 years. So credit unions are lending. Our Invest in America pro-
gram where we partnered with GM and Chrysler has resulted in 
over 200,000 car and truck sales for GM and Chrysler. I received 
a note from GM’s V.P. of Marketing and Sales recently saying, 
‘‘Thank you, Mr. Adams, for believing in us when no one else 
would.’’ I will never forget that. Credit unions are lending in all 
sectors, including small business lending. 

Point number two, we support the SBA proposals whole-
heartedly. However, as the loan caps are raised, we encourage that 
the guarantees continue, as well, because the 90 percent guarantee 
level is absolutely critical. 

The third and most important point, credit unions are lending in 
the area of small business loans, but we are restricted with an ar-
bitrary and, really, ridiculous cap on our small business lending 
that is restricted at 12 percent of assets. Representative Paul Kan-
jorski has sponsored H.R. 3380, it has 30 cosponsors, and quite 
simply, it would raise the small business loan cap on credit unions 
from the 12 percent level to 25 percent, and provides some other 
provisions that will simply allow credit unions to make more small 
business loans. We encourage your support for that legislation. 
That is the single piece of input I could give you. Our national as-
sociation has estimated that it would immediately infuse $10 bil-
lion of capital for small business loans, and would create over 
100,000 jobs. 

So I appreciate your allowing me to testify, and we share the real 
interest in addressing this very serious problem. Thank you very 
much. 

Chairman MOORE OF KANSAS. Thank you, sir. 
[The prepared statement of Mr. Adams can be found on page 49 

of the appendix.] 
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Chairman MOORE OF KANSAS. I now recognize myself for 5 min-
utes for questions, and I would like to ask all four of you the first 
question: Is the decline we saw in lending in the last quarter due 
to banks and credit unions being more cautious about making loans 
on their own initiative, or is it pressure from regulators and exam-
iners to stop making business loans? Mr. Johnson, if you would like 
to start, sir. 

Mr. JOHNSON. I’m inclined to think that it’s a combination of 
those two and some other factors. It’s not surprising that credit 
standards at banks have become a little more harsh today than 
they were 3 years ago, which most people would recognize that 
maybe it was a little looser than it should have been then. So that’s 
not surprising. 

It is also not particularly surprising that in this kind of an envi-
ronment, regulators are being harsh during examinations. We can 
argue about whether the degree is appropriate, but that shouldn’t 
be surprising. 

Chairman MOORE OF KANSAS. Thank you, sir. Mr. Chaffin? 
Mr. CHAFFIN. I would agree with that. I would also like to add 

that we’re also finding, frankly, decreased demand, particularly in 
southeast Michigan, for small business lending and medium-sized 
business lending. In our own case, we have seen the backlog of loan 
applications for business lending to go down to less than 10 percent 
of what it was a year ago, and I think banks across the State and, 
in fact, across the country are experiencing something similar, so 
in addition to Art’s comments, it is partly a demand issue. 

Chairman MOORE OF KANSAS. Thank you. Mr. Kus? 
Mr. KUS. I would agree. I think one of the things that we’re find-

ing with banks in southeast Michigan, they’re in capital preserva-
tion mode. They’re afraid to make additional new loans, concerned 
with whether or not they’re going to get additional criticism from 
the regulators, at the same time, they’re unable to find often suffi-
cient collateral, bankable collateral to be used as collateral for 
those loans. 

Chairman MOORE OF KANSAS. Thank you, sir. Mr. Adams? 
Mr. ADAMS. Yes, I would like to see more public focus or more 

congressional focus on the plight of financial institutions as op-
posed to consumer interests. We represent the consumer sector of 
the financial services industry. We are consumer cooperatives, but 
there’s a very delicate balance that needs to be maintained here, 
as I mentioned in my comments. I think it is a combination. Regu-
lators are really clamping down on lenders of all types, they should 
do that, they have to do that in a tough economy, but as I men-
tioned earlier, despite that, credit unions have been able to in-
crease their loan volumes in all sectors during this period that 
we’re talking about. 

So the lending can be done, but it has to be done very carefully 
in a tough economic environment like we’re in right now. 

Chairman MOORE OF KANSAS. Thank you. Mr. Johnson, what 
unique challenges do Michigan banks face in lending to local small 
and mid-sized businesses in addition to regular business loans? I 
worry about the state of the commercial real estate market and the 
reluctance or inability for banks to make those kinds of loans to 
small or mid-sized businesses. How does the status of the auto in-
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dustry fit into calculating how risky a loan may be if there’s an 
auto supplier at the other end of the loan? 

Mr. JOHNSON. Let me give as brief an answer as I can. 
Chairman MOORE OF KANSAS. Thank you. 
Mr. JOHNSON. One of the biggest factors is simply the value of 

collateral. Virtually every asset on the books of every small busi-
ness and certainly of most banks is worth less today than it has 
been in the past, and in many instances, considerably less, and at 
the same that banks are requiring lower loan-to-value ratios in 
their loan approvals, the value has gone down, and frankly, it’s 
kind of a double whammy. 

Chairman MOORE OF KANSAS. Thank you, sir. Do any other wit-
nesses care to comment on that? 

Mr. CHAFFIN. Maybe I could just add some anecdotal support to 
the property value issue. In Monroe County, Michigan, and Wayne 
County, Michigan, we have seen residential property values decline 
over the last 3 years at the rate of 1 percent per month, which 
means today, those properties are worth, roughly, a third of what 
they were 2 or 3 years ago. That extends to commercial property 
values, as well. It’s a very similar statistic, and as Art commented 
earlier, it is partly a fact of the availability of the collateral. 

Chairman MOORE OF KANSAS. Thank you. My time is about to 
expire, and go ahead and start, and if it does expire, I would ask 
the other witnesses if you have comments to please submit those 
in writing for the record. Okay, Mr. Kus? 

Mr. KUS. The only comment that I would make is that not only 
have real estate values fallen, but concentration levels that the reg-
ulators are demanding, they want them to decrease, so unfortu-
nately in some segments, they’re unable to lend into those seg-
ments because they have reached their concentration level. 

Chairman MOORE OF KANSAS. Thank you. The Chair next recog-
nizes Mr. Peters for 5 minutes for questions, sir. 

Mr. PETERS. Thank you, Mr. Chairman. Thank you again for all 
of our testimony. Let me get back to a question that I asked of the 
other panelists, the difference between the large, money-center 
banks, the community banks, and our credit unions that are here 
in Michigan, and what we have noticed, particularly with the new 
information with the decline in loans, it was interesting that the 
largest decline of loans to small businesses and loans generally 
were from the very large banks, the big, money-center banks, 
which are also the prime beneficiaries of significant TARP money 
and significant assistance from the Federal Government, and we 
have seen those banks turn—it looks like they have turned course, 
are profitable now, and yet, they’re not loaning out to Main Street 
and to our small businesses. 

Mr. Johnson, you represent the American Bankers’ Association, 
you have banks from every size available, and I just wanted your 
reaction to that, as well as the other panelists to that. And when 
I was before a Financial Services Committee hearing and I had the 
executives from the leading five banks in the country, they, more 
or less, mentioned to me that Michigan is being red-lined, in a 
sense. They didn’t use that term, obviously, but they could not find 
loans in Michigan, and they did all acknowledge that they’re loan-
ing less in Michigan than they are in other States. 
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What do we have to do to get these money-center banks loaning? 
Where is the problem? What’s your reaction to the fact that the 
folks who have most of the deposits and the money are simply pull-
ing back? 

Mr. JOHNSON. Well, I’m inclined to think that the solution for 
money-center banks and community banks is not terrifically dif-
ferent. If we can get regulatory agencies to look at capital ratios 
a little more creatively, if they can look at not requiring write-down 
of assets quite as rapidly as we have, the problem is essentially the 
same for everybody. It’s capital ratios, and in banks, that capital 
means something a little bit different than it does more generally. 
It’s the actual amount of equity in the business, and we are—banks 
of every size are really being required to move toward higher eq-
uity capital levels in their bank, and there’s really only two ways 
to do that. One is to raise more capital from some source, and the 
other is to shrink the balance sheet, and in the largest companies, 
they are shrinking the balance sheet, and I think that has a huge 
impact. 

Mr. PETERS. Mr. Chaffin mentioned the TARP funds to some 
community banks. One way to help that balance sheet is the TARP 
funds bringing in some Federal resources, and, yet, community 
banks are reluctant to accept TARP funds. Do you want to elabo-
rate on that, what we need to do, maybe, to make it so community 
banks are willing to accept it? 

Mr. CHAFFIN. First of all, the application process for the capital 
purchase program for the TARP program has expired for commu-
nity banks, I believe it expired at the end of November, and there 
may be some today that if that was available, they certainly would 
reconsider that. At the time the applications were taking place, our 
economic woes were not as severe as they are today. 

In our own case, our own bank declined to participate in that, 
and that application process was over a year ago. At the time, we 
were concerned about some of the what we’ll call onerous require-
ments that were part of that program. We were concerned about 
some of the unknown requirements that might become a part of 
that program at a later date, and I think if those type of restric-
tions are lifted from some future program, you would see more 
community banks taking part in it. 

Mr. PETERS. Community banks would take—so we can have out-
lined at a future time exactly what needs to be done if we open 
that up. Mr. Kus, I just also want it mentioned the forbearance 
that you talked about in your testimony, at least the written testi-
mony, with the pressure that the regulators have, you made the 
comparison of Michigan being very similar to what happened in the 
farm crisis with banks there and the forbearance. Now we have ap-
proached the regulators, we’ll ask them again when they’re here 
before us, they have said that’s not something they’re willing to 
pursue, and they think that only postpones the problems for the 
banks. How would you respond? You understand the reluctance 
from the regulators. How should I respond to them when they give 
me those responses? 

Mr. KUS. I understand their reluctance, but we need to do some-
thing to assist. We have what I call almost a systemic risk problem 
of the banking industry in the State of Michigan. If we don’t do 
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something to help shore up the banks of southeast Michigan, we’re 
going to have more fail, and the question is what can we do to help 
shore it up. 

The proposed cap program is not a bad idea that’s coming out to 
support banks under $1 billion, but many of the banks that need 
the TARP money aren’t able to get it because of the restriction that 
if you’re at low CAMEL 3 composite rated or 4 or 5, you’re not 
going to get the money. So are there other programs that could be 
made available? And some of the ideas are to somehow limit the 
amount of charge-off that has to occur over a longer period of time 
as opposed to in that quarter, so again, some of those suggestions 
are in that paper. 

Chairman MOORE OF KANSAS. Thank you, and the Chair next 
recognizes Congressman Dingell for 5 minutes, sir. 

Mr. DINGELL. Mr. Chairman, with your permission, I would like 
to yield to Mr. Schauer. 

Chairman MOORE OF KANSAS. Absolutely. 
Mr. SCHAUER. Thank you, Mr. Dingell. 
Thank you all for being here. I think I will ask Mr. Johnson, you 

represent banks of all sizes. I think Mr. Trute alluded to this ear-
lier, of businesses that have had 20-plus-year relationships with 
their large bank—I will use the term that has been used here, 
money-centered banks, and those banks literally are calling those 
loans. These are customers that have the demonstrated cash flow, 
they are still in business, they have not been winnowed out, and 
they’re diversifying. 

Why is that happening? How can that be good for that bank’s 
balance sheet or for their future balance sheet if they have a cus-
tomer that’s demonstrated that it’s risk worthy, that it’s viable? 
That’s an example that I can give you of how our recovery is being 
hindered, and it’s a story that probably every community can tell 
you. 

Mr. JOHNSON. Well, excuse me, first of all, while I do represent 
all the members of the American Bankers’ Association, I am a com-
munity banker. 

Mr. SCHAUER. And I appreciate that. 
Mr. JOHNSON. And have never worked at— 
Mr. SCHAUER. You have a tough job. 
Mr. JOHNSON. I work at the largest bank I have ever worked at 

right now, it’s the only bank I have ever worked at, and it’s only 
$435 million, with an ‘‘m,’’ and so I think, as I mentioned before, 
and some of the other panelists have mentioned, there are a num-
ber of factors. Exposure to certain industries with what economists 
are saying about the restructuring of the auto industry. It’s—if you 
have the ability to be diversified across many States, many commu-
nities, you are able to pick and choose what industries you want 
to have your assets invested in. 

If, however, you were located in one community, and you can 
only do, as community banks are, you can only do what’s going on 
in that community, that’s what you have to do. You don’t really 
have that diversification ability. And so it’s not surprising that 
they’re making the very tough but, perhaps, rational decision that 
they don’t want quite as much exposure to particular industries as 
they have. 
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Mr. SCHAUER. And I appreciate that is probably the best answer 
you can give. The frustration is that these are businesses that have 
demonstrated that history of cash flow and demonstrated that rela-
tionship for a generation. So is the answer that you—community 
banks and credit unions, up to the ability that you can, refinance 
these loans? And will the President’s 3 percent interest rate help 
you do that, your $5 billion proposal give you the ability to do that? 
Because candidly, in my community, that’s what we’re sort of left 
with, we’re going to you, including credit unions, to say, how can 
you take out this other lender to help this business stay in busi-
ness or help this business diversify and grow. 

Mr. JOHNSON. I think those are all great ideas. If I might, I had 
a thought while I was sitting back listening to the previous panel-
ists about an observation that I have. Between the mid-1980’s and 
mid-1990’s, our bank in Grand Rapids was the largest originator of 
SBA 7(a) loans in the State of Michigan for 9 years in a row, and 
so we are very familiar with SBA programs. 

During that period of time, the SBA was relatively decentralized, 
and we made semiannual trips down to the Detroit office and the 
McNamara Building to meet with SBA officials, talk to them about 
what was going on, and talk about what was going on in our loan 
portfolio. That’s not the case anymore. The SBA has been very cen-
tralized, and we’re now dealing with offices in California and Vir-
ginia, and from an organizational perspective, I would say that if 
district offices of the SBA had a lot more authority to deal with 
their lenders on local issues, there could be some on-the-street im-
provement. 

Mr. SCHAUER. I appreciate that recommendation. Mr. Adams, 
you wanted to comment? 

Mr. ADAMS. Congressman, in your district, one credit union, Con-
sumers’ Credit Union’s CEO Kit Snyder, you may know him— 

Mr. SCHAUER. Yes. 
Mr. ADAMS. —is an example of many credit unions in Michigan 

that have reached this arbitrary statutory 12 percent cap that I 
talked about. The single thing that can be done without a single 
taxpayer dollar to help infuse more money for small businesses 
would be to raise that cap that is currently placed on credit unions 
for small business lending. The only reason it’s in place is that the 
banking industry lobbied for that back in 1998. They’re the only 
ones who benefit from it, and yet, it’s a clear example of how small 
businesses could benefit from additional capital. 

Mr. SCHAUER. My time is up. Mr. Chairman, if I could ask for 
written follow-up from you, Mr. Adams, on that point in terms of, 
I know the bill that has been introduced would allow you to take 
that cap up to 25 percent— 

Mr. ADAMS. Right. 
Mr. SCHAUER. —but if you could give me some evaluation on— 

of how many jobs could be created, how many loans could be made 
for different increments, if you could go to 15 percent, 20 percent, 
25 percent— 

Mr. ADAMS. I would be happy to do that. 
Mr. SCHAUER. —I think that would be very helpful. 
Chairman MOORE OF KANSAS. Thank you. 
Congressman Dingell, you’re recognized, sir, for 5 minutes. 
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Mr. DINGELL. Thank you, Mr. Chairman. In his testimony, gen-
tlemen, which you heard, Mr. Andrea observed that about 60 per-
cent of the supply base may be indiscriminately cut off from nec-
essary access to capital. He further stated the group of OESA’s 
chief purchasing officer concluded that predicting the failure of a 
supplier has more to do with their banking relationships than it 
does with their operational efficiency or revenue outlook. 

Do you agree that the banks are indiscriminately denying auto-
motive suppliers to credit they desperately need to remain in busi-
ness? Mr. Johnson? Mr. Chaffin? Mr. Kus? 

Mr. JOHNSON. I can only speak firsthand from what’s going on 
in my own bank, and that’s certainly not the case there. I would 
think that if that phenomenon is occurring, it is very isolated, it— 
I doubt that it’s widespread. 

Mr. DINGELL. Mr. Chaffin? 
Mr. CHAFFIN. I could relay some comments, I think, and also fol-

lowing up on Congressman Shauer’s question. There is, in fact, a 
challenge with a lot of auto manufacturers, simply because they do 
not demonstrate the ability to service debt, whether it’s recent his-
tory or whether it’s collateral. The supplemental programs that we 
have talked about in the past that the State has tried to initiate 
would counteract that. 

What we find in our own case when a larger institution has de-
nied credit or actually denied renewing the credit and we receive 
an application, probably 9 times out of 10, it’s with merit, it’s with 
the fact that there is insufficient collateral or insufficient cash flow, 
so these— 

Mr. DINGELL. I want to make it clear I know nothing about that 
with regard to the community banks, and you, Mr. Chaffin, run a 
very fine institution. 

Mr. CHAFFIN. Thank you. 
Mr. DINGELL. I do observe with some distress I have had small 

business people, particularly suppliers, come into my office and ob-
serve that they have been informed that their bank was not going 
to loan anymore in the auto industry, and this is a matter of no 
small concern to me, as you might well know. Mr. Kus? 

Mr. KUS. I don’t think it’s indiscriminate, but I think Doug hit 
the nail on the head in that. The problem is when these people 
come back for loans today, when these companies come in, the 
value of their equipment has gone down significantly, the value of 
their commercial real estate has gone down, they have absolutely 
no assets, per se, they become very hard to bank. 

And so unfortunately, if the bank was to make this loan, they 
would be under severe criticism from the regulators who would 
likely have to classify the asset almost immediately, so unfortu-
nately, we’re kind of in a Catch-22. 

Mr. DINGELL. Now one of the suggestions made during that 
meeting was the national adoption of the supplier diversification 
program, one which is successfully working in Michigan. This pro-
gram would decrease individual banks’ risks in lending to sup-
pliers’ banks by ensuring follow-up deposit—by ensuring upfront 
deposits of principal by the suppliers by ensuring upfront deposits 
by the Federal Government or its designee in risk pooling. Would 
that be of assistance in the problem we’re discussing? 
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Mr. CHAFFIN. Absolutely. 
Mr. DINGELL. Mr. Johnson? 
Mr. JOHNSON. I’m not a great believer in a single, silver-bullet 

approach here. 
Mr. DINGELL. Oh. 
Mr. JOHNSON. I think a lot of programs should be thrown out 

there and tried. 
Mr. DINGELL. I thoroughly agree. Mr. Kus? 
Mr. KUS. I would agree with that, and I— 
Mr. DINGELL. Gentlemen, there’s one issue—my time’s about 

out—but there’s one issue that we have heard everywhere this 
morning amongst all of our panelists, and that is the way assets 
are being rated down because of the loss of value. That’s causing, 
as you have observed, a severe constriction on banks’ ability to loan 
money and upon the requirements that are imposed on them to 
maintain a hard capital structure. 

We have two problems that this relates to, the first of which is 
the problem that you have in making loans, but the other is the 
fact that we have some folks who are ‘‘too-big-to-fail,’’ and we have 
to watch to see that—that we terminate that risk to our society. 
What do we do about this, gentlemen? And if my time runs out, 
submit that to us in writing so that we can get that in the record, 
please. 

Mr. JOHNSON. Well, I think there are really two related issues 
there, and the ABA has a position on creating a systemic regulator, 
which we think is important, and importantly, the resolution—the 
difficult part of that is what is the proposed resolution process for 
a bank, or an institution? Not just banks but a systemically impor-
tant financial institution, what do we do once we have determined 
that they should fail, and how do we—without inducing chaos, how 
do we run that business down? How do we solve that problem? 

Mr. DINGELL. It’s probably too long for us to address this morn-
ing. 

Mr. JOHNSON. Well, it’s another whole hearing, I’m sure. 
Mr. DINGELL. Thank you, Mr. Chairman. 
Chairman MOORE OF KANSAS. Thank you, and Mr. Chairman 

here to my left has been a chairman for many, many years in Con-
gress, so I appreciate his understanding, as well. 

We are at this time going to take—I want to thank the second 
panel for your testimony. You are excused, and before we hear from 
the third panel, we’re going to take a short break for a little lunch 
break, I guess, and resume here at 1:15. If everybody would be 
back then and be seated and ready to go. We all have to get back 
to D.C.—I think, we have planes to catch later, so we do want to 
start at 1:15, and I do appreciate the understanding of our mem-
bers. We will see you back here in just a few minutes. 

[luncheon recess] 
Chairman MOORE OF KANSAS. The hearing will come to order. 

We’re going to convene your final group of panelists and have a 
chance to hear their testimony and ask questions. 

I ask unanimous consent to enter into the hearing record several 
statements from Members of Congress, Congressman Sandy Levin, 
he was unable to attend, but has a written statement, and also a 
statement from the National Association of Federal Credit Unions, 
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and a letter from the Building Industry Association of South-
eastern Michigan. 

Is there any objection? 
Mr. DINGELL. No. 
Chairman MOORE OF KANSAS. Without objection, it is so ordered. 

These will be received in the record. 
I also welcome our final group, Panel Three. 
First, we will hear from Mr. Jon Greenlee, Associate Director of 

the Division of Banking Supervision and Regulation for the Board 
of Governors of the Federal Reserve system. Next, will be Mr. An-
thony Lowe, Director of the Chicago Region Office for the FDIC. 
Third, will be Mr. Bert Otto, District Deputy Comptroller for the 
OCC, and finally, we will hear from Mr. Ken Ross, Commissioner 
for the Office of Financial and Insurance Regulation for the State 
of Michigan. 

Without objection, your written statements will be received and 
made a part of the record. 

Mr. Greenlee, you are recognized, sir, for 5 minutes—excuse me, 
for 3 minutes. We have cut down here. We are trying to get out 
of here by about 2:00—some of us are heading on to a place called 
Washington, D.C. So please understand, and we are not trying to 
cut you short. All of your statements will be received into the 
record. 

Mr. Greenlee, sir? 

STATEMENT OF JON D. GREENLEE, ASSOCIATE DIRECTOR, DI-
VISION OF BANKING SUPERVISION AND REGULATION, 
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 

Mr. GREENLEE. Thank you. Chairman Moore, Congressman 
Peters, Congressman Dingell, I appreciate the opportunity to ap-
pear here before you today to examine several issues related to the 
condition of the banking industry. 

Although conditions and sentiment in financial markets have im-
proved, the overall business environment is very challenging for 
both large and small businesses as unemployment has continued to 
rise. Borrowing from businesses and households remains weak, and 
overall, the banking system continues to face significant challenges 
as the economic downturn and weaknesses in real estate markets 
has resulted in significant loan quality problems and losses at a 
number of banking organizations, many of which are also facing 
questions about capital adequacy. 

In Michigan, Indiana, and Ohio, the performance of banking or-
ganizations has also deteriorated because of weaknesses in the 
overall economic environment. In particular, banks in Michigan 
have seen asset quality indicators continue to deteriorate, further 
pressuring the institutions’ profitability and capital adequacy. 

Against this backdrop, four banks have failed in Michigan in re-
cent months. The Federal Reserve has been focused on the impor-
tant role banks play in meeting the needs of their community, and 
along with the other Federal Bank regulatory agencies, issued a 
press release in November of 2008 encouraging banks to make 
sound loans to creditworthy borrowers, including small businesses. 

More recently, on October 30, 2009, the Federal and State bank 
regulatory agencies issued additional interagency guidance on CRE 
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loan restructurings and workouts. This guidance, the development 
of which was led by the Federal Reserve, is designed to address 
concerns that examiners may not always take a balanced approach 
to the assessment of CRE credits. 

This statement is especially relevant to small businesses because 
owner-occupied CRE often serves as collateral for many small busi-
ness loans. Given the importance of this issue, the Federal Reserve 
has already held initial training for its examiners, and on Novem-
ber 20th, participated with the other Federal banking agencies in 
a teleconference with the industry to discuss this guidance. 

Finally, the TALF program, which the Federal Reserve estab-
lished in November of 2008 to facilitate the extension of credit to 
households and small businesses, has been successful in helping re-
start securitization markets. To date, the TALF program has 
helped finance 21⁄2 million auto loans, 750,000 student loans, more 
than 100 million credit card accounts, 480,000 loans to small busi-
nesses, and 100,000 loans to larger businesses. Included among 
those business loans are 4,700 loans to auto dealers to help finance 
their inventories. 

Perhaps even more encouraging, a substantial fraction of asset- 
backed securities is now being purchased by investors that do not 
seek TALF financing, and ABS issuers have begun to bring non- 
TALF eligible deals to market. Further, on November 16th, the 
availability of TALF financing also facilitated the first issuance of 
CMBS’s backed by newly originated mortgages in almost 18 
months. 

In summary, it will take some time for the financial markets to 
fully recover. The Federal Reserve is committed to working with 
the other banking agencies and the Congress on these important 
matters that will promote the concurrent goals of fostering credit 
availability in local communities across the country and promoting 
a safe and sound banking system. Accordingly, we thank you for 
holding this hearing. I look forward your questions. 

[The prepared statement of Mr. Greenlee can be found on page 
201 of the appendix.] 

Chairman MOORE OF KANSAS. Thank you, Mr. Greenlee. 
Mr. Lowe, you are recognized, and your statement will be re-

ceived into the record, as well. 

STATEMENT OF M. ANTHONY LOWE, DIRECTOR, CHICAGO RE-
GION OFFICE, FEDERAL DEPOSIT INSURANCE CORPORA-
TION (FDIC) 

Mr. LOWE. Thank you. Chairman Moore, Congressmen Peters 
and Dingell, I appreciate the opportunity to testify on behalf of the 
FDIC regarding the availability of credit to small and medium- 
sized businesses. FDIC-insured institutions are a major source of 
financing for small businesses, supplying over 60 percent of the 
credit used by small businesses to run and grow their businesses. 
Most of these institutions are community banks. We share your 
concerns about ensuring the availability of credit to Main Street 
businesses in Michigan and across the country. 

The number of problem institutions and bank failures has risen 
steadily as the effects of this recession, which began in the finan-
cial markets, have taken hold in many parts of the country. As a 
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result, credit availability has suffered, and this is due not only to 
more conservative credit standards by lenders but also due to ero-
sion of collateral values and the financial condition of borrowers. At 
the same time, bank supervisors are encouraging FDIC-insured 
lenders to deal with problem loans and recognize losses where nec-
essary, while also encouraging loan workouts where they’re appro-
priate. 

Financial data from Michigan and the industrial Midwest in gen-
eral reflect the ongoing struggle of the U.S. manufacturing sector 
which contracted during this decade, and like employment growth 
among other sectors, job growth in the manufacturing sector did 
not rebound after the 2001 recession even while overall U.S. eco-
nomic growth was strong. This led Michigan to experience a sharp 
increase in joblessness since the start of the national recession in 
2007, and the State’s unemployment rate has more than doubled 
from 7.3 percent to 15.1 percent. 

With respect to small business lending, available data do not 
clearly distinguish recent trends in availability of small business 
credit in Michigan. However, recent surveys by the NFIB show 
that while small business loans have clearly become more difficult 
to obtain, deteriorating business conditions appear to represent an 
even larger problem. 

We understand the critical role that credit availability plays as 
the lifeblood of the national economy, especially for small busi-
nesses, and we also recognize the tight credit conditions in the 
market and continue to identify strategies for improving the cur-
rent situation. Last year, along with the other regulators, we 
issued a statement reinforcing our view that continued origination 
and refinancing of loans to creditworthy borrowers is essential to 
the vitality of our domestic economy. We all have a mutual interest 
in seeing community banks thrive and continue to support their 
local communities. Community-based lenders can be a stabilizing 
force by providing credit for consumers and small businesses. 

Thank you for the opportunity to testify, and I’ll be happy to take 
questions. 

[The prepared statement of Mr. Lowe can be found on page 231 
of the appendix.] 

Chairman MOORE OF KANSAS. Thank you, sir. 
Mr. Otto, sir, you are recognized for 3 minutes. 
Mr. OTTO. Thank you. 

STATEMENT OF BERT A. OTTO, DISTRICT DEPUTY COMP-
TROLLER, OFFICE OF THE COMPTROLLER OF THE CUR-
RENCY (OCC) 

Mr. OTTO. Chairman Moore and members of the subcommittee, 
I appreciate the opportunity to discuss ways to improve responsible 
lending to small businesses in Michigan and other parts of the 
country. The OCC recognizes the important roles that credit avail-
ability and prudent lending play in our Nation’s economy. Our goal 
is to ensure that national banks meet the credit needs of their com-
munities and customers while remaining safe and sound. 

During this economic cycle, we are extremely mindful of the need 
to maintain a balanced approach to our supervision of national 
banks. Our message to bankers has been straightforward: bankers 
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should continue to make loans to creditworthy borrowers; they 
should not make loans that they believe are unlikely to be repaid 
in full; and they should continue to work constructively with trou-
bled borrowers but recognize repayment problems in loans when 
they see them. 

Just as critical, we strive to ensure that our examiners maintain 
that balance in their bank examinations and oversight. Examiners 
should not dictate loan terms, but will ensure that bank manage-
ment realistically identifies and addresses problems as they 
emerge, even as they work with struggling borrowers. 

As bank regulators, we share the goal of ensuring banks meet 
the credit needs of their small and mid-sized business customers 
and have taken steps to see that this happens. The OCC is also 
helping to educate examiners and bankers about programs that can 
reduce credit risk in loans to small and mid-sized businesses. Fed-
eral and State programs designed to make credit more accessible 
while reducing lenders’ credit exposure can be effective in pro-
moting lending to creditworthy borrowers while limiting the risks 
lenders face in the economic cycle. 

National banks actively participate in government guarantee pro-
grams for small business lending: 5 of the 18 nationally chartered 
banks in Michigan are SBA preferred or express lenders offering 
SBA guaranteed loans, and the 10 large national banks doing busi-
ness in Michigan are also designated as SBA-preferred or express 
lenders. The OCC fully supports the Administration’s initiatives to 
expand credit availability and begin the process of financial recov-
ery. 

Beyond our safety and soundness examination activities, OCC 
encourages lending to small and mid-sized businesses in a variety 
of other ways. Among these are our evaluation of the national 
banks’ performance under the Community Reinvestment Act, our 
extensive community affairs activities, and our formal outreach 
programs. The OCC’s community affairs activities and publications 
are specifically developed to increase examiner, banker, and com-
munity group awareness of programs that promote lending to small 
businesses that support communities throughout the country. Re-
cent banker roundtables, newsletters, information, and informa-
tional publications have highlighted various aspects of small busi-
ness lending opportunities and incentives. 

In conclusion, credit availability and prudent lending to small 
businesses play an important role in our Nation’s economy. The 
OCC shares the committee’s goal of ensuring banks continue to 
meet the credit needs of their customers in a safe and sound man-
ner. We also recognize that banks are operating in an economic en-
vironment that continues to pose challenges to them and their cus-
tomers. 

We have and will continue to support and encourage prudent 
lending to small and mid-sized businesses in Michigan and across 
the country through our supervisory activities, guidance to bank-
ers, and CRA process, small business related programs, publica-
tions, and ongoing outreach efforts. Thank you for this opportunity 
to testify and present our views. 

[The prepared statement of Mr. Otto can be found on page 244 
of the appendix.] 
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Chairman MOORE OF KANSAS. Thank you, Mr. Otto. 
Mr. Ross, you are recognized, sir, for 3 minutes. 

STATEMENT OF KEN ROSS, COMMISSIONER, OFFICE OF FI-
NANCIAL AND INSURANCE REGULATION, STATE OF MICHI-
GAN 

Mr. ROSS. Thank you, Mr. Chairman, and Representatives Peters 
and Dingell. My name is Ken Ross and I am commissioner of the 
Michigan Office of Financial and Insurance Regulation. I thank you 
for the opportunity to testify today. I have taken a red pen aggres-
sively to my oral testimony and I will try to talk fast. 

My agency supervises 118 of Michigan’s 147 federally insured 
commercial and savings institutions which collectively hold ap-
proximately $50 billion in combined assets. I also regulate over 200 
credit unions which have just over $20 billion in assets. Histori-
cally, Michigan has averaged 1 bank closure roughly every 5 years 
over the last several decades. In the last 13 months, 4 Michigan 
banks and 1 credit union have been closed. 

Given time, I believe that many Michigan banks would be able 
to work their way through the challenges associated with historic 
job losses in the auto industry, but unfortunately, some will not be 
able to weather the additional stress associated with the huge de-
valuation of real property that we have seen across the State. 
Michigan is not alone in that, but we have seen somewhere be-
tween 30 and 40 percent on average across the State in real estate 
devaluation. 

Community bankers who weren’t, by and large, involved in 
subprime lending and weren’t reaping fortunes from the national 
securitization machine, however, are paying the ultimate price for 
those who benefited from the fundamental causes of the underlying 
financial crisis that we have been going through, and while much 
of the national focus has been on buttressing systemically impor-
tant information, our attention in Michigan has been working with 
community banks struggling with the myriad of challenges facing 
them in this environment. 

Federal policy hasn’t treated the challenges faced by community 
banks with the same expediency or creativity that they have ac-
corded to their systemically important brethren. Over the last year, 
nearly 300 community banks nationwide have failed or merged out 
of existence, while their large counterparts have only gotten bigger. 
Additional capital, both public and private, must be the building 
block for success ultimately for community and regional banks. 

While TARP has provided a source of capital for some of these 
institutions, I have—as I’m sure you have heard—been told many 
times that the process is both cumbersome and expensive for com-
munity banks, and is an opaque process, as well. While there have 
been some positive signs in the outlook nationally where capital 
flows have been coming into the system, unfortunately, Michigan 
banks have been largely shut out of capital markets. 

We have heard, as you have heard many times, that Michigan 
is being red-lined. With that, I will just stop because I know the 
time has run out, and I will be glad to answer any questions. 

[The prepared statement of Mr. Ross can be found on page 258 
of the appendix.] 
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Chairman MOORE OF KANSAS. Thank you to our panelists for 
their testimony, and again, your statements are part of the record. 

I would like to direct my first question to Mr. Greenlee. I know 
one of the areas of the economy the Fed has been particularly fo-
cused on is commercial real estate. How does that particular type 
of lending play into the larger challenge to make credit available 
to small and mid-sized businesses? Do you have a comment on 
that, sir? 

Mr. GREENLEE. Yes, as I mentioned in my oral statement, we 
have focused a lot on commercial real estate lending for two rea-
sons. There are a lot of banks with commercial real estate con-
centrations. The second piece of this is really the owner-occupied 
commercial real estate portfolio where small businesses will pledge 
their building or property to secure a loan, and so we have tried 
to fix on that as a key priority to make sure that our examiners 
are taking a balanced approach to that, particularly on the owner- 
occupied commercial real estate properties, so we look at a bor-
rower’s ability to repay, not necessarily just the value of the prop-
erty. 

Chairman MOORE OF KANSAS. Thank you. Do any other wit-
nesses care to comment on this question? 

Okay, next question. If there is one message that you as exam-
iners and regulators of depository institutions would like to send 
to banks here in Michigan that are unsure if they should make 
small business loans to small businesses desperate for that credit, 
what would that message be? What message would you like to send 
to small businesses here in this area? Mr. Greenlee, again, I will 
start with you, sir. 

Mr. GREENLEE. I think the Federal Reserve’s view on credit 
availability, again, is that we want banks to make prudent loans 
to creditworthy borrowers. I think our main message to the banks 
is that it is in everybody’s best interests to do that. That was con-
sistent with what we put out in the November 2008 statement and 
that we want banks to look at the borrower’s ability to repay the 
loan under reasonable terms, and that really should be the driving 
force here. 

Chairman MOORE OF KANSAS. Do any other witnesses care to 
comment? Yes, sir, Mr. Lowe? 

Mr. LOWE. Yes, dovetailing on that exact same comment, from 
the FDIC standpoint, we look at collateral as a secondary source 
of repayment. So as long as we see that a loan is performing—there 
is sustainment for repayment over the loan term—that type of 
credit generally will not be criticized. The collateral is only one as-
pect that we’re looking at when we’re analyzing credits. 

Chairman MOORE OF KANSAS. Mr. Otto? 
Mr. OTTO. Yes. We have talked to banks about this, and if a 

business has a sound plan, I think we definitely encourage them 
to make those loans. We have some community affairs officers—one 
of whom is here today listening to this hearing—in Michigan who 
meet with bankers and community organizations and others to try 
to put people together in supporting small business loans and all 
lending. 

Chairman MOORE OF KANSAS. Thank you. Mr. Ross? 

VerDate Nov 24 2008 15:19 Apr 27, 2010 Jkt 055816 PO 00000 Frm 00046 Fmt 6633 Sfmt 6633 K:\DOCS\55816.TXT TERRIE



41 

Mr. ROSS. Yes, only insofar as earlier on in the crisis, I think we 
had some bankers who were overly optimistic and weren’t—in my 
estimation, they had some rose-colored glasses on in terms of the 
overall ability of the local economy to bounce back. 

I think today we’re in a much different place, and I think bank-
ers are much more aggressively looking at credits and doing exten-
sive evaluations looking at the entire picture, all sources of possible 
support for the loans, so I think we’re in a much different place 
today than we were a year-and-a-half ago. 

Chairman MOORE OF KANSAS. Thank you. Congressman Peters, 
if you would like to ask your questions now, sir. 

Mr. PETERS. Thank you, Mr. Chairman. Generally, to kind of dis-
till what I have been hearing here today is we have two problems 
here in Michigan: First, we have to get the big banks, the big- 
money-center banks who have already been the beneficiaries of sig-
nificant amount of taxpayer and Federal Reserve intervention from 
the Treasury, from the Federal Reserve, to get them to loan in 
Michigan, which they aren’t doing, and the statistics certainly bear 
that out. 

The second is to give our community banks who are here, com-
munity banks and credit unions who are in our communities the 
tools that they need in order to continue to make those loans in the 
communities in which they operate and which they continue to ex-
press their frustration with regulators as putting on the squeeze on 
them, asking them to take fire sale markdowns on assets, putting 
them in a real untenable position, so let me just put out one of 
the—seem to make some sense in the community bankers, put out 
three conditions or three changes that they thought would make 
sense, particularly in a place like Michigan, which I think does 
have a lot of similarities to the farm crisis in the 1980’s, which we 
talked about earlier, and some forbearance may make some sense 
in order to keep these banks functioning. They suggest that we 
allow banks to include in their capital all or a significantly higher 
portion of the 1.25 percent that’s currently allowed to be carried in 
their allowances for loan and lease losses. They also believe we 
should allow banks to include as part of their capital the face 
amount rather than the market price, so GSEs, Government-Spon-
sored Enterprises, that they intend to hold to maturity, and three, 
allow banks to amortize losses over a 7-to-10-year period instead of 
the loss in the quarter in which it is experienced. 

Give me your reaction to those. Do those conditions seem to 
make some common sense, particularly in the situation here in 
Michigan? Mr. Lowe, maybe from the FDIC’s perspective first? 

Mr. LOWE. I will definitely address the part about amortizing 
loans over 7 to 10 years and the forbearance. We did have the for-
bearance program back in the 1980’s for the agriculture crisis. We 
had 200 to 300 banks that participated. FDIC has always been an 
advocate for open and honest transparency with regard to financial 
reportings, so at this point in time, we would not be supporting a 
forbearance program. But I would say again with the guidance on 
meeting the needs of creditworthy borrowers that we issued in 
2008, and the guidance on workouts issued just last month, we are 
continuing to encourage all of our institutions to lend, continue 
lending, and continue refinancing credits as long as it is done in 
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a prudent and reasonable manner. We are not going to be looking 
to criticize credits just because the collateral value has declined. 
We will continue to stress that bankers analysis of the repayment 
capacity of the borrower. 

Mr. PETERS. My understanding is, in the 1980’s, the forbearance 
program was successful, was reasonably successful, that it pre-
vented banks from going under; is that an accurate assessment or 
not? 

Mr. LOWE. Of the 200 to 300 banks that participated, the major-
ity of them did survive. There were a very small number that did 
end up failing, so you could couch that as a success, but again, a 
difference at that point in time was that there were some very 
stringent guidelines for banks to be able to participate. One of 
those criterion was that the institution had to have been well-man-
aged and well-run throughout all its history. That is not saying in-
stitutions here in Michigan or across the country are not, but there 
were some very stringent guidelines for banks to be participants. 

Mr. PETERS. If we reinstituted some of those guidelines and did 
something similar to what we did in the 1980’s, would that be 
something—maybe Mr. Otto and Mr. Greenlee could get involved, 
as well—Mr. Lowe, is that something that you would be open to if 
we moved in that direction similar to what we did in the 1980’s, 
which was—it seems to me it’s cheaper, especially from the FDIC’s 
perspective, as well, to keep these banks operating as opposed to 
coming in and having to finance that? 

Mr. LOWE. We would have to take a close look at forbearance be-
cause, again, we do advocate for transparency with regard to the 
financial statements. 

Mr. OTTO. I agree with Anthony. I think that it’s something that 
you could look at, but I was in central Illinois in the Peoria office, 
and most of my banks that I supervised there were agriculture 
banks, and while they did participate in the forbearance program, 
there was a lot of pain involved in that, and I think we would have 
to be very specific as to people getting in and how they come out 
of the forbearance program because a lot of the banks that I had 
were bought by another bank rather than fail. 

So I think that we have to be careful about how that is struc-
tured. And I agree on the amortization of loss, that was one other 
point that you had made, I think that’s a slippery slope if you am-
ortize losses over, what did you say, a 1- to 7-year period? 

Mr. PETERS. A 7- to 10-year period. 
Mr. OTTO. Yes, 7, that would be just forgoing or pushing out the 

problems as opposed to dealing with them right away. 
Mr. PETERS. I get a little disconcerted—one more question. 
Chairman MOORE OF KANSAS. One more question, certainly. 
Mr. PETERS. Okay, the question regarding that—the other is the 

capital, and it was brought up with the American Bankers’ Associa-
tion that the FDIC’s failure resolution policies, it’s difficult to raise 
capital here in Michigan given the—where the economy is and the 
auto industry, but your resolution policies actually create incen-
tives for investors to wait until the bank has failed as opposed to 
investing earlier. 
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Why is that the case? Why can’t we change that? We want to 
keep these banks before they fail, before it starts costing money. 
Why is that policy in place, and can we change it? 

Mr. LOWE. We don’t have a policy where we’re trying to have 
that disincentive—of forcing banks to fail. 

Mr. PETERS. Well, it’s FDIC-guaranteed financing for winning 
bidders of failed banks or loss-sharing agreements. So you have 
that guaranteed financing where, obviously, that doesn’t exist be-
fore a bank fails. 

Mr. LOWE. Before a bank fails, when we do have a problem insti-
tution, we’re working with the institution and advocating that they 
go out into the market and try to look at finding a merger partner 
or someone that can buy them. We definitely would rather have the 
assets of the bank stay in private hands versus coming onto the 
FDIC’s balance sheet. That is something that we do advocate be-
fore an institution fails, something that may not be public, but we 
are all the time working with institutions, working with the regu-
latory agencies, working with the commissioners for the State-char-
tered banks trying to arrange and to act to some degree as a broker 
to find means for an institution to be taken over while it is still 
open and operating. 

Mr. PETERS. Thank you. Thank you for your indulgence, Mr. 
Chairman. 

Chairman MOORE OF KANSAS. Certainly. The Chair next recog-
nizes the Honorable John Dingell. Congressman Dingell? 

Mr. DINGELL. Mr. Chairman, I hope this won’t be charged 
against my time, but I want to say thank you for being here, tell 
you how much we appreciate your assistance and kindness to listen 
to our constituents, and tell you how much, Mr. Chairman, we’re 
going to miss you when you leave Congress. 

Chairman MOORE OF KANSAS. Thank you. 
Mr. DINGELL. Mr. Moore is leaving the Congress, and I think it’s 

a prodigious loss to the body and, frankly, to our country. 
Chairman MOORE OF KANSAS. Thank you. 
Mr. DINGELL. Now, if I could begin my time? 
Chairman MOORE OF KANSAS. Yes, sir. Now his time starts. 
Mr. DINGELL. I have had on two separate occasions constituents 

in the supplier business come in and talk to me, and they told me 
that they have been told clearly that loans were not going to be 
made in Michigan or loans were not going to be made into the auto 
industry or to suppliers. Does that, as a matter of policy, does that 
kind of red-lining have the approval of your respective agencies, 
Mr. Greenlee, Mr. Lowe, and Mr. Otto? 

Mr. LOWE. I can tell you from an FDIC standpoint, we have not 
indicated to our examiners or anyone on our staff that any specific 
type of lending should not be done. Again, we’re encouraging lend-
ing as long as it is prudent and reasonable. 

Mr. DINGELL. Apparently, these banks were not hearing it. Do 
you approve of this, Mr. Greenlee? 

Mr. GREENLEE. Absolutely not, sir. 
Mr. DINGELL. How about you, Mr. Otto? 
Mr. OTTO. No, absolutely not. 
Mr. DINGELL. What should we do about it? 
Mr. OTTO. I think— 
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Mr. DINGELL. If one of my constituents comes in, can I call you 
up and say, Mr. Greenlee, Mr. Lowe, Mr. Otto, these scoundrels are 
not giving my people money because they’re in the auto business? 
And if I did, what would you do about it? 

Mr. GREENLEE. Sir, I have heard these concerns voiced in Wash-
ington from Members— 

Mr. DINGELL. As my old daddy used to say, ‘‘A few good public 
hangings would help the situation considerably,’’ but I’m going to 
ask that you give us a response for the record, each of you, if you 
would, please. 

Now, gentlemen, I have—the question has been raised here 
about focusing on small automobile suppliers, and to do so by cre-
ating a public/private capital partnership to lower the risk of lend-
ing to the industry. Such proposals have been discussed by me and 
by bankers and others, it’s known as the National Manufacturing 
Diversification Fund, NMDF. Do you and your agencies favor this 
legislation or not? Mr. Greenlee? Mr. Lowe? Mr. Otto? 

Mr. GREENLEE. Congressman, I will have to look into that and 
get back to you with a written response. 

Mr. DINGELL. Would you respond for the record, please. 
Mr. GREENLEE. Yes. 
Mr. DINGELL. Mr. Lowe? 
Mr. LOWE. I will do the same. 
Mr. DINGELL. And you, Mr. Otto? 
Mr. OTTO. I will do the same. 
Mr. ROSS. I will do the same. 
Mr. DINGELL. If I could count on you to deliver that to us, be-

cause this is important information. 
Now, gentlemen, if—in 25 words or less—if you had the oppor-

tunity to tell the Congress what it is we ought to do to increase 
lending, and whether you have enough authority or appropriations 
to see to it that we could have an enforceable, workable policy to 
get money to the community banks, which are really hurting, so 
that they can get it to the suppliers and small businesses, what 
would your advice be? Mr. Greenlee? 

Mr. GREENLEE. I can speak to what we have done broadly at the 
Fed along these lines— 

Mr. DINGELL. I want to hear what we’re going to do in the fu-
ture, though, since, ‘‘What’s past is prologue’’— 

Mr. GREENLEE. And we are continuing to work hard and look 
closely at— 

Mr. DINGELL. But what would you suggest to us that we do? 
Mr. GREENLEE. I think alternatives to look at capital for small 

businesses, different programs are options, and we— 
Mr. DINGELL. Could you give us—could you submit for the 

record, make a clear statement of what you and your agency would 
suggest to us? That would be immensely helpful, because I’m not 
satisfied what’s happening is doing us enough good. 

Mr. Lowe, would you tell us, do you have enough statutory au-
thority, and do you have enough funds, and what should the Con-
gress do about these matters? 

Mr. LOWE. Something to consider if we go forward with addi-
tional TARP or capital purchase programs—I know that is being 
proposed by the Administration—is to include some additional in-
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centives for the CDFI’s for minority institutions and for institutions 
that have purchased other failing banks if perhaps there would be 
some way to build in some incentives in that regard for those insti-
tutions to get some lower-cost capital. 

Mr. DINGELL. Thank you. Mr. Otto? 
Mr. OTTO. I can give you something later for the record, but I 

do think it does follow in on the capital piece. I think if there are 
ways we can get capital and make it an incentive for banks to lend, 
as you’re saying, that would be positive. But I can get something 
more specific for you if that’s all right. 

Mr. DINGELL. It would be appreciated. 
Mr. Ross, do you have any comments? 
Mr. ROSS. Yes, just following up on what Tony indicated, I think 

reopening the TARP program but tweaking it a bit would help by 
instead of doing a pre-viability, a post-viability standard. So if the 
bank, with the injection, provided they can come up with some cou-
pling capital, be viable, and they have strong management, I think 
it has been the hurdle here in Michigan—in many cases because 
we were at the front end of the recession—many of our banks were 
in a worse off position to begin with so they couldn’t even get 
into— 

Mr. DINGELL. You also are in good part dependent on what is 
done at the Federal level. 

Mr. ROSS. We are. 
Mr. DINGELL. And what do you suggest we should do about that? 
Mr. ROSS. Well, I think we have a pretty good working relation-

ship, quite frankly, but we at the State level at our agency, try to 
stake out a very independent position in the sense that if we don’t 
agree with a finding on a joint examination, we won’t put our name 
to it. So we try to maintain our independence, although, we work 
very closely with our Federal counterparts. 

Mr. DINGELL. Gentlemen of the panel, I thank you for your cour-
tesy. I hope I have not offended any of you. 

Chairman MOORE OF KANSAS. I think that brings us to the end 
of our hearing today, and I certainly appreciate the panelists being 
with us. I want to thank, again, Congressman Gary Peters for in-
viting our subcommittee to Michigan for this field hearing; and I 
certainly want to thank my good friend, Congressman Dingell, for 
participating in this hearing, as well as Mr. Schauer, for being 
here. He had to leave for another engagement, but he did really 
contribute a lot to our hearing here today. 

I want to thank our witnesses, this panel, and the other panels, 
for their testimony today. I believe today’s hearing gives us a better 
understanding of the challenges facing small and mid-sized busi-
nesses, the urgent need for increased, prudent lending while keep-
ing depository institutions safe and sound. I look forward to work-
ing with Congressman Peters, Congressman Dingell, and Congress-
man Schauer and other Members of Congress to address these dif-
ficult challenges. 

The Chair notes that some members may have additional ques-
tions for our witnesses which they may wish to submit in writing, 
and if they do, I would ask that the witnesses respond. Without ob-
jection, the hearing record will remain open for 30 days for mem-
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bers to submit written questions to these witnesses and to place 
their responses in the record. 

I think this has been a very productive, educational experience, 
this hearing today, a chance to ask some questions of people who 
are in a position to give us really good answers, and I think all of 
us will think about these things when we go back to Congress and 
relate some of what has happened today and the testimony we 
have heard from our witnesses today to our colleagues in Congress. 

And I hope that our country moves forward and moves out of this 
horrible fiscal economic situation which has hurt not only our coun-
try but our people. 

But we are on the mend. I just hope it happens sooner rather 
than later because a lot of people are still hurting out there right 
now. 

Thanks to everybody here today, and we will at this time adjourn 
the hearing. 

[Whereupon, at 1:50 p.m., the hearing was adjourned.] 
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