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WASHINGTON - The House Financial Services Commitsescheduled today to begin debating the first prezes of
regulatory reform, and its vote will set a crugiarker before the chamber's final negotiations.

The panel is likely to pass a bill designed torgjthen regulation of derivatives and then act gislation to create a
consumer protection agency.

Though the voting is officially scheduled for todagbate is expected to last the rest of the waredk questions remain
about support for some provisions of both bills.

Still, Financial Services Committee Chairman BarRegnk appears determined to press ahead sooatdoetican brin
a reform package to the House floor next month. &¥they are trying to do is keep some momentunhiznigsue,” said
Oliver Ireland, a partner in the Morrison & FoerdteP law firm.

The creation of a consumer protection agency resrthim most controversial part of reform and isrstaly opposed b
the banking industry. A July vote on the bill wadayed so that advocates could fight back agaiuiststry opposition and
build support.

Some changes in the industry's favor are likelgg@dopted, but Frank is expected to fight to kbebill as tough as
possible to ensure a better bargaining positioh thié Senate later.

"He's going to keep it as strong as he can witlpikgehis own caucus together, and that's the ahgdig said Mark
Calabria, a former Republican aide to the SenatikiRg Committee who is now the director of finahcigulation studies
at the Cato Institute. "From the consumer advotptaspective, this is as good as its going tdayghem. I'm sure they'll
look at this as watering down from here forward."

The committee also plans to vote on legislatioadwance the effective date of recent credit caiatmes and to exemy
certain small businesses from identity theft gurckd.

All the bills are expected to pass, but the debags the regulatory reform bills could become heéaBankers oppose
the creation of an agency but are also seekinggdsathat would limit the agency's authority andpkeational bank
preemption powers intact.

As proposed, the bill would remove consumer pradediunctions from the banking agencies and gieartho the new
agency led by a director appointed by the presidadtconfirmed by the Senate, who would have baosldority to regulate
consumer financial protection.

The legislation would also let the agency enformescimer protections in several existing laws, theeHome Mortgac
Disclosure Act and the Truth in Lending Act butgithe states power to set and enforce tougheratdsdncluding against
national banks.

Preemption remains one of the biggest sticking st
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Rep. Melissa Bean, a moderate Democrat from Iin@mains committed to narrowing the bill's breagsion of
federal preemption; she is working on an amendnmepteserve some preemption of state standardstanal banks and
federal thrifts.

Though many of the panel's moderates are thoudbe &ympathetic on the issue, with Frank expedeaate against i
it was unclear whether the measure could find cieffit support to pass.

Sources said Tuesday that Bean might only offerveitttiraw the proposal without calling for a vote ibbut pledge t
keep working on the issue.

Rep. Mel Watt, the chairman of the panel's mongpaficy subcommittee, has entered the fray andoiking on the
issue, too. In an interview Tuesday, he said thaupports some preservation of federal preemptivimplied it should be
very narrow and said he hopes the issue can blveesguickly.

"I think they are getting close to some languag@memption that hopefully will be adopted,” hedsdbut it is still a
work in progress, and even after the markup wetitioue to work with people. | believe we will hasefficient votes to
pass it in a revised form, and | think we'll ham®egh votes to pass the bill out of committee.”

Asked whether there should still be some federémption for national banks, Watt said, "I thinKneerying to reach
some balance, yeah, probably some, but that dasnitery much ... . We would like to resolve igasckly as possible, bi
we are not going to quit working on the bill justdause it gets marked up."

Consumer groups are also pushing to ensure anynptam is weak. "Excessive preemption contributethe financia
crisis," said Mike Calhoun, the president of thenteéefor Responsible Lending. "I'm confident thatieong bill will come
out of the Financial Services Committee."

Though the banking industry is likely to push antaedts that would preserve banking regulators' eefaent role, it
was unclear whether it will succeed. Rep. Ed Pettenua Colorado Democrat, is considering offeimgamendment that
would keep consumer protection enforcement witldpntial regulators for community banks.

Watt said he opposes such a move but concededsihe iemains in play.
"I think that's a step too far," he said in an iview last week.

In contrast, the vote on the derivatives bill ipested to be easier. Frank's bill to regulate d¢iries was already the
most lenient of the three options for regulatingmihe-counter markets, including bills by the Obaadministration and
House Agriculture Committee Chairman Collin Petardd-Minn.

Frank is expected to propose an amendment to easeaf the requirements further, including widenting exemptior
from clearing requirements for firms that use daties as hedging tools.

Smaller companies and banks who say they use tiggsdo hedge their risk exposures complainedhhaing to clea
their derivatives trades through a central partyldde too difficult. The amendment would narrow thearing requireme!
to "major swap participants” that took substantitl positions in the derivatives market and createt counterparty
exposure."

Though the Commodity Futures Trading Commission&@curities and Exchange Commission pushed for othe
changes in the bill last week, including a mandatequirement that all standardized derivativegkehange-traded, Frank
is not expected to include them in the latest dvhftis bill.

Rep. Scott Garrett, R-N.J., acknowledged that théshihe least onerous of recent proposals tallse derivatives but
stopped short of saying he would vote for it.

"He's moved in the right direction," said Garrbtit he added that he still has issues with the'Bilkere are such
ambiguities there that the cost of the derivativade may still go up and the so-called end-userecaut may not be all that
[it] seem[s] to be even in the best-case scenario."
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