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Mr. Chairman, Ranking Member Fallin and Memberghef Subcommittee, thank you
very much for the opportunity to testify at todalisaring. My name is Ron Celaschi and | am
the Vice President of Lending for the Clearview &mwdl Credit Union, located in Moon
Township, Pennsylvania. My credit union serve @8,thembers and has $630 million in total
assets. | appreciate the opportunity to presentiews on interchange regulation.

We are very concerned with the provisions of #wently enacted Wall Street Reform
and Consumer Protection Act which relate to intange fee regulation. The interchange
provisions of that legislation were inserted by 8enate into the legislation without hearings or
Committee process. No appreciation was givendatnsequences that the legislation would
have on community financial institutions, like Gtgaw Federal Credit Union. Quite simply,
any reduction in interchange revenue would be iaseblow to Clearview Federal Credit
Union, and more importantly, its members. We WEgagress to repeal these provisions before
the intended and unintended consequences of iategehregulation are realized.

In many credit unions, interchange revenue coakisf the costs of providing debit

access to members. However, for Clearview FCU,ighsimply not the case. Last year, our



total expense from offering debit access to memberss$2.9 million. Our total debit based
interchange was only $1 million, falling short b&tcosts by $1.9 million.

Clearview Federal Credit Union has an older mestipr and older members tend to use
their cards less frequently than do younger memblera recent survey of credit unions
conducted by the Credit Union National Associaticnedit unions reported the average number
of debit transactions per member per year was PéClearview Federal, it was 69. Even
though my members use their debit cards with lespuency than members of other credit
unions, we still incur all the costs of provididtat access. We run our debit program at a loss
because our members value the program; howevergdngtion in interchange will require us
to impose fees on members to make up the lost vevemhis will harm to our members and it

will be a direct result of the recently enacted Vfteet Reform and Consumer Protection Act.

Debit Interchange Provisions

The Wall Street Reform and Consumer Protectionidadtded provisions that give the
Federal Reserve the authority to regulate “intangearansaction fees,” which are defined as
“any fee established, charged or received by a paywcard network for the purpose of
compensating an issuer for its involvement in &ctebnic debit transaction.”

Generally, the provisions require that the amadirstny debit or prepaid interchange
transaction fee must be “reasonable and propottiortae cost incurred by the issuer with
respect to the transaction.” The Federal Ressrvequired to set standards for assessing
whether the amount of any interchange transactend “reasonable and proportional” to the
incremental cost incurred by an issuer in connactith a particular electronic debit transaction.

The amendment allows the Federal Reserve to ati@ishterchange transaction fee for certain



types of fraud-related costs if the issuer comphigb fraud-related standards set by the Federal
Reserve. The Federal Reserve is directed to tbeugeasonable and proportional” standards
within nine months of the date of enactmerd,(no later than April 21, 2011). The amendment
includes exemption language for the following: i€buers with less than $10 billion in assets;
(2) debit cards or general-use prepaid cards feegonent-administered payment programs
(provided, however, that the issuer does not chidmgeardholder certain overdraft or in-
network ATM fees); and (3) reloadable general-psgoprepaid cards not marketed or labeled as
gift cards (provided, however, that the issuer de®scharge the cardholder certain overdraft or
in-network ATM fees).

The Small Institution Exception Does Not Work

Currently, the payments networks are supportethéyarge institutions. About 80
percent of debit volume is accounted for by a smathber of large issuers; the other 14,500 or
so financial institutions share the remaining 2fceet of debit volume. The scale of large
institution transactions permits the constructiod enaintenance of a national and global
network with enough capacity that small banks aedit unions can participate.

The plain language of the amendment envisiondsatantial reduction in debit
interchange. It is highly unlikely that large banksuld continue to support that part of the
network so institutions such as the one that loouid issue debit cards at market rates of
interchange because there is nothing in the lagislghat requires the payment card networks to
operate a two-tier debit interchange rate systettla@re is no economic incentive for them to
do so. Further, small bank and credit union detlitme is effectively limited by their deposits;

there is no way that small banks and credit ungamssupport the system.



We do not know precisely how the system will craagd in what ways, but below is
one scenario from a payments system expert thasgivgood idea of the variables:

Arbitrarily regulating a portion of the fee merchants pay in order to accept debit
cards will create an artificial marketplace for a ®rvice utilized by the vast majority
of Americans. If the amendment is enacted, the lagst 105 U.S. banks (those with at
least $10 billion in assets that are regulated irhe amendment) will immediately see
their debit transaction revenue source greatly dimish, and will likely then focus on
issuing credit cards and providing/developing credi card merchant services and
technologies over debit services. The remaining U.Banks and credit unions that do
not need to adhere to the regulation face their owproblems. These smaller banks
will face customer attrition as they are unable tccompete with electronic payments
rates at larger, fee regulated banks. They will ats see a significant drop in debit
transaction fee revenue as merchants are incented promote acceptance of cards
issued at regulated banks, resulting in higher opating costs as declines in debit
transactions processed increases their cost of cotapng a transaction.

Beyond the banks involved in the transaction, the @bit payment transaction is
driven by thousands of companies that make up the gyments supply chain,
including card associations (VISA, MasterCard), pre@essors (provide the rails on
which the transaction moves), merchant acquirers (@vide the ability to accept
cards including back-office reporting, etc), indepadent sales organizations (sell on
behalf of merchant acquirers to merchants), POS maufacturers, technology
providers, and others who built the infrastructure and developed the technology
that make not only debit, but all forms of electronc payments possible. These
payments companies employ tens of thousands of péemll around the country,
with large pockets in Omaha, Atlanta, and Louisvile; these cities have been
estimated to each have more than 10,000 people worg in the payments industry.
From these suppliers’ perspectives (suppliers thaall depend on revenue from all
forms of electronic payments transaction fees), theew artificial marketplace favors
cash, check, and credit card payments over debit ganents. Consequently, like the
forementioned banks, payments companies will driveesources and sales initiatives
towards merchants receiving credit card payments @ debit. Inherently, over time,
debit payments will stagnate or drop in number of tansactions and in dollar
volume. This would come despite consumers’ recentaption of a “pay as you go”
mentality, accomplished via debit card use — in lat 2008, VISA debit card volume
surpassed VISA credit card volume for the first tine in response to the recession, as
consumegs experienced the pains of deleveraging froyears of excessive credit card
spending:.

Routing Provisions

! Mike Strawhecker. “Trickle-Down Legislation: Ratial Impacts & Unintended Consequences of Intergk
Regulation.” The Straw Group. July 9, 2010. (witestrawgroup.com).



The Wall Street Reform and Consumer Protectionafsst includes provisions which
direct the Federal Reserve to issue regulationgging that neither an issuer nor a payment
card network may restrict the following: (i) thember of payment card networks on which an
electronic debit transaction may be processed lypare such network, or two or more affiliated
networks; and (ii) the ability of a merchant to tevdebit transactions over any “network that
may process such transactions.” Such regulatiarst be issued within one year after the date
of enactmenti(e,, no later than July 21, 2011).

This provision causes small issuers like me sicgift concern because it gives the
merchants the ability to steer consumers towardmérepayment networks that may result in
lower costs for the merchant, but have negativaseguences for the consumer. Not all
networks are created equal — they provide diffeliabtlity fraud safeguards, chargeback and
other consumer protections. When entering inteements with these payment networks, we
evaluate what they offer to our members in ordexcioin the best interest of our members. If
merchants are able to route transactions as tleefitseur members could lose important fraud
protections.

Furthermore, even though we believe that the sisgller carve-out in the debit
interchange provision is ineffective, the intentlod interchange language in this legislation, as
repeatedly stated by the proponents of the le@slatvas not to harm small issuers. The routing
provision does not carve-out small issuers and evdigproportionately affect small issuers
because these are the issuers which are least ikkbhave relationships with more than one
network. In essence, this provision would regaing issuer that currently operates on only one
network to go out and establish a relationship withitiple networks — an expensive proposition

that will result in not only one-time expenses, imanthly expenses as well. In this regard, the



debit interchange provisions actually make it mexpensive to operate a debit card program
while at the same time significantly reducing theoant of revenue earned from such program.
Making More Credit Available to Small Businesses

Mr. Chairman, the debate over the interchangeigians was a trade association fight
that pitted depository institutions against merdbamhese groups may disagree on this issue,
but one issue that we can agree on is the needrieese the amount of credit available to small
businesses.

Legislation has been introduced in both the Hargkthe Senate to increase the credit
union member business lending cap. In the Hobgeldgislation, H.R. 3380, is sponsored by
Representatives Paul Kanjorski (D-PA) and Ed R@iRe€A), and cosponsored by 124
members. In the Senate, Senator Mark Udall anepartisan group of nine Senators have
proposed increasing the credit union member busileegling cap from its current level of
12.25% to 27.5%, while at the same time enactingpmant safeguards to ensure this lending
continues to be done in a safe and sound manriex.Cfedit Union National Association
estimates that if either the Kanjorski-Royce bilklee Udall amendment were law, credit unions
could lend an additional $10 billion, helping snialisinesses create 100,000 in the first year
after enactment, at no cost to taxpayers. | waasgld to learn that earlier this year the Obama
administration endorsed the Udall approach.

Credit unions have proven for years that theycapable of doing this type of lending
safely and soundly. During this most recent firmagsis, while bank business lending has
contracted, credit union business lending has adghnIn fact, even though my credit union is

not what most would consider “near the cap” — watrabout 5% of the 12.25% cap — we have



seen our lending increase dramatically. Howevéhout an increase in the credit union
business lending cap, this credit union lendingd alve to slow.

Credit unions should be a part of the solutiotheosmall business credit crisis. | hope
Congress will increase the credit union memberrass lending cap as soon as possible so that
the lending at my credit unions, and other like enidloes not have to slow.

Mr. Chairman, thank you very much for the oppoitiuto testify at today’s hearing. |

am please to answer any questions that the Conenmitéy have.



