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Overview of the Report

This is the report of the Independent Directors of the Board of Wells Fargo & Company on their
investigation of sales practices at the Community Bank, conducted by a four-director Oversight
Committee, assisted by independent counsel Shearman & Sterling LLP. The Independent
Directors’ goals in conducting the investigation were to understand the root causes of improper
sales practices in the Community Bank, to identify remedial actions so these issues can never be
repeated and to rebuild the trust customers place in the bank. Shearman & Sterling conducted
100 interviews and searched across more than 35 million documents.

Principal Findings

The root cause of sales practice failures was the distortion of the Community Bank’s sales
culture and performance management system, which, when combined with aggressive sales
management, created pressure on employees to sell unwanted or unneeded products to customers
and, in some cases, to open unauthorized accounts. Wells Fargo’s decentralized corporate
structure gave too much autonomy to the Community Bank’s senior leadership, who were
unwilling to change the sales model or even recognize it as the root cause of the problem.
Community Bank leadership resisted and impeded outside scrutiny or oversight and, when
forced to report, minimized the scale and nature of the problem.

The former Chief Executive Officer, relying on Wells Fargo’s decades of success with cross-sell
and positive customer and employee survey results, was too slow to investigate or critically
challenge sales practices in the Community Bank. He also failed to appreciate the seriousness of
the problem and the substantial reputational risk to Wells Fargo.

Corporate control functions were constrained by the decentralized organizational structure and a
culture of substantial deference to the business units. In addition, a transactional approach to
problem-solving obscured their view of the broader context. As a result, they missed
opportunities to analyze, size and escalate sales practice issues.

Sales practices were not identified to the Board as a noteworthy risk until 2014. By early 2015,
management reported that corrective action was working. Throughout 2015 and 2016, the Board
was regularly engaged on the issue; however, management reports did not accurately convey the
scope of the problem. The Board only learned that approximately 5,300 employees had been
terminated for sales practices violations through the September 2016 settlements with the Los
Angeles City Attorney, the OCC and the CFPB.

Reform and Accountability

The Board has taken numerous actions and supported management steps to address these issues.
Wells Fargo has replaced and reorganized the leadership of the Community Bank. It has also
eliminated sales goals and reformed incentive compensation. Centralization of control functions
is being accelerated. The Board has separated the role of the Chairman and the CEO,
strengthened the charters of Board Committees and established regular reporting to the Board by
the new Office of Ethics, Oversight and Integrity. As a result of the investigation, the Board has
terminated for cause five senior executives of the Community Bank and has imposed forfeitures,
clawbacks and compensation adjustments on senior leaders totaling more than $180 million.
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Introduction

As announced on September 27, 2016, the Independent Directors of the Board of Wells
Fargo & Company (“Wells Fargo”) created an Oversight Committee (the “Committee”) to
conduct a comprehensive investigation of sales practice issues that arose in Wells Fargo’s
Community Bank. This report (the “Report”) sets forth the key factual findings of that
investigation.

The Report, which has been reviewed and approved by the Independent Directors of the

Board, is divided into three parts:

° Part I describes the investigative process;

o Part II provides an executive summary of the key factual findings and conclusions of the
Committee;

° Part III details the facts and circumstances that form the basis of the findings and

conclusions, and certain of the remedial steps undertaken to address them, organized
around the functional areas of Wells Fargo that had substantive contact with the
Community Bank’s sales practice issues, including the Community Bank itself, senior

management, various Wells Fargo control functions and the Board.



I.

Investigative Process

On September 25, 2016, the Independent Directors created the Committee, which
consists of four Independent Directors, Stephen W. Sanger (current Chairman of the Board and
the Committee), Elizabeth A. Duke (Vice Chair of the Board), Donald M. James and Enrique
Hernandez, Jr. The Independent Directors authorized the Committee to take all actions it
deemed appropriate and necessary to examine the issues relating to improper sales practices, and
to make findings and recommendations to the Independent Directors; the Independent Directors
retained Shearman & Sterling LLP (“Shearman & Sterling”), which had been determined to be
independent of Wells Fargo, to assist the Committee in conducting the investigation.
Concurrently, the Committee was also authorized to investigate and recommend to the Board
whether to accept or reject certain derivative litigation demands made on the Board by putative
shareholders of Wells Fargo; the Board’s response to the derivative demands is not part of this
Report, and the Board will address those demands separately.

During the investigation, the Committee received regular reports from Shearman &
Sterling, including convening seven in-person meetings, several telephonic meetings and
numerous group and individual communications. Shearman & Sterling has also reported to all of
the Independent Directors at three Board meetings.

Neither the Report nor any interim findings were shared with Wells Fargo management
until April 8, 2017. Wells Fargo cooperated with the investigation by providing requested
witnesses, documents and other information.

The investigation has been extensive. Shearman & Sterling has conducted 100
interviews of current and former employees, members of Wells Fargo’s Board of Directors and

other relevant parties. Shearman & Sterling’s interviews focused primarily on senior members



of management across all of the areas that had significant contact with sales practice issues. In
addition, Shearman & Sterling reviewed the product of hundreds of interviews of more junior
employees conducted by or on behalf of Wells Fargo. Shearman & Sterling also reviewed
information concerning more than 1,000 investigations of lower level employees terminated for
sales integrity violations, which Wells Fargo’s Internal Investigations group conducted.

Shearman & Sterling made hundreds of requests for documents and materials from Wells
Fargo, and received and searched across more than 35 million documents, including
communications and other materials of more than 300 custodians. Shearman & Sterling also
reviewed thousands of documents of interest designated by Wells Fargo in its own review of
millions of documents in connection with various investigations and requests from external
parties.

Shearman & Sterling also retained the services of FTT Consulting, Inc. (“FTI
Consulting™), a forensic consulting and data analytics firm, which had direct and unrestricted
access to relevant Wells Fargo account, investigations and human resources systems and

databases.



II.

Executive Summary

When the Independent Directors of the Board authorized this investigation, the purpose
was to examine the root causes of sales practice abuses and to assess how issues of corporate
structure and culture as well as individual actions contributed to the injuries inflicted upon Wells
Fargo’s customers and the extraordinary damage to Wells Fargo’s brand and reputation, not
merely to determine compensation or disciplinary action. The Board did so in the spirit of
lessons to be learned, to promote accountability, to strengthen the organization and to minimize
the likelihood of future occurrences. This section of the Report summarizes the factual findings
of the investigation, which are developed in greater detail in the subsequent sections. It also sets
forth some of the key steps and corrective actions that have been and are being undertaken to
address sales practice issues and the findings of this Report.

The Community Bank

Wells Fargo, with its successful Community Bank, had a long history of strong
performance as a self-identified sales organization with a decentralized corporate structure
guided by its Vision & Values statement. While there is nothing necessarily pernicious about
sales goals, a sales-oriented culture or a decentralized corporate structure, these same cultural
and structural characteristics unfortunately coalesced and failed dramatically here. There was a
growing conflict over time in the Community Bank between Wells Fargo’s Vision & Values and
the Community Bank’s emphasis on sales goals. Aided by a culture of strong deference to
management of the lines of business (embodied in the oft-repeated “run it like you own it”
mantra), the Community Bank’s senior leaders distorted the sales model and performance
management system, fostering an atmosphere that prompted low quality sales and improper and

unethical behavior.



Senior management in the Community Bank had a deep-seated adherence to its sales
model. The model generally called for significant annual growth in the number of products, such
as checking accounts, savings accounts and credit cards, sold each year. Even when challenged
by their regional leaders, the senior leadership of the Community Bank failed to appreciate or
accept that their sales goals were too high and becoming increasingly untenable.

Over time, even as senior regional leaders challenged and criticized the increasingly
unrealistic sales goals — arguing that they generated sales of products that customers neither
needed nor used — the Community Bank’s senior management tolerated low quality accounts as
a necessary by-product of a sales-driven organization. In particular, the Community Bank’s
senior leaders were concerned that tightening up too much on quality would risk lowering sales
of products that customers actively used; and, more generally, the senior leaders were reluctant
to take steps that they believed might have a negative impact on the Community Bank’s financial
performance. They also failed to adequately consider that low quality accounts could be
indicative of unauthorized accounts. It was convenient instead to blame the problem of low
quality and unauthorized accounts and other employee misconduct on individual wrongdoers and
poor management in the field rather than on the Community Bank’s sales model.

To assist the investigation, Shearman & Sterling retained FTT Consulting. The firm
analyzed various metrics to assist in determining the impact of the Community Bank’s sales
culture. First, it examined Wells Fargo’s investigations data for allegations of sales integrity
violations and associated terminations and resignations. And second, it analyzed information
relating to the rate at which the Community Bank’s customers were funding — that is, making
initial deposits into — new checking and savings accounts. While there can be many reasons a

customer might not fund an account, lower funding rates (the proportion of new accounts with



more than de minimis deposits) suggest that some customers were sold accounts that they may
not have wanted or needed.

Trends in the data show, perhaps not surprisingly, that as sales goals became harder to
achieve, the number of allegations and terminations increased and the quality of accounts
declined. Thus, the number of sales integrity-related allegations and associated terminations and
resignations increased relatively steadily from the second quarter of 2007 and both peaked in the
fourth quarter of 2013, when a newspaper article brought to light improper sales practices in Los
Angeles. After the Community Bank and the corporate control functions started to focus more
resources and attention on the problem and the growth of sales goals moderated somewhat
starting in 2013, the number of sales integrity-related allegations and associated terminations and
resignations steadily fell.

This was mirrored by the funding rate. It dropped steadily, from approximately 90% in
2005 to below 80% in 2012; it then rose somewhat in 2013, continued climbing thereafter, and
exceeded 95% by 2016, paralleling Wells Fargo’s increasing focus on sales practices after 2013.

As reflected in the reduction in plan sales goals for 2013, while the Community Bank did
take steps over time to address issues associated with sales practice violations and aggressive
sales goals, those steps were incremental, implemented slowly and insufficient to address the
root cause of the problem. There was a disinclination among the Community Bank’s senior
leadership, regardless of the scope of improper behavior or the number of terminated employees,
to see the problem as systemic. It was common to blame employees who violated Wells Fargo’s
rules without analyzing what caused or motivated them to do so. Effect was confused with
cause. When Wells Fargo did identify misconduct, its solution generally was to terminate the

offending employee without considering causes for the offending conduct or determining



whether there were responsible individuals who, while they might not have directed the specific
misconduct, contributed to the environment that increased the chances of its occurrence. Carrie
Tolstedt, head of the Community Bank, and certain of her senior leaders paid insufficient regard
to the substantial risk to Wells Fargo’s brand and reputation from improper and unethical sales
practices even as they failed to recognize the potential for financial or other harm to customers.

In addition, keeping the sales model intact and sales growing meant that the Community
Bank’s performance management system had to exert significant, and in some cases extreme,
pressure on employees to meet or exceed their goals. Many employees felt that failing to meet
sales goals could (and sometimes did) result in termination or career-hindering criticism by their
supervisors. Employees who engaged in misconduct most frequently associated their behavior
with sales pressure, rather than compensation incentives, although the latter contributed to
problematic behavior by over-weighting sales as against customer service or other factors.
Conversely, employees saw that the individuals most likely to be praised, rewarded and held out
as models for success were high sales performers.

This was especially true in areas where bad practices tended to disproportionately cluster,
like Los Angeles and Arizona. Senior bankers there were particularly associated with extreme
pressure, in some cases calling their subordinates several times a day to check in on sales
performance and chastising those who failed to meet sales objectives. Certain managers also
explicitly encouraged their subordinates to sell unnecessary products to their customers in an
effort to meet the Community Bank’s sales goals.

The Community Bank identified itself as a sales organization, like department or retail
stores, rather than a service-oriented financial institution. This provided justification for a

relentless focus on sales, abbreviated training and high employee turnover.



Wells Fargo’s decentralized organizational structure and the deference paid to the lines of
business contributed to the persistence of this environment. Tolstedt and certain of her inner
circle were insular and defensive and did not like to be challenged or hear negative information.
Even senior leaders within the Community Bank were frequently afraid of or discouraged from
airing contrary views. Tolstedt effectively challenged and resisted scrutiny both from within and
outside the Community Bank. She and her group risk officer not only failed to escalate issues
outside the Community Bank, but also worked to impede such escalation, including by keeping
from the Board information regarding the number of employees terminated for sales practice
violations. Although they likely did so to give themselves freedom to address these issues on
their own terms, rather than to encourage improper behavior,' the dire consequences and cost to
Wells Fargo are the same.

As this investigation confirmed, the only way definitively to address the broken sales
model and the root cause of sales practice abuses was to emphasize other metrics for
performance and to abandon exerting pressure through sales goals and sales-driven incentive
programs. With the concurrence of the Board, Wells Fargo announced on September 13, 2016,
that the Community Bank would eliminate product sales goals in the retail bank. To address
misaligned compensation incentives, in January 2017 Wells Fargo put in place a new incentive
program that focused on customer service rather than selling products.

Also, growing out of this investigation, on February 21, 2017, the Board announced the
termination for cause of four officers within the Community Bank: its Group Risk Officer, its
Head of Strategic Planning and Finance, who was primarily responsible for overseeing the sales

goals and incentive system, and two senior regional banking leaders who had headed Los

! Tolstedt provided no explanation since she declined, on advice of counsel, to be interviewed as part of this
investigation.



Angeles and Arizona and who encouraged and deployed especially improper and excessive sales
practices. In doing so, the Board accorded credit to and treated differently other senior
Community Bank leaders who made reasonable, good faith efforts to challenge and escalate
concerns over sales goals and conduct.

Previously, on September 25, 2016, the Board caused to be forfeited $19 million of
Carrie Tolstedt’s unvested equity awards and determined that she should not receive a bonus or
severance. On April 7, 2017, following consideration by the Human Resources Committee and
by the Independent Directors, it was determined that the finding made by the Board on
September 25, 2016, that cause existed for terminating Tolstedt’s employment was appropriate,
with resulting forfeiture of her outstanding stock options awards with a current intrinsic value of
approximately $47.3 million.

Senior Management

John Stumpf

On September 29, 2016, in testimony before the House Financial Services Committee,
John Stumpf stated that he is “fully accountable for all unethical sales practices in our retail
banking business” and acknowledged his failure for “not doing more sooner to address the
causes of this unacceptable activity.” While responsibility most surely does not lie with John
Stumpf alone, he rightfully acknowledged that he made significant mistakes and helped create
the culture that resulted in sales practice abuses.

After decades of success, Stumpf was Wells Fargo’s principal proponent and champion
of the decentralized business model and of cross-sell and the sales culture. His commitment to
them colored his response when sales practice issues became more prominent in 2013 and
subsequent years and led him to stand back and rely on the Community Bank to fix the problem,

even in the face of growing indications that the situation was worsening and threatened



substantial reputational harm to Wells Fargo. Because it was the responsibility of Community
Bank leadership to run the business “like they owned it,” Stumpf did not engage in investigation
and critical analysis to fully understand the problem. And, as discussed below, the corporate
control functions that reported to him and upon which he relied were similarly constrained by
Wells Fargo’s decentralized model.

Stumpf’s commitment to the sales culture also led him to minimize problems with it,
even when plausibly brought to his attention. Stumpf was by nature an optimistic executive who
refused to believe that the sales model was seriously impaired. His reaction invariably was that a
few bad employees were causing issues, but that the overwhelming majority of employees were
behaving properly. He was too late and too slow to call for inspection of or critical challenge to
the basic business model.

Stumpf’s long-standing working relationship with Tolstedt influenced his judgment as
well. Tolstedt reported to Stumpf until late 2015 and he admired her as a banker and for the
contributions she made to the Community Bank over many years. At the same time, he was
aware that many doubted that she remained the right person to lead the Community Bank in the
face of sales practice revelations, including the Board’s lead independent director and the head of
its Risk Committee. Stumpf nonetheless moved too slowly to address the management issue.

On September 25, 2016, in recognition of his accountability for unacceptable retail
banking sales practices, John Stumpf agreed with the Board to forfeit all of his unvested equity
awards in the approximate amount of $41 million and to receive no annual bonus for 2016. He
resigned as CEO and Chairman on October 12, 2016. On April 7, 2017, the Board additionally
determined that Wells Fargo will claw back approximately $28 million of Stumpf’s incentive

compensation paid in March 2016 under an equity grant made in 2013.
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Tim Sloan

Sloan served as Chief Financial Officer from 2011 to 2014 and then as head of the
Wholesale Bank until he was promoted to President and Chief Operating Officer in November
2015. In the latter position, he became Tolstedt’s immediate supervisor and assessed her
performance over several months before deciding that she should not continue to lead the
Community Bank.

In his two earlier positions, Sloan had little contact with sales practice matters. He heard
complaints about Tolstedt, including that she was a controlling manager who was not open to
criticism and did not work well with other parts of the organization. But by virtue of his
positions and responsibilities prior to becoming President and COQO, his direct involvement with
sales practice issues was limited.”

Corporate Control Organizations

Sections of the Report below describe how Wells Fargo control functions, specifically
Corporate Risk, the Law Department, Human Resources, Internal Investigations and Audit, dealt
with sales practice issues in the Community Bank. Several common themes — again,
substantially related to Wells Fargo’s culture and structure — hampered the ability of these
organizations to effectively analyze, size and escalate sales practice issues.

First, Wells Fargo’s decentralized organizational structure meant that centralized
functions had parallel units in the Community Bank, which impeded corporate-level insight into
and influence over the Community Bank. Historically, the risk function at Wells Fargo was
highly decentralized. The line of business risk managers were answerable principally to the

heads of their businesses and yet took the lead in assessing and addressing risk within their

* Sloan’s 2016 bonus and 2014 performance share payouts were reduced as part of the senior leadership collective
accountability actions discussed on pages 14-15.
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business units. The Risk Committee of the Board, consisting of the chairs of all the Board's
standing committees, was created in 2011 to oversee risk across the enterprise. This involved a
multi-year plan starting in 2013 to substantially grow Corporate Risk, to move toward
centralization of more risk functions and to enhance Corporate Risk’s ability to oversee the
management of risk in the lines of business. Consistent with this plan, the Board supported
major funding increases for Corporate Risk for 2014-2016. But, as problems with sales practices
in the Community Bank became more apparent in 2013-2015, Corporate Risk was still a work in
progress and the Chief Risk Officer had limited authority with respect to the Community Bank.
As events were unfolding, his visibility into risk issues at the Community Bank was hampered by
his dependence on its group risk officer and he was essentially confined to attempting to cajole
and persuade Tolstedt and the Community Bank to be more responsive to sales practice-related
risks.

Similarly, the decentralized structure of Human Resources contributed to a lack of
visibility into the scope and nature of sales practice problems. Almost all sales integrity cases
and issues touched upon some facet of the HR function, including with respect to employee
terminations, hiring, training, coaching, discipline, incentive compensation, performance
management, turnover, morale, work environment, claims and litigations. Despite this, there was
no coordinated effort by HR, either within the Community Bank or in Corporate HR, to track,
analyze or report on sales practice issues.

The fragmentation and decentralization of control functions needs to be and is being
addressed. In 2016, Corporate Risk realigned 4,100 risk employees from the business units to
the central risk organization, with an additional 1,100 to be realigned in 2017. Similarly, in

2016, Wells Fargo realigned and centralized various HR groups, including compensation and
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employee relations, so that they now report to Corporate HR rather than to the lines of business.
As a result, the head of HR in the Community Bank now reports to Corporate HR rather than to
the head of the Community Bank.

Second, and relatedly, the culture of substantial deference accorded to the lines of
business carried over into the control functions. Even when senior executives came to recognize
that sales practice issues within the Community Bank were a serious problem or were not being
addressed timely and sufficiently, they relied on Tolstedt and her senior managers to carry out
corrective actions. This culture of deference was particularly powerful in this instance since
Tolstedt was respected for her historical success at the Community Bank, was perceived to have
strong support from the CEO and was notoriously resistant to outside intervention and oversight.

Third, certain of the control functions often adopted a narrow “transactional” approach to
issues as they arose. They focused on the specific employee complaint or individual lawsuit that
was before them, missing opportunities to put them together in a way that might have revealed
sales practice problems to be more significant and systemic than was appreciated. As an
example, while HR had a great deal of information recorded in its systems, it had not developed
the means to consolidate information on sales practice issues and to report on them.

Similarly, attorneys in the Law Department’s Employment Section had visibility into the
scope and causes of sales practice misconduct and in fact made commendable attempts to
address it through, among other things, work on various committees. However, the Law
Department, particularly at its senior levels, did not discuss or appreciate the seriousness and
scale of sales practice issues within the Community Bank or fully consider whether there might

be a pattern of illegal conduct involved. Rather, the Department’s focus was on advising on
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discrete legal problems as they arose and on managing Wells Fargo’s exposure to specific
litigation risks.

The same holds true for Audit. Audit reviewed relevant controls and processes and
largely found them to be effective; however, while it had access to information regarding sales
practice concerns, it did not view its role to include analyzing more broadly the root cause of
improper conduct.

Finally, until as late as 2015, even as sales practices were labeled a “high risk” in
materials provided to the Risk Committee of the Board, there was a general perception within
Wells Fargo’s control functions that sales practice abuses were a problem of relatively modest
significance, the equivalent of a tolerable number of minor infractions or victimless crimes. This
underreaction to sales practice issues resulted in part from the incorrect belief, extending well
into 2015, that improper practices did not cause any “customer harm”; and “customer harm”
itself was narrowly construed to mean only financial harm such as fees and penalties. This
flawed perspective made it easy to undervalue the risk to Wells Fargo’s brand and reputation
arising from the misuse of customer information and the breaches of trust occasioned by
improper sales practices.

On February 28, 2017, the Board reduced compensation for eight current members of
Wells Fargo’s Operating Committee, including the heads of Corporate Risk, the Law
Department, Human Resources and Audit, based on senior leadership’s collective accountability
for operational and reputational risk. Annual 2016 bonuses for these individuals were eliminated
and the 2014 Performance Share Award payout was reduced by up to 50%, for an aggregate

reduction in compensation for these individuals of approximately $32 million. No further
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adjustments to the compensation of Operating Committee members are contemplated based on
the findings of this investigation.

The Board of Directors

In February 2014, following publication of newspaper articles critical of Wells Fargo’s
practices in Los Angeles, and continuously thereafter, management identified sales practices as a
“noteworthy risk” to the Board and Risk Committee. Before that time, sales practice issues had
not been identified to the Board as a noteworthy risk. The directors in 2014 received reports
from the Community Bank, from Corporate Risk and from Corporate Human Resources that
sales practice issues were receiving scrutiny and attention and, by early 2015, that the risks
associated with them had decreased. At the same time, as referenced above, the Risk Committee
and the Chief Risk Officer were continuing the program that had begun in 2013 to centralize and
increase the resources of Corporate Risk.

In May 2015, the Los Angeles City Attorney filed a lawsuit alleging widespread
improper sales practices at Wells Fargo branches in Los Angeles. Regulatory scrutiny
intensified as well. From May 2015 until settlements were announced in September 2016, the
Board’s and Risk Committee’s meetings addressed sales practice issues, resolving the Los
Angeles litigation, responding to regulatory concerns and remediating customer harm. The
Board and Risk Committee authorized the retention of third-party consultants to investigate sales
practices and procedures in the Community Bank and to conduct an analysis of customer harm
and remediation.

While management appropriately identified sales practice issues to the Board and Risk
Committee by way of the written noteworthy risk reports, the written and oral presentations
made to the Risk Committee in May 2015 and to the full Board in October 2015 were

inadequate. Board members believe that they were misinformed by the presentation made to the
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Risk Committee in May 2015 — which disclosed that 230 employees had been terminated in the
Community Bank but did not provide aggregate Community Bank-wide termination figures that
the Risk Committee had expressly requested and which were far higher. A subsequent report to
the entire Board by Tolstedt in October 2015 was widely viewed by directors as having
minimized and understated problems at the Community Bank.

In May 2016, the Board’s Audit & Examination (“A&E”) Committee received a written
presentation providing accurate termination figures for sales practice violations in the
Community Bank for 2014 and 2015: 1,327 in 2014, declining by 30% to 960 in 2015. In July,
the A&E Committee received termination figures for the first five months of 2016: 483 in the
Community Bank. Tolstedt left the Community Bank effective July 31, 2016.

On September 8, 2016, through settlements with the Consumer Financial Protection
Bureau (the “CFPB”), the Office of the Comptroller of the Currency (“OCC”) and the Los
Angeles City Attorney, the Board learned for the first time that approximately 5,300 Wells Fargo
employees had been terminated for sales practice violations between January 1, 2011, and March
7,2016. Discontinuation of sales goals and commencement of this investigation followed
shortly thereafter.

The Committee believes that the Board’s own actions could have been improved in three
respects. First, even though the Risk Committee and Board initiated a comprehensive program
in 2013, noted above, to increase the resources and enhance the effectiveness of Corporate Risk,
Wells Fargo should have moved toward the centralization of the risk function earlier than it did.
While the advisability of centralization was subject to considerable disagreement within Wells
Fargo, events show that a strong centralized risk function is most suited to the effective

management of risk.
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Second, starting in February 2014 and continuing thereafter, the Board and Risk
Committee received from management assurances that Corporate Risk, HR and the Community
Bank were undertaking enhanced monitoring and otherwise were addressing sales practice
abuses, which were said to be subsiding. Management’s reports, however, generally lacked
detail and were not accompanied by concrete action plans and metrics to track plan performance.
The Risk Committee and Board should have insisted on more detailed and concrete plans, a
practice initiated this year.

Third, in light of the Board’s substantial doubts about and dissatisfaction with Tolstedt’s
leadership by the time of the October 2015 Board meeting, the Board should have been more
forceful in pushing Stumpf to change leadership so that the Community Bank could move
forward more quickly.

Finally, without waiting for completion of this investigation, the Board made several
changes to its own corporate governance. In early 2017, Wells Fargo combined Global Ethics
and Integrity, Internal Investigations and sales practices and complaint oversight into a new
Office of Ethics, Oversight, and Integrity, and the Risk Committee’s responsibilities have been
expanded to include oversight of that office. In addition, the Office of Ethics, Oversight, and
Integrity will report on its activities to the full Board at least twice a year. The Human
Resources Committee’s charter was modified to expand oversight of the incentive compensation
risk management program, with support from Corporate HR, and to increase its oversight of
terminations, culture and EthicsLine implementation. The Corporate Responsibility
Committee’s charter was also amended to require that the committee receive enhanced reporting
from management on customer complaints and allegations from other sources, such as the

EthicsLine, relating to customers. And the A&E Committee’s oversight responsibilities for legal
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and regulatory compliance were broadened to include the company’s compliance culture. These
steps should help to clarify Board oversight of conduct risk, provide for greater centralization of
review and oversight and augment reporting to the Board of the type of issues that contributed to

the breakdown in Wells Fargo’s sales culture.
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I11.

Key Factual Findings

The Community Bank

A. Introduction

Wells Fargo operated on a decentralized model inherited from Norwest. Since at least
the time of the 1998 merger between the two banks, a commonplace phrase within the company
was “run it like you own it.” This guiding principle encapsulated the freedom Wells Fargo’s
lines of business traditionally had not only to determine their own business activities, but also to
independently exercise staff and control functions, such as Risk and Human Resources.

Carrie Tolstedt, who was promoted to be the head of regional banking in the Community
Bank in 2002 and the head of the Community Bank in 2007, was one of those leaders. And
while Wells Fargo’s decentralized model naturally afforded Tolstedt significant independence in
that position, her record of success and strong financial performance enabled Tolstedt to
maintain and enhance her authority.

B. The Community Bank’s Aggressive Sales Culture

The Community Bank’s sales model emphasized sales volume and relied heavily on
consistent year-over-year sales growth. While the level of input into each year’s goals by
regional banking leaders — those responsible for particular retail banking regions — rose and
fell over time, sales goals were ultimately the responsibility of Community Bank leadership, in
particular Carrie Tolstedt and Matthew Raphaelson, the Community Bank’s head of Strategic
Planning and Finance. In many instances, Community Bank leadership recognized that their
plans were unattainable — they were commonly referred to as 50/50 plans, meaning that there

was an expectation that only half the regions would be able to meet them.
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Once set, the sales goals were pushed down to the regions, and ultimately to Wells Fargo
retail bank branches, and at each level in the hierarchy, employees were measured on how they
performed relative to these goals. They were ranked against one another on their performance
relative to goals, and their incentive compensation and promotional opportunities were
determined relative to those goals. That system created intense pressure to perform and, in
certain areas, local or regional managers imposed excessive pressure on their subordinates.

1. Regional bank-wide rankings and campaigns

a. Motivator reports

Regional bank-wide sales-reporting processes included frequent rankings against
individual, branch and regional sales goals, and against one another. Witnesses frequently cited
daily and monthly “Motivator” reports as a source of pressure. These reports contained monthly,
quarterly and year-to-date sales goals, and highlighted sales rankings down to the retail bank
district level. Circulation of the reports — and their focus on sales-based rankings — ramped up
pressure on managers, such that some “lived and died by” the Motivator results. Witnesses also
described that in some areas there was an extremely competitive environment, driven in
significant part by regular rankings. These reports were ultimately discontinued in 2014 after the
Community Bank hosted “Leadership Summits” in which regional leaders recommended
changing or eliminating Motivators due to the culture of shaming and sales pressure they
perpetuated.

b. Retail scorecards

Similarly, retail scorecards generated significant sales pressure within the Community
Bank. The scorecards, instituted by Tolstedt when she took over the Community Bank,
measured how an employee or manager was performing compared to the sales plan. Scorecards

were segmented by business drivers and updated on a daily basis, and employees and managers
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could check their progress against the sales plan at any time and were actively encouraged to do
so. Certain managers made meeting scorecard requirements their sole objective, a tactic referred
to as “managing to the scorecard.” As a result, employees reporting to these managers were
consistently pressured to meet scorecard goals.

c. Sales campaigns (including Jump into January)

Regional bank-wide sales campaigns — most significantly, the Jump into January
campaign — were also closely associated with increasing misconduct over time. Jump into
January, created in 2003, aimed to motivate employees to “start the New Year strong by
achieving and exceeding January goals.” The Community Bank imposed higher daily sales
targets on bankers in the month of January and emphasized and rewarded higher sales activity
levels. While many witnesses suggested that the initial impetus for the campaign was
appropriate, witnesses almost universally agreed that the campaign was distorted over time and
became a breeding ground for bad behavior that helped cement the sales culture’s negative
characteristics. Witnesses recalled that bankers were encouraged to make prospect lists of
friends and family members who were potential Jump into January sales targets, and often would
“sandbag” (temporarily withhold) December account openings until January in order to meet
sales targets and incentives. The pressure associated with the campaign manifested itself in
higher rates of low quality accounts, as confirmed by the “Rolling Funding Rate,” a quality
metric used by the Community Bank to track the rate at which its customers “fund” (place more
than a de minimis amount into) new checking or savings accounts.” FTI Consulting’s analysis of
the Rolling Funding Rate showed that the Community Bank rate of funding for January was

lower than the average Community Bank monthly Rolling Funding Rate in all years starting in

’ While many reasons may explain why a customer chooses not to fund a new account, the Rolling Funding Rate
was useful in measuring the rate at which the Community Bank was making “quality” sales to its customers.
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2008. The January campaign also resulted in increased employee turnover and, in some areas,
no paid-time-off or training during the month.

As the Jump into January program continued, many senior regional leaders expressed
concerns over the high sales pressure it fostered and referenced the prevalence of lower quality
accounts opened in January. But, according to one witness, the Community Bank was hesitant to
end the program because Tolstedt was “scared to death” that it could hurt sales figures for the
entire year. In 2013, Jump into January was replaced with Accelerate, a sales campaign that ran
from January to March. The Accelerate campaign placed more emphasis on banker-customer
interactions and the customer experience, but some witnesses described Accelerate as feeling
like a mere “name change” from the Jump into January campaign.

2. Regional management practices

The negative consequences of these regional bank-wide processes were exacerbated by
management in certain regions who over-emphasized the use of sales rankings and campaigns
and employed other aggressive practices. California and Arizona in particular consistently
ranked among the top states for sales practice problems, in part based on sales pressure tactics
encouraged by certain regional managers.

a. Los Angeles

Los Angeles experienced a disproportionately high rate of sales integrity issues over
time, and certain leaders in Los Angeles were associated with creating a high-pressure
environment. Witnesses consistently described Shelley Freeman — who was Regional President
in Los Angeles until 2009, then became the Lead Regional President in Florida until 2013 — as
an aggressive sales manager who created significant sales pressure. For instance, Freeman
authored her own “motivator” emails, which featured her team’s ranking on the Community

Bank’s “Motivator” and strongly emphasized the importance of increasing sales and being
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number one. For example, in an August 2007 email, Freeman stated, “[t]his morning we are #15
on the motivator @ and we are at 99% of solutions [products], 93% of profit and 105% of
checking. I hate numbers that start with 9! I like ones that have three digits and start with a 1, as
in 105 or 110.” Freeman was particularly aggressive in her Jump into January campaigns;
witnesses described the practice of “running the gauntlet,” in which district managers dressed up
in themed costumes, formed a gauntlet and had each manager run down the line to a whiteboard
and report the number of sales they achieved. Witnesses also stated that Freeman suggested to
subordinates that they encourage customers to sign up for products regardless of need.

After the merger with Wachovia, Wells Fargo sent Freeman to Florida. She continued to
impose significant sales pressure; according to one witness, she strongly emphasized the
importance of hitting sales goals and tolerated increased low quality accounts — as did members
of Community Bank senior leadership — as a consequence of striving for increased sales. As an
example, by September 2012 the Rolling Funding Rate for Florida had dropped to approximately
71%, lower than the Rolling Fund Rate for the entire Community Bank, which had itself
declined to approximately 77%. However, witnesses also stated that over time Freeman started
to focus more energy on sales quality. In an email she sent in 2012, several years after her move
to Florida, Freeman expressed regret for her prior adherence to stack rankings: “my experience is
that [rankings] foster[] more bad behavior than good behavior. I’m truly sorry that I spent those
first few years saying LA Metro was #1 on the motivator.”*

Freeman’s successor in Los Angeles, John Sotoodeh, also displayed a high-pressure
management style, particularly in San Diego prior to moving to Los Angeles. And Sotoodeh

presided over Los Angeles when it became the epicenter of the simulated funding phenomenon

* Freeman was terminated for cause in connection with the Committee’s investigation on February 21, 2017.
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that came to light in 2013. However, multiple witnesses described Sotoodeh as having made
significant attempts to improve the sales culture in Los Angeles. He instituted an employee
recognition system which integrated customer experience scores in addition to sales
performance, and developed several new training initiatives to help employees hone their
customer service skills and reinforce sales ethics, including a program specifically addressing the
Jump into January campaign. In addition, the Rolling Funding Rate improved in Los Angeles
over time. Until 2009, the Rolling Funding Rate for Los Angeles Regional Banking was
consistently (and in many periods significantly) lower than the Community Bank’s overall
Rolling Funding Rate; after 2009, the region’s Rolling Funding Rate consistently bettered the
Community Bank’s Rolling Funding Rate.’

Lisa Stevens became the Regional President for California in 2009, then head of the West
Coast in 2010, reporting directly to Tolstedt; she was Sotoodeh’s supervisor during that time
until he left Los Angeles at the end of 2014. Like Sotoodeh, she was responsible for areas with
significant sales practice issues; indeed, as her regional leadership team acknowledged, the West
Coast region continued to be an “unfortunate leader” in sales integrity violations after her arrival.
At least in part, this resulted from an aggressive sales culture that she inherited and the continued
imposition by Community Bank leadership of significant sales growth expectations. As
described below on pages 39-43 and 64-65, however, Stevens was a vocal advocate within the
Community Bank for instituting changes to the sales goals model and to the sorts of behaviors
that the Community Bank incentivized, and she discussed her concerns with senior employees

outside the Community Bank, including Chief Risk Officer Michael Loughlin.

> To determine whether these trends in Los Angeles were affected by simulated funding — the phenomenon in
which bankers used customer funds from one account to surreptitiously fund another account, identified in Wells
Fargo’s settlement with the CFPB on September 8, 2016 — FTI Consulting conducted an analysis backing out all
potentially simulated funding accounts identified by Wells Fargo’s consultant, PricewaterhouseCoopers. The trends
remained consistent with those described above.

24



b. Arizona

Pam Conboy, Arizona Regional Banking’s leader from 2007 to 2017, drove Arizona from
last place to first in Community Bank regional sales performance stack rankings within two years
of taking her position. Multiple witnesses stated that she did this through employing both
effective and appropriate management techniques but also through intense sales pressure, such as
a very heavy emphasis on rankings and sales performance. This manifested through multiple
daily calls to discuss sales results and regular “rally” days that extended the Jump into January
campaign throughout the year (thus, Fly into February; March into March; etc.). Multiple
witnesses also said that Conboy or certain of her subordinates encouraged bankers to sell
customers “duplicate accounts” regardless of actual customer need. One manager reporting to
Conboy lamented that Arizona district managers “taught branch managers how to sell same day
multiple account opens to customers with false customer needs”; another reported that “some
Managers and Bankers feel a bit uncomfortable opening multiple DDA’s [sic] on the same day
for a customer” because “it feels as though they are manipulating the sales system.” Conboy
also told subordinates that they should not overemphasize quality accounts, but should manage to
the Community Bank’s minimum quality standard in order not to miss productive sales
opportunities; Conboy stated to one district manager that “your team should be managing within
the 87.5% [Rolling Funding Rate] guideline at a store level . . . You and I have discussed the
opportunity costs of 100% funded accounts . . . my direction would be to coach your stores and
MPs to remain above the combined 87.5% [Rolling Funding Rate] . .. ."°

While witnesses stated that many regions did not mimic Arizona’s practices, Tolstedt

held Conboy up as a model for success. For example, Conboy was asked to make a presentation

% Conboy was terminated for cause in connection with the Committee’s investigation on February 21, 2017.
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at a leadership conference in 2010 during which she discussed Arizona’s practices, including in
particular the use of daily “morning huddles” to discuss the previous day’s sales reports and
encouragement of district managers to call and check on branches multiple times per day.
Witnesses also said that regional leaders were sent to study Conboy’s leadership techniques and
Conboy traveled to teach them to other regions.

c. Simulated funding

Wells Fargo’s sales practice issues first came to public attention through articles in the
Los Angeles Times that spotlighted troubling practices engaged in by some employees in Los
Angeles. Those practices included simulated funding, where an employee transferred funds from
one customer account to another, sometimes unauthorized, account (or deposited and withdrew
the employee’s own funds) to make it appear that the second account had been “funded” by the
customer. Employees did this because the number of accounts they opened and the rate at which
those accounts were funded were important to achieve sales goals and incentive compensation
targets.

In 2015, Wells Fargo retained PricewaterhouseCoopers (“PwC”) to identify, among other
things, checking and savings accounts across the Wells Fargo retail bank potentially subject to
simulated funding;’ PwC’s analysis included accounts opened in May 2011 through July 2015.
For this Report, FTT Consulting looked at account opening trends in this population of potential

simulated funding accounts over time and across geographies.® FTI Consulting found that the

7 As identified in the September 8, 2016 CFPB Consent Order, this population consists of 1,534,280 deposit
accounts that may not have been authorized and that may have been funded through simulated funding, or
transferring funds from consumers’ existing accounts without their knowledge or consent.” Wells Fargo provided
this data to FTI Consulting; FTI Consulting did not independently test this population. While the accounts
referenced in the Consent Order were only potentially, but not necessarily, the product of simulated funding, FTI
Consulting used that population as a reasonable basis to examine the trends referenced in this section.

¥ In performing its work referenced in the Report, FTI Consulting relied on data provided to it by Wells Fargo.
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number of potential simulated funding accounts peaked in the first quarter of 2012 and again (at
a slightly lower level) in the third quarter of 2013. The number then steadily decreased through
July 20135, the end of the review period.

When broken down by state, the potential simulated funding account population showed
that California and Arizona were the epicenters of simulated funding. California had the highest
volume of potential simulated funding accounts, followed by Arizona (Florida had the fourth
highest volume). California and Arizona were considerably higher in accounts “per employee”
(in other words, accounting for different Wells Fargo employee headcounts in different
geographies) than other states through 2013.° Analyzing the data by examining individual Wells
Fargo retail bank regions, Los Angeles/Orange County Regional Banking and Arizona
Community Banking had the highest volume of potential simulated funding accounts. Los
Angeles/Orange County Regional Banking and Arizona Community Banking ranked first and

third, respectively, in the volume of potential simulated funding accounts on a “per employee”

basis.

C. Performance Management and Incentive Plans Added Significant Additional Risk to the
Sales Model
1. Performance management

How employees were hired, promoted and incentivized added significant additional risk
to the Community Bank’s sales model. Community Bank leadership regularly likened the retail
bank to non-bank retailers, a view that created a tolerance for high employee turnover.
Community Bank-wide rolling 12-month average turnover reached at least 30% in every period

from January 2011 to December 2015, and as high as 41% for the 12-month period ending in

? This analysis excludes states with an average headcount of 30 or less during the same period.
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October 2012."° Some Community Bank leaders did not view reducing turnover as a priority
because they saw high turnover as a normal aspect of a retail business. Tolstedt’s view, as
described by one witness, was that there were always people willing to work in Wells Fargo
branches.

As a result of the retail focus, many Wells Fargo branch employees were relatively
inexperienced, and many witnesses stated that together with the high-pressure environment this
contributed to employees not doing things “the right way.” In addition, witnesses said that
inexperienced bankers frequently were promoted based on sales success and became
inexperienced managers who understood that success was measured by sales performance. More
generally, witnesses consistently stated that promotions at all levels in the Community Bank
were regularly — though not exclusively or in every region — based on sales performance. To
many employees, the route to success was selling more than your peers. Conversely, witnesses
said that many employees feared being penalized by their managers for failing to meet sales
goals; while the investigation did not establish the numbers, witnesses stated that employees
were at times transferred to different roles or terminated for failing to meet sales goals.

2. Incentive compensation

Compensation plans for branch bankers were structured such that bankers had to meet
certain threshold requirements to be eligible for incentive compensation. The thresholds varied
by employee position and changed over time. Typically there were minimum requirements for

products sold per day, daily profit, packages sold per quarter, quarterly partner referrals and/or

' In a September 2012 report, referenced in more detail at pages 42, 64-65, Matthew Raphaelson noted that “[t]he
most recent benchmark study shows that our voluntary turnover rates are higher than other financial services
companies, but significantly lower than retailers.” Raphaelson reported that the other unidentified financial services
companies also had significant turnover rates: citing 2010 (rather than 2012) data, the report indicated that the
Community Bank’s annual turnover rate for tellers was 33%, compared to 28% for other financial services
companies; for personal bankers, 27% to 23%; for service managers, 10% to 8%; and for branch managers, 11% to
10%.
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the number of loans made per quarter. Once employees satisfied the minimum thresholds, they
could earn compensation based on “opportunities,” which included rewards based on the number
of products sold per day, daily profit and 11 Ways to WOW! (a customer experience metric),
among other categories. There were various tiers of incentive compensation within each
opportunity, including bronze, silver, gold and, for certain years, platinum; each tier included a
goal bankers could meet and a corresponding financial reward. The goals graduated for each
performance tier, and, as the goals went up, the payout rose. In the first quarter of 2012, for
example, a banker who achieved approximately nine qualifying daily sales could receive a $250
quarterly payout; a banker who achieved approximately 11 qualifying daily sales could receive a
quarterly payout twice that amount, and a banker who achieved 13 qualifying daily sales could
receive an $800 quarterly payout.

After 2010, Wells Fargo also aligned performance management and recognition with
sales goals, so that incentive compensation and performance rating were both associated with
sales. This effectively meant that bankers, branch managers and district managers who did not
meet sales goals not only could miss out on opportunities to earn incentive compensation, but
were also at risk of poor performance reviews. However, two witnesses stated that in around
2013 or 2014, Community Bank HR instructed that people should not be terminated for failure to
meet sales goals, and Wells Fargo transitioned into a qualitative rating system. According to one
of the witnesses, this transition was made in part because of concern that connecting sales goals
to performance rating was driving unethical behavior.

Incentive compensation for all regional bankers above the branch-banker level likewise
included a sales component. For district managers, sales were weighted at a third of total

incentive compensation requirements (other factors included a “profit proxy” and customer
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experience). Beginning in 2010, sales quality became an additional component (in 2010, for
instance, district managers were required to achieve a Rolling Funding Rate of 85%, or risk
having their incentive compensation reduced). Sales achievement was similarly a component of
incentive compensation requirements for more senior managers (for example, region presidents).
For these positions, sales were generally weighted at between 20 and 25% of total incentive
compensation requirements.

Many witnesses believed that incentive compensation plans overly emphasized sales
performance, and many complained to Community Bank leadership that incentive plan goals
were too high, too focused on sales and led to bad behavior. Because good performance was
deemed in large part to mean meeting or exceeding sales goals, and poor performance in many
instances led to shaming or worse, many employees believed that their future at Wells Fargo
depended on how many products they sold. In a January 2012 email to a colleague, a
Community Bank marketing leader wrote that, despite an increased emphasis on customer needs,
“we consistently put more focus on solutions, we increase the solutions goals . . . the message
[employees] are receiving is that Solutions continue to be king and everything else falls below
that.”

Ironically, in a 2004 email to Stumpf, Tolstedt acknowledged the importance of setting
compensation plans such that they incentivize appropriate behaviors. Specifically, she noted: “I
think you have to balance cross sell with the right incentive plan and other measures so that you
ensure you have quality cross sell. Many banks . . . build products that encourage the wrong
sales behavior. They encourage their sales force to sell a second account free, multiple savings
accounts free, etc. Then if you incent a team of bankers on top of that around sales per day alone

you are asking for trouble.” Tolstedt acknowledged the need to balance cross-sell, household
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penetration and household profitability measures, and to have a balanced incentive plan based on
units and profit. “If you look at one metric alone and don’t build an integrated model, you are
asking for low value, unfunded bad cross sell that will not add up to revenue growth or
retention.” As described herein, Tolstedt did not follow her own advice.

D. Discovery of and Growth in Sales Practice Violations

1. Overview

In 2002, the Community Bank took steps to address an increase in sales practice
violations, including the creation of a sales integrity task force. The task force undertook various
initiatives, including the implementation of a sales integrity training program and certification,
the modification of incentive plans to reduce the promotion of undesirable behaviors and
utilization of audit programs to identify suspicious activity. The Community Bank also began to
track funding rates to measure the quality of sales.

In 2004, a member of Wells Fargo’s Internal Investigations group drafted a memorandum
addressing sales practice issues. As described in more detail at pages 89-90 below, the
memorandum noted an increase in annual sales gaming cases — defined as the manipulation
and/or misrepresentation of sales to receive compensation or meet sales goals — from 63 in 2000
to a projected 680 in 2004. The memorandum noted a similar increase in terminations, from 21
in 2000 to a projected 223 in 2004.

Despite the recognition by 2004 of both the increasing scope of sales practice issues and
their association with sales incentives, the problem continued to grow. While some good-faith
efforts were made to address the issue, witnesses consistently stated that the Community Bank’s
leadership was unwilling to make fundamental changes — as one witness put it, there was “no
appetite to change the model” — and felt that the associated risks could be managed

appropriately by increasing training, detecting wrongdoing and punishing wrongdoers.
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Both within and outside the Community Bank, there was insufficient appreciation of the
impact of, or harm caused by, sales practice misconduct, due in part to the failure to frame the
issue appropriately. First, insufficient regard was paid to the effect of the violations on
customers. When individuals were terminated for sales practice violations, absent clear theft or
specific customer complaints, the potential effect on customers was not regularly assessed. Even
when Wells Fargo investigated or terminated employees following publication of the Los
Angeles Times articles in 2013, there was no adequate investigation to identify and address
injuries that customers might have suffered. While this may have been due to an incorrect
understanding of how the bank’s system in certain instances collected fees charged to an
unauthorized account from a linked authorized account, more should have been done sooner to
determine customer harm. It was not until the Los Angeles City Attorney suit in May 2015 that
it was even recognized that customer harm — in the form of fees — was possible with simulated
funding. Second, and perhaps more importantly, the Community Bank did not consider non-
financial harm to customers resulting from the misuse of personal information or the opening of
accounts in their names without their authorization. Third, the Community Bank did not
adequately consider the significant reputational risk associated with sales practice misconduct.

The failure to frame the issue properly extended to senior management’s view that firing
1% of the Community Bank workforce every year for sales integrity violations was acceptable.
For example, in November 2013, in the wake of the first Los Angeles Times article on sales
practice issues, John Stumpf asked for data on the number of terminations associated with sales
integrity violations. When the data showed that 1% of employees had been terminated for such
violations, Stumpf, Tolstedt and other Community Bank leaders received the figure positively,

believing it proved that a vast majority of individuals were behaving appropriately. When the
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figure came up again in 2015, Stumpf reacted similarly in an email to Tim Sloan, detailed at
pages 55-56. Raphaelson, when presented with data showing ethics-related terminations of a
similar magnitude in 2013, wrote that it was “mind boggling to me it’s so low — I think it shows
our [employees] are significantly more ethical than the general population (no data whatsoever to
back that up, just impressionistic comment!).” The senior leaders did not consider that the 1%
represented only employees who were caught engaging in sales practice misconduct. Moreover,
even accounting for the Community Bank’s high turnover rate, firing 1% of the workforce each
year meant over time that more than 1% were engaging in terminable misconduct.

2. ICE data

FTI Consulting examined data extracted from Wells Fargo’s Investigations Controlled
Electronically (“ICE”) database to determine how the volume of allegations and terminations
associated with sales practice misconduct trended over time. The volume of reported
allegations'' of employee involvement in sales practice-related misconduct'? steadily increased
from 288 in the second quarter of 2007 to 1,469 in the fourth quarter of 2013 (because of
significant changes in employee populations over this period, FTT Consulting also analyzed the

trend on a “per-employee” basis; it nearly tripled over this same period). Reported allegations

" For purposes of its analysis, FTI Consulting considered each ICE record to be a unique allegation, termination or
resignation. Allegations include referrals or reports of misconduct to be investigated and substantiated by Internal
Investigations.

'2 The figures referenced here are based on categorizations used by Wells Fargo Internal Investigations, which
generally designated sales integrity-related records as “Sales Integrity Violations” or, in a later period, “Sales
Practices/Incentive Plan Misconduct.” While FTT Consulting’s analyses were reliant on the accuracy of Wells
Fargo’s categorizations, both FTI Consulting and Shearman & Sterling reviewed a subset of the underlying
investigation narratives and found Wells Fargo’s categorizations generally reliable. As used here, “sales practice
misconduct” includes the following subtypes, some of which are more likely than others to be associated with
conduct that affects customers: Customer Consent; False Entries/CIP Violations; Fictitious Customer; Funding
Manipulation; Inappropriate Account Opening; Incentive Manipulation; Manipulation of Delegation of Authority;
Online Banking; Other; Product Manipulation; Reassignment of Sales Credit; Referrals; and Unnecessary Accounts.
The largest subtype by volume, “Customer Consent,” which is defined by Wells Fargo as “allegations of the
booking or sale of any banking product without the knowledge or official direct consent of the primary customer
and/or joint account/product holder,” made up 39% of total allegations over the period beginning in the first quarter
of 2008 and ending in the first quarter of 2016.
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then decreased to 958 in the first quarter of 2016. FTI Consulting also looked at the subset of
these allegations likely to have affected customers by backing out allegations unlikely to have
had customer impact.”> The volume of allegations rose from a low of 336 in the first quarter of
2008 to a high of 1,050 allegations in the fourth quarter of 2013 (on a “per employee” basis, the
rate doubled over this same period). There were 730 such allegations in the first quarter of 2016.

FTI Consulting performed similar analyses with respect to terminations and resignations
arising out of investigations triggered by the allegations referenced in the previous paragraph.
The trends were the same as with allegations; in the second quarter of 2007 there were 61
terminations or resignations relating to sales practice misconduct, and the number rose to a high
of 447 in the fourth quarter of 2013 (on a “per employee” basis, the rate quadrupled). The
number of terminations or resignations declined to 162 in the first quarter of 2016. Focusing on
those subtypes of sales practice misconduct most likely to be associated with conduct affecting
customers, the trends remained the same; the volume of terminations and resignations rose from
106 in the first quarter of 2008 to a high of 339 in the fourth quarter of 2013 (on a “per
employee” basis, an increase of 50%). The number then decreased to 122 in the first quarter of
2016.

To determine whether the data were consistent with other evidence showing
concentrations of misconduct in certain locations, FTT Consulting examined overall sales
practice misconduct allegations and terminations/resignations by state during the period April

2007 to March 2016. California had by far the highest number of sales practice-related

"> FTI Consulting backed out sales practice subtypes for the period beginning the first quarter of 2008 and ending
the first quarter of 2016 (the use of subtypes was not established until 2008). The excluded subtypes, identified by
Shearman & Sterling, were “Reassignment of Sales Credit” and “Referrals.” Reassignment of Sales Credit is
defined as “allegations of one team member making referral contacts or product sales and reassigning the credit(s) to
another team member in need of sales.” Referrals is defined as “invalid sales referrals gained by directing traffic, or
inappropriately received by another team member when an actual sales referral was not made.”
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allegations (27.9% of total) and terminations/resignations (28.2% of total); Florida had the third
highest number in both categories (9.2% and 9.1%, respectively). FTI Consulting also examined
the data on a “per employee” basis; while California was no longer an outlier, it was among the
top five states (as was Arizona with respect to allegations)."* FTI Consulting conducted a similar
analysis, including only allegations and terminations/resignations categorized as “Customer
Consent” (opening accounts without customer authorization), over the period January 2008 to
March 2016. California (32.3% of total), Florida (8.9%) and Arizona (8.5%) had the most
Customer Consent allegations, and California (33.3% of total) and Florida (9.3%) ranked first
and third for most Customer Consent terminations/resignations. On a Customer Consent
allegations “per employee” basis, California and Arizona were among the top five states. On a
Customer Consent terminations/resignations “per employee” basis, California and Florida were
among the top five.

3. Review of investigation descriptions in Wells Fargo’s ICE database

Separate from FTT Consulting’s quantitative analyses, Shearman & Sterling reviewed
1,341 of the individual ICE investigation records associated with employee terminations and
resignations taking place from 2008 to 2016 to better understand what motivated employees to
commit sales practice misconduct.

a. Types of misconduct

Sales practice or sales integrity issues encompass an array of misconduct, ranging from
behavior that affected only Wells Fargo (such as claiming an improper referral credit) to
behavior that affected customers (such as opening unauthorized accounts and simulated funding).

The misconduct represented in the ICE records reviewed by Shearman & Sterling included

'* All state and region-level “per employee” analyses referenced in the Report exclude states/regions with an annual
average headcount of less than 1,000, except as noted in footnote 9.
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customer consent, generally employees opening unauthorized personal checking or savings
accounts for existing customers;"” falsification of bank records, generally falsifying customer
identification or contact information or forging customer signatures; funding manipulation,
generally employees funding an account held by a customer with their own money or money
from another account held by that customer; and the creation of unnecessary accounts, generally
employees opening accounts which served no customer financial need (a category added in
2015)."°

Shearman & Sterling did not statistically sample the records, but focused on a cross-
section related to investigations resulting in terminations or resignations and coded by Wells
Fargo as associated with activity that likely affected customers. Although managers made up a
minority of terminated/resigned employees, the review disproportionately focused on managers
to help assess where in the organization employee misconduct was being actively encouraged or

directed. Almost all terminated/resigned managers were lower level supervisors employed in

'* Sales practice concerns also have been implicated with respect to the Community Bank’s online insurance referral
program, in which customers could purchase insurance directly from third-party carriers via a link on the Wells
Fargo website and branch kiosks. In particular, in November 2016, Prudential Insurance Company of America (one
of the third-party carriers in the referral program) informed Wells Fargo that it had received a customer complaint
through its fraud hotline alleging that a Prudential simplified term life insurance policy had been purchased for a
Wells Fargo Community Bank customer without the customer’s consent, and that the customer had only become
aware of this policy when he received a cancellation notice in the mail. Wells Fargo has retained outside counsel to
conduct an investigation with respect to sales practices involving Community Bank online insurance product
referrals. That investigation is ongoing, and Shearman & Sterling is actively monitoring its progress. Insurance
referrals did count toward employee incentive compensation goals, but compared to products sold by branch bankers
the volume of insurance referred was extremely small.

' “Off-site” applications, associated with initiatives in which Wells Fargo bankers would collect product
applications at events or workplaces outside a Wells Fargo branch, featured prominently in records relating to both
customer consent and record falsification. In the reviewed records, employees often processed these applications,
which did not require the customer to complete paperwork or provide authorization at the branch, without first
properly acquiring customer consent or relevant customer information, such as drivers’ license details. For example,
one branch banker cited explicit instructions from her branch manager to confirm customer consent only after
opening accounts. “Friends and family” accounts were also frequently referenced in the reviewed investigation
records; employees often described opening accounts for family and friends in order to meet sales goals. For
example, a branch manager had a teenage daughter with 24 accounts, an adult daughter with 18 accounts, a husband
with 21 accounts, a brother with 14 accounts and a father with 4 accounts.
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Wells Fargo branches such as branch managers, assistant branch managers and the like. Nine
employees senior to a branch manager were terminated or resigned between 2011 and 2015 as a
result of an investigation of sales practice misconduct; the most senior was an area president, two
levels up from a branch manager.

b. Rationales for misconduct

A majority of terminated employees, whether branch bankers or managers, admitted to
engaging in misconduct during the investigation. They frequently claimed that sales pressure
drove them to do so. Branch-level managers often felt pressure from their supervisors to make
sales, but only rarely did they state that they were explicitly instructed to engage in misconduct.
In addition to sales pressure, branch-level managers often cited the need to help branch
employees meet individual goals or reach branch goals. For example, one branch manager
investigated for creating unauthorized debit cards for existing customers stated that he often did
so to help branch bankers reach their targets; but in the case under investigation, he ordered the
cards because of difficulty keeping his branch staffed and his need to meet branch sales goals.

In nine of the 1,341 reviewed records, investigated employees accused district managers
(one level above branch managers) of explicitly directing misconduct; for example, one district
manager, according to the investigated employee, taught personal bankers to disguise
unnecessary accounts for family members within the computerized system. In ten cases, the
investigated employee referenced a district manager as creating pressure by sending multiple
daily emails to branches. In one instance, a district manager warned an employee during
onboarding that Wells Fargo provided a challenging and intense sales environment and that he
should be prepared to “[d]o whatever it took to meet numbers unless it was downright unethical.”

Employees below the branch manager level — lower level in-branch managers and non-

managers — frequently cited branch managers as actively directing misconduct or offering
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inappropriate guidance to subordinates on what constituted acceptable conduct. Non-managers
in particular attributed sales pressure to branch managers, and occasionally to district managers,
who incessantly pushed employees to make sales. As one branch employee described,
“everyone was aware of what was implied when the manager would state ‘it’s late in the day and
we need a certain number of accounts by the end of the day.’”

Some employees who engaged in funding manipulation, including simulated funding,
also cited sales quality thresholds necessary to receive sales credit as having prompted the
misconduct. In one instance, a service manager admitted to engaging in simulated funding to
receive sales credit; the investigation notes state that “[t]he WF funding policy at the time the
above listed accounts were opened was that $100 was needed to officially fund any new
checking or savings account in order for a banker to receive sales credit for opening the
accounts.” Some employees who committed bank record falsification said they were motivated
to engage in misconduct by Wells Fargo’s sales quality thresholds. In some reviewed records,
employees entered fake customer phone numbers or substituted their own email address for a
customer’s to prevent Wells Fargo from contacting customers who might provide a less than
perfect customer survey score. In one case, a branch manager falsified customer phone numbers
and instructed her employees to do the same, leading to the deletion of at least 192 customer
phone numbers, to circumvent customer survey polling.

Of note, while sales pressure and sales goals frequently figured in the investigation
descriptions, employees only infrequently referenced incentive compensation as a motivating
factor in their misconduct. While that may have been to some degree self-serving, it is consistent
with other evidence indicating that sales pressure and goals, rather than incentive compensation

directly, were the primary motivators of improper practices.
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c. How misconduct spread

The review of the investigation records shed light on the manner by which improper sales
practices spread within branches or districts. Several investigated employees, particularly those
who had received promotions, had worked in multiple branches at Wells Fargo. Inappropriate
coaching techniques spread between branches as employees relocated; for example, one East
Coast branch manager described learning to improperly bundle products (for example, presenting
debit cards as “coming with” personal accounts) while working on the West Coast. Within
branches, employees learned to manipulate customer information from former or fellow
managers, resulting in a high number of violations in particular branches.

E. Community Bank Leadership Insisted on Maintaining the Sales Model Despite Growing
Dissent from Regional Banking Leaders

The imposition of sales plans with significant annual growth and the regions’ increasing
difficulty in meeting those plans led senior Community Bank regional leadership to more
actively push back against Community Bank leadership over time. Despite the concerns being
expressed, senior Community Bank leaders paid insufficient attention to how increasingly
unattainable goals resulted in low quality accounts and, worse, improper behavior.

Sales integrity issues were particularly concentrated in the West Coast region, and several
regional leaders attributed this in part to the region’s high historical sales growth rate, which
Community Bank senior leaders were determined to continue. While not confined to the West
Coast, many of the issues involving sales practices and attitudes towards them are illustrated by
communications between West Coast regional leadership and Community Bank leadership. As
confirmed by several witnesses, West Coast Regional Bank Executive Lisa Stevens was
particularly outspoken about aggressive goals and their possible effects on sales quality and sales

integrity, as were members of her regional leadership team; while they were not the only regional
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leaders pushing back on sales goals and the goal setting process, they were among the most
vocal.

For example, in an October 2012 email, a member of Stevens’ regional leadership team
emailed Raphaelson regarding the 2013 sales plan, stating, “[a]s you and I have discussed, for
whatever reason, [the West Coast region] seems to be an unfortunate leader in ‘marginal sales’
and sales ethics issues and we(west Coast) [sic] need to ensure that a proper process is built to
reduce that. However, it is important that we build an appropriate sales plan that is consistent
with what we are trying to accomplish.” While West Coast leadership understood that the West
Coast had disproportionate numbers of sales practice issues, they needed the assistance of
Community Bank leadership to address it by providing appropriate plans that did not incentivize
low quality accounts and misconduct. The response of senior Community Bank leadership was
inadequate.

To help combat problems with the quality of the accounts, senior regional leaders pushed
Community Bank leaders, including Raphaelson, to stop incentivizing sales of “secondary”
checking accounts (accounts sold to customers who already had a checking account). While
some secondary accounts provide value to Wells Fargo and its customers, these leaders felt that
including them in sales and incentive plans motivated inefficient and sometimes unethical
behavior by branch bankers (as illustrated by the discussion of “duplicate” accounts in Arizona,
at page 25). For example, at a meeting with Tolstedt and West Coast leaders in August 2012,
one participant suggested to Tolstedt that the Community Bank should remove secondary
checking accounts from sales metrics, especially incentive plans, because bankers were
incentivized to sell low quality secondary accounts rather than focusing on products that would

contribute more value to Wells Fargo and its customers. And, according to a Midwest regional
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banking leader, at a regional leadership meeting in late 2012 where Tolstedt and her team
addressed declining daily sales, the general consensus among regional managers was to focus on
high-quality accounts; yet senior Community Bank leadership pushed the need to increase sales
per customer and the importance of secondary checking accounts."’

Regional leaders also emphasized in communications with senior Community Bank
leaders that the baseline for sales goals included a large number of low quality accounts that
were not fulfilling customer needs (multiple witnesses and email communications referred to
these as “junk™ accounts). The problem built on itself: attaining growth when the prior year’s
sales included a large number of low quality accounts meant that even more low quality accounts
had to be opened to hit the increased target.

The Community Bank’s senior leaders held a different perspective from their regional
leadership colleagues. They did not recognize the regions’ concerns about sales quality and sales
integrity, did not sufficiently appreciate the relationship between low quality accounts and sales
practice issues and generally viewed resistance from regional leaders as merely an attempt to
negotiate for reduced goals. In particular, senior Community Bank leaders viewed the efforts to
address goals by West Coast leadership as simply a cover-up for poor management; to them,
sales quality and integrity issues had to be resolved through better management, not decreased
goals. Community Bank leaders also tolerated low quality accounts — despite the fact that they
cost the bank money — in part because they thought that placing too much emphasis on quality
would result in the sale of fewer active accounts, which was an important driver of the sales

model. Many witnesses stated that Raphaelson encouraged regional leaders to offer secondary

'7 Regional leadership was unsuccessful in having their concerns about secondary checking accounts addressed even
as late as 2015. In that year, one regional leader wrote an email relating to removing secondary accounts from
incentive compensation plans, saying he and other regional leaders should “fight the good fight every year —
especially since I think one day we will be asked why it was part of the goal process to begin with.”
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accounts, espousing the philosophy that it was acceptable to sell ten low quality accounts to
realize one good one.

Management characterized these low quality accounts, including products later canceled
or never used and products that the customer did not want or need, as “slippage” and believed a
certain amount of slippage was the cost of doing business in any retail environment. In August
2012, a member of Raphaelson’s team emailed Tolstedt and Raphaelson, stating that the
products group was working on “just how much slippage is there.” He noted that “[t]hese are
mistakes (honest as in the bread-maker effect [buying something you intend to use but never do],
and dishonest — should never have been sold to the customer in the first place — wrong
customer/wrong product),” and that it is “going to [be] hard to decipher the bread maker effect
from wrong product/wrong customer piece”; and he expressed concern that “[i]f enforcement
actions [surrounding slippage] become too onerous, the risk is severe decrease in attempts. Play
becomes so safe, good opportunities are missed (the good to bad ratio).” The same employee
acknowledged in another email in September 2012 that “[m]arket and store level goals in recent
years, in many cases, were too aggressive and disconnected from realities of existing resources
and current productivity levels,” and concluded that “[t]his is a significant contributor to product
slippage, team turn-over and other inefficiencies.” When asked to explain the role of sales goals
and incentives to the Enterprise Risk Management Committee (“ERMC”), also in September
2012, Raphaelson noted that “product/customer mismatch” (which he defined as customers who
close an account after likely experiencing an “ineffective needs assessment) was being
“managed within acceptable tolerance rates.”

99 ¢

In the course of these discussions about “quality,” “slippage” and “product/customer

mismatch,” senior Community Bank leadership never adequately came to terms with the fact that
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their sales model resulted in increasing and unacceptable levels of both low quality accounts and
employee misconduct, and that some low quality accounts were likely opened without customer
consent. Despite senior Community Bank leaders’ reluctance to acknowledge the relationship
between the goals and bad behavior, that relationship is clearly seen in the data. As sales goals
became more difficult to achieve, the rate of misconduct rose, peaking in the fourth quarter of
2013 (see pages 33-34). At the same time, quality fell; the Rolling Funding Rate — the metric
designed by the Community Bank to measure the quality of new accounts — steadily declined
from approximately 90% in 2005 to below 80% in 2012."® Starting in 2013, it rose and exceeded

95% by 2016."

'8 As suggested by the Rolling Funding Rate, a significant number of Community Bank checking and savings
accounts were never funded. PwC identified a population of unfunded accounts opened during the period May 2011
to July 2015. Based on FTI Consulting’s examination of the transaction history of these accounts, this population
included accounts that were (i) opened but had no transaction activity, or (ii) opened with no net positive customer-
initiated transaction activity (in other words, reflected only bank-initiated activity like reversed transactions or bank
fees). FTI Consulting examined those unfunded accounts to determine the extent to which customers paid fees or
other charges. FTI Consulting found that no fees or charges were paid on the vast majority of these accounts. (In
general, unfunded accounts were automatically closed within 60 to 90 days of opening. In addition, due to the
structure of the accounts, in those instances where fees or other charges were charged to an account, they were not
generally collected except in some instances where there was a linked account belonging to the customer for
overdraft protection.) 1.7% of these unfunded accounts incurred fees or charges not reversed by the bank. FTI
Consulting did not attempt to analyze any secondary impact relating to this population (i.e., overdraft fees on a
customer account that became overdrawn in connection with covering fees on an unfunded account). FTI
Consulting was unable to determine through the account data which, if any, of the unfunded accounts may have
been opened without customer authorization.

' FTI Consulting reviewed the impact on the Community Bank cross-sell metric if all unfunded accounts identified
by PwC were removed from the population of accounts included in deriving that metric. For the period in which the
identified unfunded accounts were opened — May 2011 to July 2015 — the maximum impact in any quarter of
removing all unfunded accounts from the reported cross-sell metric was 0.02 (for example, in the quarter ending
December 2013, the impact of backing out the unfunded accounts decreases the cross-sell metric from 6.16 to 6.14).
FTI Consulting also calculated the impact of backing out the unfunded accounts together with the potential
“simulated funding” accounts and potentially unauthorized credit cards identified by PwC (the relevant accounts and
credit cards were reported in Wells Fargo’s 10-Q for the third quarter of 2016). The maximum impact in any quarter
from backing out all such accounts is a decrease of 0.04. Finally, FTI Consulting examined the Community Bank
cross-sell trend line — in other words, whether backing out all such accounts would change the direction of the
trend in the cross-sell metric (positive, negative or flat) from quarter to quarter compared to what was actually
reported. FTI Consulting found differences between the “as reported” and adjusted trends in two quarters: the
quarter ending December 2012 went from positive to flat, and the quarter ending June 2015 went from flat to
positive.
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F. Remedial Measures Taken by Community Bank to Address Sales Practice Issues

1. Measures taken to address sales practice issues

Many witnesses acknowledged — as did John Stumpf in his Congressional testimony —
that the Community Bank was far too slow in addressing sales practice issues. Indeed, the
fundamental issue — the sales goal model itself — was not fully addressed until September
2016. Still, albeit incremental and implemented gradually, the Community Bank took steps over
time to address some of the problems associated with its sales model. Community Bank HR
initiated a sales quality project group in 2011-2012 resulting in some improvements in training
and monitoring. A sales quality team, later known as Sales & Service Conduct Oversight Team
(“SSCOT”), developed as a unit within the Community Bank responsible for monitoring and
researching allegations of inappropriate sales practices. In 2012, the Quality of Sale Report Card
(“QSRC”), administered by SSCOT, was introduced to measure key quality-of-sale indicators,
including signature rates, activation rates, procedural issues (such as closures and duplicate
products) and the Rolling Funding Rate. By the end of 2013, the QSRC was incorporated into
incentive compensation plans for district managers, and the Rolling Funding Rate metric was
incorporated into incentive compensation plans for line-level bankers.

As noted above, the Community Bank modestly reduced sales goals for 2013, although
the goals were still not achievable. It also reduced average per-day product sales for branch
banker incentive compensation eligibility. In 2013, the Community Bank also began work on an
“Evolving Model” for products and service delivery, which was intended to address sales
conduct as well as other business objectives.

2. Impact of the Los Angeles Times articles on remediation efforts

According to many witnesses, the publication of the Los Angeles Times articles regarding

the sales culture in Los Angeles acted as an accelerant to change. Goals for 2014 were reduced,
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as they had been in 2013, though they were still set at an unachievable level. The Community
Bank also began to set sales goals not only for the regions but also for individual branches to
avoid unreasonable allocation of goals, although this had the effect of further cutting senior
regional leaders out of the sales planning process (multiple senior regional leaders stated that
they did not feel as though they had sufficient input into their regional sales plans until 2015, for
the 2016 plan year, and even then they noted pushback). Additionally, in early 2014, product
packages (i.e., a checking account sold as a unit with other products) were eliminated to prevent
products being bundled and sold without customer need. New employees in 2015 were given a
separate and substantially lower set of sales goals for their first three to six months of
employment.

The Community Bank also revised its incentive compensation plans for bankers and its
performance management scheme. It modified performance management metrics to better
balance quantitative factors with qualitative ones, such as good customer service. According to
one witness, this was partially a result of HR’s view that connecting sales goals to performance
ratings was driving unethical behavior. Further, sales targets to achieve incentive compensation
eligibility were reduced. The list of products included in incentive compensation gradually
changed in 2014 and 2015, but it was not until 2016 that Tolstedt finally agreed to pilot a
program for removing secondary checking accounts from incentive compensation plans. That
program was not implemented before sales goals were eliminated in September 2016.

G. Community Bank Ieadership Failed to Adequately Address Underlying Problems That
Resulted in Extensive Sales Practice Violations

1. Carrie Tolstedt

Carrie Tolstedt was the head of the Community Bank’s Central California region and

then the head of California Community and Border Banking before becoming head of the entire
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regional bank in 2002 and of the Community Bank in 2007. She was credited with the
Community Bank’s strong financial results over the years, and was perceived as someone who
ran a “tight ship” with everything “buttoned down.” Community Bank employee engagement
and customer satisfaction surveys reinforced the positive view of her leadership and
management. Stumpf had enormous respect for Tolstedt’s intellect, work ethic, acumen and
discipline, and thought she was the “most brilliant” Community Banker he had ever met.

Nonetheless, Tolstedt mismanaged the Community Bank’s response to the rise in sales
practice issues, fail