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- CALL TO ORDER

TEXAS CREDIT UNION COMMISSION MEMBERS

Manuel “Manny” Cavazos, Chair
Allyson “Missy” Morrow

Beckie Stockstill Cobb

Yusuf E. Farran

Steven “Steve” Gilman

Sherri B. Merket

Kay Stewart

Gary D. Tuma

Vik Vad

Legal Counsel

Staff

Melissa Juarez

Harold E. Feeney
Robert W. Etheridge
Shari O. Shivers

Isabel Velasquez



FUTURE CREDIT UNION
'COMMISSION MEETING DATES

Friday, November 4, 2016
Friday, March 3, 2017

Friday, July 7, 2017

All regular scheduled meetings will begin at 9:00
a.m. unless notified differently.

If anyone has conflicts with the proposed dates,
please contact Isabel Velasquez at (512) 837-9236.






CREDIT UNION COMMISSION MEETING MINUTES

Draft copies of the minutes for the March 4, 2016 meeting, and the
corresponding follow-up action report, are located under Tab B.

RECOMMENDED ACTION: The Department requests that the
Commission approve the minutes as presented.

RECOMMENDED MOTION: I move that the minutes of the
Commission’s regular meeting of March 4, 2016 be approved as presented.



CREDIT UNION COMMISSION
MEETING MINUTES
MARCH 4, 2016

A. CALL TO ORDER - ASCERTAIN A QUORUM - Chairman Manuel
“Manny” Cavazos declared that a quorum was present and called the meeting to
Room E2.030, Austin,

i s,

Other members present

order at 9:10 a.m. at the Texas State Capitol Extension

Texas, pursuant to Chapter 551 of the Government Co

included Beckie Stockstill Cobb, Yusuf Farran, St%{:'en“

Assistant Attorney General Zindia Thomg

counsel.

FOR FUTURE

consideration by thé:Commission. No public comments were received.

QUESTS AND MOTIONS FOR EXCUSED ABSENCES

gz’i
— Chairman Cavazos inquired if there were any requests or motions to

% RECEIVE

excuse an absence. There were none.

O/
0.0

B. RECEIVE MINUTES OF PREVIOUS MEETING (October 16,

2015). The Chairman referred the members to the draft minutes contained



in the agenda packet. Mrs. Morrow moved for approval of the minutes of
October 16, 2015 as presented. Mr. Tuma seconded the motion, and the

motion was unanimously adopted.

C. COMMUNICATIONS

The Chairman referred members to the correspondgnce contained in the

Qnsuﬁation report from
ed that SORM had no

ed.attention to the

agenda packet. Commissioner Feeney noted the onsi
the State Office of Risk Management (SORM) and repo

recommended actions for the Department. Mr.:Féene

correspondence from SORM related to thy artment’s Continuity of Operation

Plan. He pointed out that SORM had coﬁclu that:t e Plan was well written and

thorough and they had no recommendations for impre

wide divergence of comments received on the proposed amendments, it was the

Committee’s recommendation that the Commission formally withdraw the
proposed amendments to 7 TAC Sections 91.101 and 91.301 that were previously
published in the Texas Register.



(b) Discussion of and Possible Vote to Approve for Publication and
Comment the Proposed Amendments to 7 TAC Section 91.301 Concerning
Field of Membership. Mr. Vad explained that the Committee was also
recommending that the Commission approve for publication and comment some
proposed new amendments to 7 TAC Section 91.301. He noted that the proposed

amendments would (1) prescribe that political subdivisions that are within

reasonable proximity of a credit union’s office(s) as a presumptive “local service

(© ,
7 TAC Section 91.302 (relating to Electi

Discussion of and Possible Vote t

Section 91.315 (relating to Members Acc: ;
e had reviewed all of the rules in 7 TAC Part 6,

.rules be feadopted without changes.

i

of and Possible Vote to Approve for Publication and

Session, HB 3337; enacted, which established certain requirements for agency
tuition reimburserﬁent programs. He noted that in view of the new statutory
requirements, it was the recommendation of the Committee that the Commission
approve for publication and comment the proposed amendments to 7 TAC Section

97.200 concerning employee training program.
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Mr. Vad then made a motion, on behalf of the Rules Committee, that the
Commission approve the Committee’s four recommendations. Coming on a
motion of a standing committee, a second was not needed and the motion passed

unanimously.

E. UNFINISHED BUSINESS

(a) Discussion and Consideration of the I !art;;nent’s FY 2016

n the Department’s

Financial Performance and Possible Vote to take Actio

FY 2016 Budget to Include Additional Fun&lingof $34,636 for FY 2015

five months of the:fiscal year the Department had

i
il

ich is less than the amount budgeted

projects that weréz%ﬁv érized and obligated but had not been completed by the end
of the fiscal year v';(’Website refresh $8,365 and SharePoint Electronic Document
Repository $48,800). He noted that both projects were fully funded in FY 2015
($57,165), but only $22,529 of the work was actually completed in that fiscal year
leaving an unpaid obligation of $34,636. Commissioner Feeney further clarified
that although he believed it was the intent of the Commission to allow

contractually obligated funds and the associated budget authority that had not been
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closed by the end of the fiscal year to be automatically carried over to the next
fiscal year, it appeared that the Commission’s Policies Manual requires any budget
revisions that increase the overall Department budget to receive the prior approval
of the Commission. Accordingly, the Department was seeking the Commission’s
favorable consideration of a $34,636 revision to the FY 2016 budget.

After a brief discussion, Mrs. Merket moved that t mmission approve

the $34,636 increase in the FY 2016 budget and authorize the Department to

expend the necessary FY 2015 funds to cover the year—e arryover obligations

Mr. Gilman seconded the motion and the motion‘wis. unanimously:adopted.

.67% as of December 31, 2014 compared to .76% at December 31, 2015. During

calendar year 2015, 31 credit unions reported net operating losses. These credit
unions reported aggregate negative net earnings of $5.3 million. The remaining

154 credit unions reported aggregate net income of $297.7 million.

After a brief discussion, no formal action was taken by the Commission.
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F. NEW BUSINESS
(a) Discussion, Consideration, and Possible Vote to Approve and
Authorize the Submission of the Department’s Annual Internal Risk

Assessment Report as Required by Section 2102, Government Code.

Commissioner Feeney noted that Section 2102.013 of the Texas Government Code

requires certain state agencies that receive appropriated:funds to conduct a formal

risk assessment each year and submit the assessmenéfb the'State Auditor’s Office.

ji the :‘Departme@i"‘had voluntarily
.Mr. Feeney further

He noted that since becoming an SDSI agen

continued compliance with this requirem

nid had prepared a written

staff had completed the internal risk review for:20

assessment of the risks along with. the controls Department has in place to

Part of its Annual: Policy Review, to Revise the Ethics Standards Policy to

Include an Annual Disclosure and Prohibition of Certain Contracts
Requirement, to Update the Budget Policy related to Year-End Carryover of
Legally Obligated Balances (Payables) and to Adopt a New Second
Amendment Weapons Policy. Mr. Feeney indicated that in accordance with its
Policy, the Commission is required to review its policies manual at least once each

year. He noted that in preparation for that review, Staff has studied the various
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policies and is suggesting that the Commission consider changes to Sections XV
and XVIII and also add a new Second Amendment Weapons Policy in Section

XX.

After a short discussion, Mr. Vad moved that the Commission approve the

proposed changes to the Commission’s Policies Manual as recommended by staff.

Fation,.-and Possible Vote to Approve and
Rond PP

ithe Department’s Strategic Plan for Fiscal Years

strategic plan versta prescribed S-year horizon. He noted that proposed FY

2017-2021 Strategi

lan summarizes the analysis of the internal and external
environment impabting the Department and credit unions, and highlights the
agency’s four strategic goals and supporting strategic objectives. Mr. Feeney
highlighted the plan’s ten major initiatives and expressed gratitude for the time,

talent and expertise of the Credit Union Working Group. He noted that the ideas,
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input, and enthusiasm of the Credit Union Working Group were most helpful and

assisted staff in making valuable improvement to the proposed plan.

After a lengthy discussion, Mrs. Morrow moved that the Commission
approve the proposed Strategic Plan for fiscal years 2017-2021 and authorize its
submission in the appropriate format as prescribed by the Goyernor and the LBB.

Mrs. Stewart seconded the motion and the motion was unénlmoﬁsly adopted.

30% Regular Session), the

:gvernight travel stipend for

‘reduce other expenses so that sufficient

WE

of the fisc:

‘ Specifically, he suggested that Commission may want to
consider: (1) crea%ing a budget item each year for the travel stipends and (2)
increase the current travel stipend cap from $2,500 to $5,000 for any examiner

with overnight travel status in excess of 104 eligible nights.

After a brief discussion, Mr. Vad moved that the Commission direct that

funding for the overnight travel stipend be a budgeted item beginning in FY 2017
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and authorize the Department to pay an overnight travel stipend for any overnight
stays in excess of 50 days out per year based upon the policy parameters
recommended by staff. Mrs. Cobb seconded the motion and the motion was
unanimously adopted.

(¢) Discussion, Consideration, and Possible Vote to Adopt the

General Budget Assumptions and Parameters to be used in Guiding the

Development of the Department’s FY 2017 Budge M. Fe‘;’eney reported that

the Finance Code Section 16.003 gives the Commi ¢lusive responsibility

Staff. Mrs.

Stewart on and -the motion was unanimously

snderatlon, and Possible Vote to Adopt

Respective Milestone Anniversary Dates of their Origin. Commissioner
Feeney noted that 1n accordance with the provisions of the Commission’s Policies
Manual, the Commission may adopt resolutions honoring credit unions for
reaching certain milestones dates. In accordance with the criteria detailed in the

policy, staff was presenting five resolutions for the Commission's consideration.
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After a short discussion, Mrs. Merket moved that the Commission adopt the
Resolutions Commemorating Fellowship Credit Union, Intercorp Credit Union,
Members Choice Credit Union, NCE Credit Union and Pasadena Postal
Credit Union for their Contributions to the Citizens of Texas on the Respective
Milestones Anniversary of their Origin and that a copy of the appropriate

resolutions be mailed to the credit unions. Mrs. Cobb seco

the motion was unanimously adopted.

Commissioner. The Commission entere

¥t

reconvened in open session at 10:29 a.m.

d Possible Vote to Approve the Appointment of

‘new Deputy Commissioner. Mr. Farran made a motion

to approve the “a p(;intment of Robert Etheridge as the new Deputy
Commissioner. Mr Tuma seconded the motion and the motion passed
unanimously.

(b) Next Commission Meeting — Chairman Cavazos reminded everyone
that the next regular meeting of the Commission has been tentatively scheduled for

July 8, 2016 at 9:00 a.m. in Austin.
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ADJOURNMENT — There being no further business for the Credit Union

Commission, Chairman Cavazos adjourned the meeting at 10:33 a.m.

Manuel “Manny” Cavazos Isabel Vélasquez

Chair “Recording Secretary
Distribution:

Legislative Reference Library

18



MINUTES DATE AND
REFERENCE/TOPIC

FOLLOW-UP ACTION REPORT
CREDIT UNION COMMISSION MEETINGS

FOLLOW-UP
ACTION REQUIRED

STATUS
(As of 06-17-16)

March 4, 2016

7 TAC, Section 91.101
Definitions and Interpretations

7 TAC Section 91.301
Field of Membership

7 TAC Section 91.301
Field of Membership

7 TAC Sections 91.302

Election or Other Membership,
91.310 Annual Report to
Membership, and 91.315
Members Access to Credit Union
Documents

7 TAC Section 97.200
Employee Training Program

Published in Texas Register as a formally
withdrawn rule

Published in Texas Register as a formally
withdrawn rule

Published in Texas Register with a 30 day
comment period

Published in Texas Register as readopted
rules

Published in Texas Register with a 30 day
comment period

Published in Texas Register on 03-18-16

Published in Texas Register on 03-18-16

Published in Texas Register on 03-18-16

Published in Texas Register on 03-18-16

Published in Texas Register on 03-18-16
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COMMUNICATIONS

All other communication items relevant and material to the meeting are
included under the appropriate tabs.

RECOMMENDED ACTION: No formal action is anticipated to be taken
by the Commission. The correspondence is included for your consideration
and direction.
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NCUA Returns Control of Texans Credit
Union to Members

ALEXANDRIA, Va. (June 17, 2016) — Texans Credit Union of Richardson, Texas, is once
again under the control and direction of its members, the National Credit Union Administration
announced today.

“This is a real success story, and much of the credit goes to the hard work of Texans’ leadership
team, credit union staff and its members,” NCUA Board Chairman Rick Metsger said. “Working
collaboratively with the agency, Texans’ leadership and staff restored their credit union’s
financial health, revamped operations and provided critical services to members. As a result, the
credit union is now on a sound foundation.”

NCUA placed Texans into conservatorship in April 2011. Working in collaboration with NCUA
and the Texas Credit Union Department, Texans’ new management team saved their credit union
from certain failure. The conservatorship was successful due to the unified efforts to carefully
and deliberately mitigate exposure and risk from troubled assets, improve lending controls,
revitalize operations, and improve operating efficiencies. Texans’ net worth position grew by
more than $100 million since the end of 2011 through very strong earnings.

Texans is the first federally insured credit union to emerge from NCUA conservatorship in 2016.

Chartered in 1953 and federally insured since 1972, Texans is a full-service credit union with
more than 111,000 members and assets of more than $1.5 billion. Texans provides financial
services to people residing in the counties of Dallas, Collin, Rockwall, Travis and Williamson,
Texas, through its 13 branches and participation in the CO-OP credit union network.

NCUA is the independent federal agency created by the U.S. Congress to regulate, charter and
supervise federal credit unions. With the backing of the full faith and credit of the United States,
NCUA operates and manages the National Credit Union Share Insurance Fund, insuring the
deposits of more than 103 million account holders in all federal credit unions and the
overwhelming majority of state-chartered credit unions. At MyCreditUnion.gov and Pocket
Cents, NCUA also educates the public on consumer protection and financial literacy issues.

- NCUA -

“Protecting credit unions and the consumers who own them through effective regulation”
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Date: June 1, 2016

To:  State Agency Heads

From: Governor Greg Abbott
Comptroller Glenn Hegar

RE: New Emergency Leave Policy

It is our understanding the Texas Legislature intends to address the issue of employee leave
during the upcoming legislative session. Consequently, during the interim, we write to announce
a new policy regarding the use of employee leave. Specifically, this policy directs state agencies
to refrain from using emergency or other leave for the purposes of severance or settlement with
departing or departed state employees.

Pursuant to this directive, the use of emergency leave, administrative leave or other mechanisms
to continue paying state employees who have ceased to work will be prohibited. All agencies
subject to the direction of the governor must not make such payments to departing or departed
employees. This direction does not prohibit the payment of earned time to departing employees
as authorized by law.

The Office of Comptroller of Public Accounts will verify adherence to this policy by reviewing
emergency leave determinations on a post-payment audit basis. Agency documentation of
emergency leave determinations must contain a statement by the agency head or other
authorizing official that the leave is not being used in a manner precluded by this directive.

This directive will remain in place until the Texas Legislature has an opportunity to review this
matter and enact legislation regarding the use of employee leave.

PosT OFFICE BOX 12428 AUSTIN, TEXAS 78711 512-463-2000 (VOICE) DIAL 7-1-1 FOR RELAY SERVICES
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Robert E. johnson Bullding
1501 N. Congress Avenue
Austin, Texas 78701

P.O. Box 12067
Austin, Texas 78711-2067

Phone:
(512) 936-9500

Fax:
(512) 936-9400

Internet:
WWW.50.texas.gov

May 9, 2016

Mr. Harold Feeney, Commissioner
Credit Union Department

914 E. Anderson Lane

Austin, Texas 78752

Subject: Engagement Letter for an Audit of Self-directed, Semi-independent Agencies —-
Credit Union Department

Dear Mr. Feeney:

The State Auditor’s Office will be auditing the Credit Union Department (Department). The
audit objectives are to:

e Verify the accuracy of certain financial and performance data and the effectiveness of
related controls at selected self-directed, semi-independent agencies.

e Evaluate the agencies’ processes for setting fees and penalties.

Our work will include the automated systems and processes that support the functions being
audited. We will conduct the audit in accordance with generally accepted governmental
auditing standards.

The audit is currently in the planning phase, and we are gathering information to help us
understand Department operations. To avoid duplicating audit efforts, we will coordinate our
work with the Department’s Assistant Commissioner and General Counsel. The State
Auditor’s Office also has developed an engagement expectations memo to document what
the Department can expect from the State Auditor’s Office and what the State Auditor’s
Office can expect from the Department (see attachment). We will discuss this memo at the
entrance conference. Audit fieldwork is tentatively scheduled from May 2016 to August 2016.
We expect to release the audit report in September 2016.

In the interest of facilitating the audit, the State Auditor’s Office plans to use a desktop
screen-sharing tool to obtain and observe audit documentation in limited circumstances. The
desktop screen-sharing tool is a secure communication tool that is housed and operated by
the State Auditor’s Office, and it does not involve third-party or “cloud” services. While the
use of that tool is not required, if the Department chooses to use that tool, your staff will not
need to install executable programs because the desktop screen-sharing tool is entirely
accessible through a standard Internet browser.

We will meet periodically with the Department’s management to discuss interim and final
audit results. Before releasing the report, we will provide management with a confidential
draft and will request formal written responses. These responses should objectively address
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Mr. Harold Feeney, Commissioner
Credit Union Department

May 9, 2016

Page 2

the audit results and include a corrective action plan, if necessary. The responses should be
written on Department letterhead and submitted to the State Auditor’s Office. Generally, the
Department’s management will have 10 working days to provide responses. However, the
response time may be fewer than 10 working days, based on the significance of any issues
identified during the engagement. The published, public audit report will include management’s
formal responses.

Our office applies auditing standards, which emphasize that auditors should exercise professional
skepticism and increased awareness to detect potential noncompliance, fraud, and abuse. As a
result, our interviews will include specific questions to help us assess fraud risk at the
Department. In addition, to help in our risk assessment and gaining an understanding of the
Department, our procedures will include a review of lawsuits filed against the agency. We will
request a listing of filed lawsuits outstanding and those settled during a period to be determined.
We will also request a representation letter signed by management at the end of this
engagement that affirms management’s responsibility for a number of key areas and affirms that
the information provided to the audit team is complete and correct to the best of management’s
knowledge.

ESTIMATED CHARGES

Section 16.004 of the Texas Finance Code requires the State Auditor’s Office to enter into a
contract with the Department to recover the costs incurred in performing this audit. The total
amount of that contract shall not exceed $50,000. The State Auditor’s Office will apply its hourly
billing rate of $90 for audit work performed, and the actual amount to be paid by the Department
will be based on the actual number of hours needed to complete the audit. The Department
shall reimburse the State Auditor’s Office within 30 days after receipt of the invoice. If the terms
of this engagement letter as outlined above are acceptable, please indicate by signing below and
returning this letter.

A copy of the most recent external quality control review report on the State Auditor’s Office is
available at http://www.sao,state.tx.us/AboutSAO/peerreviews.html. Government Auditing
Standards require audit organizations to have an external review every three years. The most
recent review found that the State Auditor’s Office conducts audits in accordance with auditing
standards.
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Mr. Harold Feeney, Commissioner
Credit Union Department

May 9, 2016

Page 3

If you have any questions, please contact Michael Clayton (the audit manager overseeing the
audit), Jerod Heine (the project manager directing the audit on-site), or me at (512) 936-9500.
Our office looks forward to working with Department personnel over the next few months.

Sincerely,

A (.o,

Lisa R. Collier, CPA, CIDA
First Assistant State Auditor

Attachment

cc: Members of the Credit Union Commission
Mr. Manuel “Manny” Cavazos, IV, Chair
Ms. Beckie Stockstill Cobb
Mr. Yusuf E. Farran. P.E.
Mr. Steven “Steve” Gilman
Ms. Sherri Brannon Merket
Ms. Allyson “Missy” Morrow
Ms. Barbara “Kay” Stewart
Mr. Gary D. Tuma
Mr. Vik vad
Mr. Robert Ethridge, Deputy Director, Credit Union Department
Mes. Shari Shivers, Assistant Commissioner and General Counsel, Credit Union
Department

Accepted:

Mr. Harold Feeney, Commissioner Date
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ENGAGEMENT EXPECTATIONS BETWEEN
THE STATE AUDITOR’S OFFICE (SAO) AND
THE CREDIT UNION DEPARTMENT

Introduction

The SAO and the Credit Union Department (Department) shall develop an engagement
expectations memo to establish what the Department can expect from the SAO and
what the SAO can expect from the Department.

The SAO will work with the Department’s assistant commissioner to coordinate the
audit work unless Department management specifically asks the SAO to do otherwise.

The SAO’s Commitment to the Department

To achieve its mission to actively provide government leaders with useful information
that improves accountability, the SAO is committed to the highest level of professional
standards. The SAO will be professional, objective, fact-based, nonpartisan,
nonideological, fair, and balanced in its approach.

The SAO performs its audits in accordance with generally accepted government auditing
standards (GAGAS or the “Yellow Book” standards, which can be found at

http://www.gao.gov/assets/590/587281.pdf).

Department’s Rights

The Department has the right to:

. Share its concerns about the audited area(s) so that the auditors may consider
expanding the scope of work.

. Be briefed on the status of the audit.

. Receive notice of audit findings and recommendations prior to issuance of the
audit report.

. Have management’s views concerning findings, conclusions, and

recommendations included in the audit report.

Last Updated October 2015 Pagel
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Types of Audits

The work that the SAO performs is described in Texas Government Code, Chapter 321,
and includes:

. Financial audits.

. Compliance audits.

. Economy and efficiency audits.

. Effectiveness audits.

. Special audits, investigations, and other projects approved by the Legislative

Audit Committee.

Access to the Department’s Information

The SAO must have unrestricted access to all personnel, records, files, internal audit
working papers, and other confidential and nonconfidential information needed to
conduct the audit. The SAO has the legal right to this access, as established in Texas
Government Code, Sections 321.013(e) and 2262.154, and other law. Some of these
records may include confidential and/or proprietary information.

With regard to these records:

. If records must be locked up while the SAO is on site, the Department will
provide a suitable, secure storage space for the records.

. The Department will provide or facilitate access to the records the SAO requests
in a timely manner. This may include notifying all Department staff of the
expectation that they be candid with auditors and offer full disclosure when
responding to SAO information requests.

Communication Between the SAO and the Department

The SAO is committed to maintaining constructive and continuing communication with
audited entities. The Department agrees to place no restrictions on the communication
between its staff and SAO auditors. To ensure there are no limitations on the scope of
the engagement, the Department agrees that its staff will not be required to provide
detailed write-ups or accounts of their communications with SAO auditors to
Department management — as this could unintentionally result in restrictions on the
communication. Routine communication between Department management and staff
regarding the audit is expected.

Last Updated October 2015 Page 2
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If the SAO auditors become aware that Department staff are being required to provide
detailed write-ups or reports back to management, we will evaluate whether this
activity creates a scope limitation and, if so, the audit report will be modified to include
that determination.

Communication may include the following (not necessarily in this order):

. Before beginning any new audit, the SAO seeks to obtain information and data
from the Department. To obtain this information, the SAO will contact the
assistant commissioner/general counsel regarding the audit’s subject and
objectives.

. The SAO will work with the Department’s management or its designee to make
arrangements for work space, telephones, computer access, security badges,
and parking (if necessary) prior to SAO auditors’ moving on site.

o The SAO may conduct preliminary interviews and obtain documentation to gain
an understanding of the Department’s processes before the entrance
conference. In addition, the SAO will conduct interviews with various personnel
at the Department throughout the audit.

. Management's designee will notify staff at the Department about the potential
for the SAO to contact them.

. If gaining access to systems at the Department requires that SAO auditors follow
special processes, management’s designee will notify the SAO within two weeks
of the date that the Department is notified concerning the audit.

. The SAO will provide the Department with an engagement letter informing the
entity of the planned audit, its scope and objectives, how the audit will be
conducted, and the report(s) to be produced. The SAO will address the
engagement letter to the commissioner and provide copies to board members,
the deputy director, and the assistant commissioner and general counsel. This
memorandum will be attached to the engagement letter.

. The SAO will hold an entrance conference with officials of the Department at the
start of an engagement to discuss (1) the reasons for the audit work; (2)
information needs, including any special precautions necessary to protect data;
(3) an estimate of how long the work will take, to the extent possible; and (4) the
cost of the audit, if applicable. '

. To ensure that auditing standards are met and that the audit scope is not
limited, only invited employees of the Department will attend interviews or
walk-throughs that the SAO conducts unless the SAO project team agrees to
another arrangement prior to the interview or walk-through.

Last Updated October 2015 Page 3
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. Audit issues are normally handled by discussing potential issues with the
relevant staff and supervisors of the Department. Issues that are not resolved
are discussed at status update meetings.

. The SAO will provide the Department with periodic updates on the status of the
audit and potential issues according to a schedule that is jointly determined by
the SAO and the Department.

« SAO representatives attending these update meetings will include the audit
manager, project manager, and team members as needed.

« The Department representative(s) attending these update meetings should
include the commissioner (or his designee) and the head of the audited
area. Other individuals may be designated as needed.

. The SAO will offer to hold an exit conference with management to discuss the
final audit results.

. Six weeks after the report is released, the SAO will provide you with an
automated survey to obtain feedback about the audit. Completing this survey is
voluntary.

Significant Changes

The SAO’s plan for conducting the audit may change because of information reviewed
during the course of the audit, staff turnover, or other resource issues. The SAO will
inform the Department as soon as possible to communicate significant changes in:

. Project manager or other key team members.
. Audit scope or objectives.
. Project completion date.

Draft Reports and Department Comments

The SAO will discuss the preliminary findings and recommendations with the
Department during the audit. At the conclusion of fieldwork, the SAO will send the
Department the report draft for management’s responses to findings and
recommendations.

The Department will have the opportunity to provide responses within the required

time frames. The typical allotted response time is two weeks. However, the response
time may be less than two weeks, based on the significance of the issues identified.

Last Updated October 2015 Page 4
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The SAO will ask management of the Department to sign a representation letter for all
audit engagements. This letter clarifies the roles of auditors and management and
confirms that management has provided SAO auditors with all relevant and complete

data.

Report Distribution

Draft reports are considered audit working papers under the Public Information Act. As

such, they are not intended for public distribution.

Contacts

Primary contacts for each entity are listed below.

SAO:

Name Title
Mr. Michael Clayton Audit Manager
Mr. Jerod Heine Project Manager
Department:

Name Title

Mr. Harold Feeney
Mr. Robert Ethridge

Ms. Shari Shivers

Ms. Janice Cantu

Last Updated Octcber 2015

Commissioner
Deputy Director

Assistant Commissioner and
General Counsel

Accountant

Page 5
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CREDIT UNION DEPARTMENT Robert W. Etheridge

Harold E. Feeney Deputy Commissioner
Commissioner

April 13,2016

Sentelectronically to: beardcomments@ncua.gov

Gerard Poliquin

Secretary to the Board

National Credit Union Administration
1775 Duke Street

Alexandria, Virginia 22314

Dear Mr. Poliquin:

This letter is in response to the request for comment issued by the National Credit Union
Administration NCUA) with respect to the methodology used to determine the Overhead
Transfer Rate (OTR). More specifically, NCUA is seeking input on the allocation
formula that is used to determine which expenses are properly characterized as insurance
related and charged to the National Credit Union Share Insurance Fund (NCUSIF) rather
than collected through annual Operating Fees levied on federal credit unions.

The Department and the NCUA have long enjoyed a mutually respectful relationship
driven by the realization that the Department and the NCUA are equally autonomous
government agencies which, from their own vantage points, are best able to interpret
statutes that their respective legislative bodies have instructed them to administer as well
as determine the appropriate overall level of budget expenditures for their respective
agency.

It is that sensitivity which has led the Department to be very selective about the comments
it is filing with the NCUA in response to this published request; however, the Department
believes that a strong argument can be made that the funds in the NCUSIF are not being
managed in an equitable manner consistent with the spirit and intent of the Federal Credit
Union Act (FCUA). |

Following our review of the published OTR methodologies and processes, it would
appear that NCUA purports to have virtually no safety and soundness responsibilities for
the federal credit unions it charters. The asserted notion that all safety and soundness
related costs are only insurance-related costs is not supported by a plain reading of the
FCUA and is inherently implausible. - Additionally, such an interpretation artificially
inflates the costs to the NCUSIF. '

914 East Anderson Lane e Austin, Texas 78752-1699 e Telephone (512) 837-9236 e FAX (512) 832-0278



Gerard Poliquin

Secretary to the Board

National Credit Union Administration
April 13,2016

Page 2

In 1970 when Congress approved and the President signed Public Law 91-206 (12 U.S.C.
§§ 1781 — 1790) creating the NCUA as an independent agency, it was abundantly clear
that the agency was charged with chartering, supervising, and examining federal credit
unions. Although Congress did not specifically prescribe a mission for the NCUA,
embedded within the provisions of the Legislation creating the agency was an obligation
on the part of NCUA to ensure that federal credit unions operate in a safe and sound
manner and comply with applicable laws. Another important aspect of this Legislation
was that the establishment of the new independent agency would not cost the taxpayers a
single penny nor result in any appropriations by Congress, since all of the operating cost
of the agency would be borne by fees and assessments paid by federal credit unions.

Later, in 1970 Public Law 91-460 was also enacted, which created the NCUSIF and
imposed an additional responsibility on NCUA to manage a program of deposit insurance
for member accounts in federal credit unions and state-chartered credit unions which
applied and qualified for insurance. The primary purpose of the new Fund was to insure
the deposit of credit union members at insured credit unions, protect those depositors of
insured credit unions and ultimately handle the resolution of any insured credit union that
fails. No provisions in the Legislation implied or could be construed to supplant or
transfer NCUA'’s responsibilities for the safety and soundness of federal credit unions to
the NCUSIF. In fact, Congress created a new organizational component within the FCUA
to more clearly differentiate the duties and responsibilities of the NCUA in its dual roles
as the regulator and supervisor of federal credit unions and as administrator of the
NCUSIF. Congress has also made clear that safety and soundness is also a responsibility
of the chartering authority, including state chartering authorities. Thus, all safety and
sound costs related to féderal credit union examinations cannot be insurance related.

Although the FCUA specifically distinguishes the two separate roles being performed by
NCUA, Congress seems to have envisioned a combined structure within NCUA to
provide cost saving efficiencies. Contrary to the current OTR methodologies and
processes, however, those efficiencies were designed to be accruing to the benefit of the
NCUSIF and not NCUA as the regulator and supervisor of federal credit unions. In a
deliberate act by Congress to preserve the resources of the NCUSIF, Congress not only
directed NCUA to structure its regulatory examinations so they may be used by the
NCUSIF (12 U.S.C. §1783), it also instructed the NCUSIF to rely on state regulatory
examinations to the maximum extent feasible (12 U.S.C. §1782). A plain reading of the
provisions of the FCUA seems to denote an intent for NCUSIF to be a supplement, not
the primary source of funding for the NCUA budget.
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As a result, it is the contention of this Department that the OTR methodologies are
incompatible with the spirit and intent of the FCUA and result in the inequitable treatment
of federally insured state chartered credit unions. We encourage NCUA to carefully
consider modifying the methodology to ensure it does not inadvertently discriminate in
any manner against state chartered credit unions by indirectly subsidizing federal credit
unions.

Thank you for the opportunity to comment. If you have any questions about this letter
please contact us.

Sincerely,

Commissioner

HEF/iv
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COMMITTEE REPORTS

The Commission currently has two standing committees. Both the Rules
Committee and the Commissioner Evaluation Committee will report on
their respective activities and recommendations to the Commission

RECOMMENDED ACTION: The Department requests that the
Commission accept the Committee reports as presented.
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RULES COMMITTEE

D. (a) The Rules Committee will Report on its Activities and
Recommendations to the Commission.

The Rules Committee is a standing committee of the Commission. It has
been charged with the managing the review and development of
Commission rules and, as appropriate, propose any legislative changes that
may be necessary to preserve the attractiveness of a Texas charter.

COMMITTEE MEMBERS

Vic Vad, Chairman

Kay Stewart, Vice Chair

Yusuf Farran

Steven “Steve” Gilman

Gary Tuma

Manuel “Manny” Cavazos, Ex-Officio

0O00O0DO0ODO

The Rules Committee met on July 7, 2016, in a public meeting to discuss a
number of items. The Committee will report on its activities for
consideration and possible vote by the Commission.
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CREDIT UNION COMMISSION

Rules Committee Meeting
Credit Union Department Building
914 East Anderson Lane
Austin, Texas

Thursday, July 7, 2016
1:00 p.m.

AGENDA

Call to Order (1:00 p.m.) — Committee Chair Vik Vad

a.

Ascertain Quorum

b. Appoint Recording Secretary

C.

Invitation for Public Input Regarding Rulemaking for
Future Consideration

Receive and Approve Minutes of the Rules Committee Meeting of
March 3, 2016
Unfinished Business

a.

Discussion, Consideration and Possible Vote to Recommend that the
Credit Union Commission Take Action to Adopt Amendments to 7
TAC Section 91.301 Concerning Field of Membership

Discussion, Consideration and Possible Vote to Recommend that the
Credit Union Commission Take Action to Adopt Amendments to 7
TAC Section 97.200 Concerning the Employee Training Program

New Business

a.

Discussion, Consideration, and Possible Vote to Recommend that the
Credit Union Commission Take Action on the Completed Rule Review of
7 TAC Section 91.7000 (Certificates of Indebtedness)

Discussion, Consideration, and Possible Vote to Recommend that the
Credit Union Commission Take Action on the Completed Rule Review of
7 TAC Section 91.8000 (Discovery of Confidential Information)
Discussion, Consideration and Possible Vote to Recommend that the
Credit Union Commission Take Action to Approve for Publication

and Comment the Proposed Amendment to 7 TAC Section 91.709
Concerning Member Business Loans

Discussion, Consideration and Possible Vote to Recommend that the
Credit Union Commission Take Action on the Completed Rule Review of
7 TAC, Part 8, Chapter 151 (relating to Home Equity Lending Procedures),
Chapter 152 (relating to Repair, Renovation, and New Construction on
Homestead Property), and Chapter 153 (relating to Home Equity Lending)
Discussion, Consideration and Possible Vote to Recommend that the
Credit Union Commission Take Action on the Proposal and Publication
for Comment on Amendments to 7 TAC, Part 8, Chapter 153 Concerning
Home Equity Lending from Rule Review
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Rules Committee Agenda
July 7, 2016
Page 2

IV.  New Business (continued)

f. Discussion of and Possible Vote to Recommend that the Credit Union
Commission Take Action to Adopt the Fiscal Year 2017-2020 Rule Review
Plan as Required by Section 2001.039, Government Code

g. Discussion of and Possible Vote to Establish Tentative Date for Next
Committee Meeting (November 3, 2016 at 1:00 p.m.)

Adjournment

Note: This is a meeting of the Rules Committee of the Credit Union Commission;
however, there may be other members of the Credit Union Commission attending this
meeting. Since there might be a quorum of the Commission attending this meeting of the
Rules Committee, it is being posted as a meeting of the entire Commission.

Meeting Recess: In the event the Commission does not finish deliberation of an item on
the first day for which it was posted, the Commission might recess the meeting until the
following day at the time and place announced at the time of recess.

Meeting Accessibility: Under the Americans with Disabilities Act, the Credit Union
Commission will accommodate special needs. Those requesting auxiliary aids or
services should notify Linda Clevlen, Texas Credit Union Department, 914 East
Anderson Lane, Austin, Texas 78752--(512) 837-9236, as far in advance of the
meeting as possible.
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PROCEDURES FOR ADOPTING A PROPOSED RULE

[T

. A proposed rule is prepared by Credit Union Department staff and
presented to legal counsel (Attorney General) for review.

2. The proposed rule is presented to the commission for consideration.

3. The commission reviews, amends, adopts, refers back to staff, or tables the
proposed rule.

4. The proposed rule is adjusted by staff (if required), furnished to legal
counsel and transmitted to the Texas Register for publication as a
"proposed" rule.

5. A 30-day comment period follows initial publication which also is made in
the Department's monthly newsletter or by a special mailing to credit
unions.

6. The commission may reconsider the rule any time after the 30-day
comment period. Any comments received are considered and the rule is
available for adoption as "final" if no substantive changes are made. Any
substantive change will result in the rule reverting to step four.

7. The rule is adopted as "final" and transmitted to the Texas Register for
publication as a final rule. The rule becomes effective 20 days following

filing for publication.

8. The rule is published or announced through the Department's newsletter.

EMERGENCY RULES

Rules, which are approved by the commission for emergency adoption, are
transmitted to the Texas Register for filing. These rules become effective
immediately upon filing unless another effective date is specified. They can
be effective only for 120 days with a renewal provision for an additional 60
days -- a maximum of 180 days. "Day one" is the day of filing or the date
specified as the effective date. While these emergency rules are in effect,
regular rules should be initiated using the normal procedure described above.
The Department rarely adopts emergency rules.
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PROCEDURES FOR REQUIRED RULE REVIEW

Section 2001.39, Government Code, requires that a state agency review and
consider for re-adoption each rule not later than the fourth anniversary of
the date on which the rule took effect and every four years after that date.
To comply with this requirement, the Commission follows the procedure
below:

1.  Every four years, the Commission adopts and publishes a Rule Review
Plan, which establishes a date for the required review of each existing
rule.

2. At least sixty days prior to a particular rule’s scheduled review date, the
Department publishes notice in the Newsletter reminding interested
persons of the review and encouraging comments on the rules up for
review.

3. Staff reviews each rule to determine whether it is obsolete, whether the
rule reflects current legal and policy considerations, and whether the
rule’s structure as well as the specific language used is both clear and
understandable.

4. If in reviewing existing rules, staff believes certain amendments may be
appropriate, it provides an informal comment phase on any potential
substantive amendments to all interested persons via its RuleRemarks
blog on the Department’s webpage.

5. After consideration of the informal comments, proposed amendments
are prepared by staff and presented to the Rules Committee for review.

6. At a public meeting, the Rules Committee accepts public testimony on
the each rule subject to review and considers staff recommended
changes. The Committee reviews each rule and then amends the staff
proposal and refers it to the Commission, refers the proposal back to
staff, or refers the proposal, as recommended by staff, to the
Commission.

7. The Committee’s recommendation is presented to the Commission for
consideration.

8. The Commission reviews, amends, approves the proposal for
publications, refers it back to the Committee, or tables the proposed
amendment.

9. If the Commission approves the proposal for publication, it is
transmitted to the Texas Register for publication as a "proposed" rule
amendment.

10. A 30-day comment period follows initial publication which also is
announced in the Department's monthly newsletter.
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11. The commission may reconsider the rule any time after the 30-day
comment period. Any comments received are considered and the rule is
available for adoption as "final" if no substantive changes are made.
Any substantive change will result in re-publication of the proposal.

12. The rule as amended is adopted and transmitted to the Texas Register for
publication as a final rule. The rule becomes effective 20 days following
filing for publication.

13. The amended rule is announced through the Department's newsletter and
copies are made available to credit unions.
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FIELD OF MEMBERSHIP

D. (1) Discussion, Consideration and Possible Vote to Recommend
that the Credit Union Commission Take Action to Adopt Amendments
to 7 TAC Section 91.301 Concerning Field of Membership.

BACKGROUND: At its March meeting, the Commission approved for
publication and comment in the Texas Register the proposed amendments to
Rule 91.301. Four written comments were received in regards to the
proposed amendments. Two commenters opposed the amendments. Of the
two entities favoring the amendments, one had objections to various aspects
of the proposal.

In general, the purpose of the amended rule would implement changes
resulting from the Department's review of this section under Texas
Government Code §2001.039. More specifically, the amended rule would
expand the definition of local service area to generally consist of one or
more contiguous political subdivisions that are within reasonable proximity
of a credit union’s offices. Political subdivision has the meaning assigned
by Texas Local Government Code §172.003(3). The amended rule also
allows credit unions to include in their field of membership areas designated
as a credit union development district, without regard to location. Once a
credit union development district has been added to a credit union’s field of
membership, the credit union must establish and maintain an office or
facility in that district.

RECOMMENDED ACTION: The Committee’s recommendation will be
discussed at the meeting.

NOTE: Coming upon a recommendation from the Rules Committee, a
Standing Committee of the Commission, no second is needed to consider
and vote on the issue.
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The Credit Union Commission (the Commission) adopts the amendments to 7 TAC
§91.301 concerning a credit union’s field of membership without changes to the text as
published in the March 18, 2016 issue of the Texas Register (41 TexReg 2047). The
amended rule will not be republished.

In general, the purpose of the amended rule adoption regarding 7 TAC §91.301 is to
implement changes resulting from the Commission's review of this section under Texas
Government Code §2001.039. Under Texas Finance Code §15.402, the Commission has
legal authority to adopt rules concerning the character of field of membership. In
adopting rules, the Commission may regulate and class1f / pi‘l b, unions accordlng to

Zhas, the meaning

The rule adoptxﬁgﬁrso amends
eég%elr field of methbership areas
! cordance with Texas Finance Code
,L, Subchapter K ated to Credlt Union Development
?Qe a credlt um elopment district has been

the cré ion must establish and

designated by a credit union development district 1
Chapter 279 and 7 TAD Chapter
Districts), without regard to locatig
added to a credit union’s field ofi
maintain an office or facility in that d;

S 7%%@”@
In accordance witl ‘Kﬁﬂ?xas Finance Cade” §15.402 b), the Commission finds that the
amended rule \“"11/ (1)\p1:j~ ote a stabl 11\ credit union environment; (2) provide credit
o i
union membersyy th convew;ent safe, and% ﬁpetltlve services; (3) preserve and promote

the competitive pg%;gg iglt unions regard to other depository institutions
consistent with the ds;
"",3“'—’1'-—” ev

i gao credit unions; and (4) promote or encourage
zin this sT%a e+ In order to promote a stable credit union
th unlon members with competltlve serv1ces credit unions

afford‘éib e finanmal sefvices. At the same time, the proposed rule will keep the state
charter <o) npetitive Efg] recent National Credit Union Administration proposed field of
member?gi” irule changes and, thus, promote a stable credit union environment.
G

The Comm1s§§ﬁ observes that an “underserved area” as defined in 7 TAC §91.101
(related to Deffnitions and Interpretatlons) is more limiting than the criteria prescribed for
an area to be designated as a credit union development district in accordance with Texas
Finance Code Chapter 279 and 7 TAC Chapter 91, Subchapter K (related to Credit Union
Development Districts). While an “underserved area” could meet the standards necessary
for designation as a “credit union development district,” the reverse cannot be
guaranteed. A credit union can only open an office that is reasonably necessary to
provide services to the credit union’s members. If the Department did not differentiate
between credit union development districts and underserved areas, then if an area did not

44



meet the definition of underserved area, a credit union would not be able to meet its
obligation to open a branch in the development district unless the geographic area was
already included in the credit union’s existing field of membership. This result would be
inconsistent with the legislative intent with regard to credit union development districts.
The Commission takes seriously its direction from the Legislature to administer and
monitor a credit union development district program to encourage the establishment of
branches of credit union in geographic areas where there is a demonstrated need for
financial services.

Credit Union, Texas Bankers Assomatlon and the Ind lent Bankers Association of
Texas. Of the commenters, two opposed the rules an s favored the rule, with
one of the commenters favoring the rule but sug mprove the rule and the

other commenter favoring the rule with no sugj U of comments
relating to the amended rule and the Comm'

One of the commenters suggested that there is 1 '-‘(fg?f’%evidence supporting the need
for expanding the field of membership local e area to consist of one or more
contiguous political subdivisio
7 TAC §91.301 in February

redit Union Department

Stience indicates that there is ample uncertainty among applicants
.» aphic limits of an applicant’s local service area, particularly in view
of the contiriied dvancement in electronic delivery systems and alternative methods of
providing credif;tinion services. The amendments should make it easier for an applicant
to determine @hd demonstrate whether a proposed group is within its local service area
while at the same time maintaining the use of many of the most significant indicia of a
community of interest. The Commission finds that a governmental unit below the State
level is local and well-defined. A political subdivision also has strong indicia of
community, including common interest and interaction among residents. Political
subdivisions by their nature generally must provide residents with common services and
facilities, such as education, police, fire, emergency, water, and medical services.
Further, a political subdivision frequently has other indicia of a community of interest

45



such as major trade area, employee patterns, local organizations and/or a local
newspaper. Such examples of commonalities are indicia that political subdivisions are
local service areas where residents have a community of interest.

In accordance with Texas Finance Code §15.402(b), the Commission finds that the
amended rule will: (1) promote a stable credit union environment; (2) provide credit
union members with convenient, safe, and competitive services; (3) preserve and promote
the competitive parity of credit unions with regard to other depository institutions
consistent with the safety and soundness of credit unions; and (4) promote or encourage
economic development in this state. . In order to promote a stable credit union
environment and provide credit union members with competitive services, credit unions
must be able to attract new members and expand consumer choice within the confines of
the Texas Fmance Code The proposed rule would@flso inct consumer access to

Two commenters suggested that the definition%@ fitical=subdivision’*as it relates to
using one or more contiguous political subdivisio presumptlve local service area is
either too broad or would allow it uni entrée to designating the entire

gt wf .sizes. Whileg e term “l6cal service area’ does imply some
ture has®directed the C@mm1ssmn in Texas Finance Code §15. 402 to

Fservice area in a particular region. The Commission
ntiguous political subdivisions that are within reasonable
ion’s office(s) should be a presumptive local service area. The
that the amended rule would not perm1t an 1nd1v1dual to quallfy

remotely for
its local serv

With respect to the notion that a credit union could theoretically open sufficient offices to
effectively obtain the entire state as its local service area, the Commission notes that in
Texas Finance Code §122.012, the Texas Credit Union Act requires that any new office
must be reasonably necessary to provide services to the credit union’s members.
Opening offices in areas that cannot be supported by a credit union’s members and those
persons currently eligible for membership in the credit union’s existing field of
membership would be inconsistent with the statutory provision.
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It depends on the facts but, conceptually, the Commission acknowledges that under the
proposed rule a local service area could cross state jurisdictional boundaries. It should be
pointed out, however, that any Texas-chartered credit union wishing to actually expand
its field of membership into another state would be required to comply with that state’s
field of membership requirements. Nothing in the amended rule would override the
authority of the other state to control and/or restrict the expansion activities of a Texas-
chartered credit union. Accordingly, opening an office simply to facilitate an expansion
of a credit union’s field of membership would be impermissible under Texas Finance
Code §122.012. :

Commission disagrees and declines to revise the ruleg mmenter suggests The
Commission’s view is that previous versions of 7 T . ) have contained the
reasonable proximity term for years and the rulefadequa t§ forth the requirement
that reasonable proximity should be a geograp hitation. many group to be

?

added to a credit union’s field of membe;

One commenter recommended that'g, “digital:branch” should:k to the definition of
espthere ar o

customers and cred s, it decline; 10 revise thes eﬁmtlons rule as the commenter
suggests. el 1 contained in 7 TAC §91.101 (related to
Deﬁmtlons " : i 1odifications to that rule are beyond the scope

ition of local service area should be expanded.
3d that, in addition to the political jurisdiction enumerated in

Zode, political subdivision should be enlarged to include
&Commission disagrees and declines to revise the rule as
. The Comm1ssmn believes that, to be cons1stent w1th leglslatlve

it ion services to the general public. Community of interest
requirements atgsmeant as limiting factors, and permitting a credit union to designate the
entire State ofTexas as its local service area would circumvent the statutes and is beyond
the Commission’s scope of authority. Given the size and population of the State of
Texas, action by the Legislature would be necessary before the Commission could
consider allowing such a large political jurisdiction as a presumptive local service area.

One commenter suggested that the proposed rule does not need to amend 7 TAC

§91.301(e). It was recommended that the term “underserved communities”, as it is
defined, is sufficient to cover all situations where there may be a demonstrated need for
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financial services. Another commenter opposed “this broad expansion of the credit
union field of membership because it has no apparent connection to HB 1626, 84th
Session, and undermines the common bond requirement.” The Commission disagrees
with both commenters and declines to revise the rule for the reasons outlined below. The
Commission observes that an “underserved area” as defined in 7 TAC §91.101 (related to
Definitions and Interpretations) is more limiting than the criteria prescribed for an area to
be designated as a credit union development district in accordance with Texas Finance
Code Chapter 279 and 7 TAC Chapter 91, Subchapter K (related to Credit Union
Development Districts). While an “underserved area” could megt the standards necessary
for designation as a “credit union development district” the rg} heannot be guaranteed.
A credit union can only open an office that is reasonabl){ §:! ssary to provide services to

the credit umon s members. If the Department did not,dit erghtiate between credit union

5

underserved area, a credit union would not be ableitb. mée

ARG,

in the development district, unless the geograpliic area’was already
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legislative intent with regard to credit «ini
takes seriously its direction from the Legisla

One commenter favored the pro iguggested changes. The

Commission agrees with the commenter.

Yt the proposal has been reviewed by legal counsel and
ise of the agency’s legal authority.
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§91.301. Field of Membership.

(@) General. Membership in a credit union shall be limited to one or more groups, each of
which (the Group) has its own community of interest and is within the credit union’s local
service area. In this section, local service area generally consists of one or more contiguous
political subdivisions that are within reasonable proximity of a credit union’s offices. Political
subdivision has the meaning assigned by TEX. LOCAL GOV'T CODE §172.003(3). For purposes
of field of membership, the Group as a whole will be considered to be within the local service
area when:

1) a majority of the persons in the Group live, work, or gather regularly within the
local service area;

(2)  the Group’s headquarters is located within the local service area; or

(3)  the persons in the Group are “paid from” or “supervised from” an office or facility
located within the local service area.

The commissioner may impose a geographical limitation on any Group if the commissioner
reasonably determines that the applicant credit union does not have the facilities and staffing to
serve a larger group or there are other operational or management concerns.

(b) Other persons eligible for membership. A number of persons by virtue of their close
relationship to a Group may be included in the field of membership at the option of the applicant
credit union. These include:

(1)  members of the family or household of a member of the Group;

(2)  volunteers performing services for or on behalf of the Group;

(3)  organizations owned or controlled by a member or members of the Group, and
any employees and members of those organizations;

(4)  spouses of persons who died while in the Group;

5) employees of the credit union;

(6)  subsidiaries of the credit union and their employees; and businesses and other
organizations whose employees or members are within the Group.

(c) Multiple-groups.

(1)  The commissioner may approve a credit union’s original articles of incorporation
and bylaws or a request for approval of an amendment to a credit union’s bylaws to serve one or
more communities of interest or a combination of types of communities of interest.

2 In addition to general requirements, special requirements pertaining to multiple-
Group applications may be required before the commissioner will grant such a certificate or approve
such an amendment.

(A)  Each Group to be included in the proposed field of membership of the credit
union must have its own community of interest.

(B) Each associational or occupational Group must individually request
inclusion in the proposed credit union's field of membership.
(d) Overlap protection.

¢)) The commissioner will only consider the financial effect of an overlap proposed by
an application to expand a credit union's field of membership or when a charter application proposes
an overlap for a Group of 3,000 members or more.

2 The commissioner will weigh the information in support of the application and any
information provided by a protesting or affected credit union. If the applicant has the financial
capacity to serve the financial needs of the proposed members, demonstrates economic feasibility,
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complies with the requirements of this rule, and no protestant reasonably establishes a basis for
denying the request, it shall be approved.

(3)  If a finding is made that overlap protection is warranted, the commissioner shall
reject the application or require the applicant to limit or eliminate the overlap by adding
exclusionary language to the text of the amendment, e.g., "excluding persons eligible for primary
membership in any occupation or association based credit union that has an office within a specified
proximity of the applicant credit union at the time membership is sought." Exclusionary clauses are
rarely appropriate for inclusion on a geographic community of interest.

(4)  Generally, if the overlapped credit union does not submit a notice of protest form,
and the department determines that there is no safety and soundness problem, an overlap will be
permitted. If, however, a notice of protest is filed, the commissioner will consider the following
in performing an overlap analysis:

(A)  whether the overlap is incidental in nature, i.e., the group(s) in question is
so small as to have no material effect on the overlapped credit union;

(B)  whether there is limited participation by members of the group(s) in the
overlapped credit union after the expiration of a reasonable period of time;

(C)  whether the overlapped credit union provides requested service;

(D) the financial effect on the overlapped credit union;

(E) the desires of the group(s); and

(F)  the best interests of the affected group(s) and the credit union members
involved.

(5)  Where a sponsor organization expands its operations internally, by acquisition or
otherwise, the credit union may serve these new entrants to its field of membership if they are
part of the community of interest described in the credit union’s bylaws. Where acquisitions are
made which add a new subsidiary or affiliate, the group cannot be served until the entity is
included in the field of membership through the application process.

(6) Credit unions affected by the organizational restructuring or merger of a group
within its field of membership must apply for a modification of their fields of membership to
reflect the group to be served.

(e) Underserved communities.

(1) Al credit unions may include underserved areas or areas designated as a credit
union development district in accordance with Subchapter K (related to Credit Union
Development Districts) in their fields of membership, without regard to location. More than one
credit union can serve the same underserved community.

2) Once an underserved community has been added to a credit union’s ﬁeld of
membership, the credit union must establish and maintain an office or facility in the area under
this subsection.

(3) A credit union desiring to add an underserved community must document that the
area meets the applicable definition in §91.101 (relating to Definitions and Interpretations). In
addition, the credit union must develop a business plan specifying how it will serve the
community. The business plan, at a minimum, must identify the credit and depository needs of
the community and detail how the credit union plans to serve those needs. The credit union will
be expected to regularly review the business plan to determine if the community is being
adequately served. The commissioner may require periodic service status reports from a credit
union pertaining to the underserved area to ensure that the needs of the area are being met, as
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well as requiring such reports before allowing a credit union to add an additional underserved
area.
® Parity with Federal Credit Unions.
Credit unions will be allowed to have, at a minimum, at least as much flexibility as federal credit
unions have in field of membership regulation. If a credit union proposes a type of Group that the
National Credit Union Administration has previously determined meets the Federal requirements,
the commissioner shall approve the application unless the commissioner finds that the credit union
has not demonstrated sufficient managerial and financial capacity to safely and soundly serve such
expanded membership.
(g) Application.
In order to request the approval of the commissioner to add a Group to its bylaws, a credit union
must submit a written application to the Department. The applicant credit union shall have the
burden to show to the Department such facts and data that support the requirements and
considerations in this rule. In reviewing such application, the commissioner shall consider:

M Whether the Group has adequate unifying characteristics or a mutual interest such
that the safety and soundness of the credit union is maintained;

(2)  The ability of credit unions to maintain parity and to compete fairly with their
counterparts;

3) Service by the credit union that is responsive to the convenience and needs of
prospective members;

4 Protection for the interest of current and future members of the credit union; and

(5)  The encouragement of economic progress in this State by allowing opportunity to
expand services and facilities.
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EMPLOYEE TRAINING PROGRAM

D. (2) Discussion, Consideration and Possible Vote to Recommend
that the Credit Union Commission Take Action to Adopt Amendments
to 7 TAC 97.200 Concerning the Employee Training Program.

BACKGROUND: At its March meeting, the Commission approved for
publication and comment in the Texas Register the proposed amendments to
Rule 97.200. No comments were received in regards to the proposed
amendments.

In general, the purpose of the amended rule would implement the new
statutory requirement (Texas Government Code, Section 656.048) that an
agency head must authorize tuition reimbursement payment for an employee
who has successfully completed a course at an institution of higher
education.

RECOMMENDED ACTION: The Committee’s recommendation will be
discussed at the meeting.

NOTE: Coming upon a recommendation from the Rules Committee, a
Standing Committee of the Commission, no second is needed to consider
and vote on the issue.
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The Credit Union Commission (the Commission) adopts amendments to Texas Administrative
Code Title 7, §97.200, concerning employee training and education assistance programs without
changes to the proposed text as published in the March 18, 2016 issue of the Texas Register (41
TexReg 2049).

The amendments make changes to reflect that Texas Government Code §656.048 was amended
effective September 1, 2015, by Section 3 of H.B. 3337(Act 2015, 84" Leg., R.S. Ch. 366, §3), to
establish certain requirements for agency tuition reimbursement programs. The amendments are
adopted to reflect the new statutory requirement that the agency. head authorize tuition
reimbursement payment for an employee who has successfully completed a‘course at an institution
of higher education.

The Commission received no comments regarding the proposed

The amendments are adopted under Texas Finance* Code, §15 402, ;whlch authorizes the
Commission to adopt reasonable rules for administering Title 2, Chapte’i"-r»x_»_]', .and Title 3,
Subchapter D of the Texas Finance Code. S

This agency hereby certifies that the proposal has been reviewed bj' legal counsel and found to

be a valid exercise of the agency’s legal-authority.
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§97.200. Employee Training Program.

(a) Components of program. The employee training program for the department
consists of one or more of the following components:

¢)) Agency-sponsored training to include in-house training sessions and on-
the-job training;

2) Formal training program conducted through the National Credit Union
Administration as administrator of the National Credit Union Share Insurance Fund.

3) Seminars and conferences; and

4 Formal course of study at an accredited institution of higher education.

(b) In order for the cost of training and the time related to that training to be
reimbursed by the department, the employee must demonstrate that the course has direct
applicability to the employee's job with the department. Attendance at an approved
training session described in subsection (a)(1)-(3) will be considered part of the
employee's normal work duties and will not require the employee to use accrued leave to
attend.

(c) Requests to attend an external training program, seminar or conference pursuant
to this section must be approved by the commissioner. Approval of a request is
contingent upon availability of funds. If limited funds are available, and more than one
employee wishes to participate, a decision regarding who will attend will be based upon
the extent of their previous use of funds, the training's merit and its value to the
department's operations.

(d) Continuing education courses. Continuing education courses required by
licensing or certifying bodies for employees to maintain a professional license or
designation will only be reimbursed if such courses relate directly to the employee's job
duties with the department and there are funds available.

(e) Tuition reimbursement. The Commissioner must authorize in writing the
reimbursement of tuition in accordance with this subsection.

(1)  The department may reimburse full-time employees for part or all of
tuition and required fees for formal courses of study described in subsection (a)(4)
provided the eligibility criteria set forth below are met.

(A)  An employee must have completed 24 consecutive months of full-
time employment with the department prior to requesting approval to receive tuition
reimbursement. However, the 24-month requirement may be waived if the commissioner
finds that the employee needs a particular course to fulfill his or her work duties.

(B)  An employee must be performing consistently above that normally
expected or required and must have achieved an overall performance rating of at least
3.50 on the employee's most recent performance evaluation.

(C)  An employee must not have been subject to formal disciplinary
action for at least twelve months prior to requesting approval. As used in this section,
"disciplinary action" includes a formal written reprimand, suspension without pay, or
salary reduction for disciplinary reasons.

(D)  The course work must be related to a current or prospective duty
assignment within the department.

(E)  An employee, before the course begins, must agree in writing to
the repayment requirement stated in this subsection.

(F) At the time of the request for approval to receive tuition
reimbursement, comparable training must not be scheduled to be offered in-house or
through the National Credit Union Administration during the period of time covered by
the tuition reimbursement.
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(G) The employee's participation must not adversely affect workload
or performance.

(H)  The employee must complete the course within the semester for
which tuition reimbursement was requested.

8} The employee must receive a passing grade in the course. A
passing grade is a grade which will entitle the employee to receive credit for the course
from the educational institution offering the course.

(2)  Reimbursable costs. Criteria addressing the extent to which cost of
tuition may be reimbursed are as follows:

(A) The maximum amount an employee may be reimbursed for an
approved tuition reimbursement request is $250 per semester, not to exceed $500 per
fiscal year. The maximum amount of reimbursement may be increased up to $400 per
semester for good cause shown upon approval by the commissioner.

(B)  Reimbursable costs include tuition, related fees, and required
textbooks and workbooks. Employees will not be reimbursed for auditing a course.

(C) Costs described in subparagraph (2)(B) will be paid to the
employee at the completion of the course upon the employee submitting proof that the
course was completed and a passing grade was received.

3) Repayment. Should an employee separate from department service within
12 months of completion of the course, the employee must reimburse the department for
all reimbursable costs expended by the department for that course in accordance with
section 656.103 of the Texas Government Code (relating to Restrictions on Certain
Training Costs). The commission may adopt an order waiving this requirement upon
finding that such action is in the best interest of the department or is warranted because of
an extreme personal hardship suffered by the employee.

(4)  Prohibition on use of state resources. Employees may not use department
equipment, such as computers, calculators or typewriters to complete course work.
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MANDATORY RULE REVIEW

D. (3) Discussion, Consideration, and Possible Vote to
Recommend that the Credit Union Commission Take Action on the
Completed Rule Review of 7 TAC Sections 91.7000 (Certificates of
Indebtedness).

BACKGROUND: Section 2001.39, Government Code, requires that a
state agency review and consider for readoption each rule not later than the
fourth anniversary of the date on which the rule took effect and every four
years after that date. As provided in the noted section, the reviews must
include, at a minimum, an assessment by the agency as to whether the
reason for adopting the rule continues to exist. At its June 2012 meeting,
the Commission approved a plan which establishes a date for the required
review for each of the affected rules. In accordance with that plan, staff has
reviewed 7 TAC Part 6, Chapter 91, Subchapter P and is recommending that
no changes be made to 7 TAC Section 91.7000.

Notice of review and a request for comments on the rule in this chapter was
published in the April 22, 2016 issue of the Texas Register. No comments
were received regarding the review. The Department believes that the
reasons for adopting the noted rule continue to exist.

RECOMMENDED ACTION: The Committee’s recommendation will be
discussed at the meeting.

NOTE: Coming upon a recommendation from the Rules Committee, a
Standing Committee of the Commission, no second is needed to consider
and vote on the issue.
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The Credit Union Commission (Commission) has completed its review of Texas Administrative
Code Title 7, §91.7000 (Certificates of Indebtedness) as published in the April 22, 2016 issue of
the Texas Register (41 TexReg 2973). The Commission proposes to readopt this rule.

The rule was reviewed as a result of the Credit Union Department (Department)’s general rule
review.

The Department hereby certifies that the proposal has been reviewed by legal counsel and found
to be within the Department’s legal authority to readopt.

"he Department believes that
mmission finds that the
rule without changes

The Commission received no comments with respect to this rule;
the reasons for initially adopting this rule continue to exist,
reasons for initially adopting §91.7000 continue to exist, an readop
pursuant to the requirements of Government Code, §2001; K
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Subchapter P. Other Forms of Equity Capital
§91.7000. Certificates of Indebtedness.

(a) General. No credit union may issue certificates of indebtedness pursuant to this section or
amend the terms of such certificates unless it has obtained a written letter from the commissioner
stating that the commissioner does not object (“non-objection letter”). All requirements of the
provisions of this section must be met before a non-objection letter will be issued.
(b) Form of application; supporting information. Applications must be in the form prescribed
by the commissioner and shall include all information and exhibits required by the application
instructions.
(c) Requirements as to certificates. Certificates of Indebtedness issued pursuant to this section
shall meet all of the following requirements:
¢)) Form of certificate. Each certificate evidencing subordinated debt issued by a credit
union pursuant to this section shall:
(A) Bearonits face, in bold-face type, the following legends:
@) “This certificate is not a share account or deposit and it is not insured
by the United States or any other insuring organization or fund”; and
(i)  “This certificate is not eligible for purchase by any credit union or a
credit union service organization thereof without the prior written approval of the Credit Union
Commissioner of the State of Texas.”
(B)  Clearly state that the certificate —
(i) Is subordinated to all other claims of the credit union’s creditors;
(ii))  Is totally unsecured; and
(ili)  May not be used as collateral for any loan by the issuing credit union.
(C)  Shall include within its terms the right of the issuing credit union to prepay
the obligation, which shall, at a minimum, include the right to prepay any amount without premium
or penalty any time during the fifteen months prior to the maturity date;
(D)  Shall contain the following statement:
“Notwithstanding anything to the contrary in this certificate (or in any related documents); (i) if the
NCUA or other insuring organization shall be appointed liquidating agent for the issuer of this
certificate (“the issuer’) and in its capacity as such shall cause the issuer to merge with or into
another credit union, or in such capacity shall sell or otherwise convey part or all of the assets of the
issuer to another credit union or shall arrange for the assumption of less than all of the liabilities of
the issuer by one or more credit unions, the NCUA or other insuring organization shall have no
obligation, either in its capacity as liquidating agent or in its corporate capacity, to contract for or to
otherwise arrange for the assumption of the obligations represented by this certificate in whole or in
part by any credit union or credit unions which results from any such merger or which has
purchased or otherwise acquired from the NCUA or other insuring organization as liquidating agent
for the issuer, any of the assets of the issuer, or which, pursuant to any arrangement with the NCUA
or insuring organization, has assumed less than all of the liabilities of the issuer. To the extent that
obligations represented by this certificate have not been assumed in full by a credit union with or
into which the issuer may have been merged, as described in this paragraph (A), and/or by one or
more credit unions which have succeeded to all or a portion of the assets of the issuer, or which
have assumed a portion but not all of the liabilities of the issuer as a result of one or more
transactions entered into by the NCUA or other insuring organization as liquidating agent for the
issuer, then the holder of this certificate shall be entitled to payments on this obligation in
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accordance with the procedures and priorities set forth in any applicable law. (ii) In the event that
the obligation represented by this certificate is assumed in full by another credit union, which shall
succeed by merger or otherwise to substantially all of the assets and the business of the issuer, or
which shall by arrangement with the NCUA or insuring organization assume all or a portion of the
liabilities of the issuer, and payment or provision for shall have been made in respect of all matured
installments of interests upon the certificates together with all matured installments of principal on
such certificates which shall have become due otherwise than by acceleration, than any default
caused by the appointment of a liquidating agent for the issuer shall be deemed to have been cured,
and any declaration consequent upon such default declaring the principal and interest on the
certificate to be immediately due and payable shall be deemed to have been rescinded. (iii) This
certificate is not eligible to be purchased or held by any credit union or credit union service
organization thereof. The issuer of this certificate may not recognize on its transfer books any
transfer made to a credit union or any credit union service organization thereof and will not be
obligated to make any payments of principal or interest on this certificate if the owner of this
certificate is a credit union or any credit union service organization thereof.”

2) Limitations as to term and prepayment.

(A) No certificate of indebtedness issued by a credit union pursuant to this
section shall have an original period to maturity of less than seven years. During the first six
years that such a certificate is outstanding, the total of all required sinking fund payments, other
required prepayments, and required reserve allocations with respect to the portion of such six
years as have elapsed shall at no time exceed the original principal amount or original
redemption price, thereof multiplied by a fraction, the numerator of which is the number of years
that have elapsed since the issuance of the certificate and the denominator of which is the
number of years covered by the original period to maturity.

(B) No voluntary prepayment of principal shall be made and no payment of
principal shall be accelerated without the approval of the commissioner if the credit union’s net
worth ratio is below 6% or, if after giving effect to such payment, the credit union’s net worth
ratio would fall below 6%.

(d) Offering circular. The credit union shall submit the proposed offering circular to the
Department. The offering circular must state the following in bold print:

“These certificates have not been approved by the Texas Credit Union Department nor has
the Texas Credit Union Department approved this offering circular.”

(e) Supervisory objection. Generally, the commissioner will not issue a non-objection letter
where:

(1) The proposed issue fails to transfer risk away from the National Credit Union
Share Insurance Fund or other insuring organization and onto the certificate holders.

2) Information submitted in connection with the application or otherwise available to
the Department indicates that the credit union will not be able to service the proposed debt.
Evaluation of the issuer’s ability to service debt should be prospective, based upon the issuer’s
business plan.

3) The ratio of subordinated debt included as equity capital to the credit union’s net
worth requirements exceeds one-third, after giving effect to the proposed issue.

€)) The proposed deployment of the proceeds of the proposed issue is contrary to the
credit union’s business plan, is unrealistic in its assumptions, or is inconsistent with the
principles of safety and soundness.

(5)  The credit union has failed to comply with the terms and conditions imposed upon
previous subordinated debt issuances, or has failed to comply with any outstanding enforcement
action, written agreement or any other significant supervisory requirement.
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63) Additional requirements. The commissioner may impose on the credit union such
requirements or conditions with regard to certificates or the offering or issuance thereof as the
commissioner may deem necessary or desirable for the protection of purchasers, the credit union,
the National Credit Union Share Insurance Fund, or other insuring organization, as the case may
be.

(g) Limitation on offering period. Following the date of the issuance of a non-objection
letter, the credit union shall have an offering period of not more than one year in which to
complete the sale of the certificates of indebtedness issued pursuant to this section. The
commissioner may in his discretion extend such offering period if a written request showing
good cause for such extension is filed with the Department not later than 30 days before the
expiration of such offering period or any previous extension thereof.

(h) Policies and Procedures. Before any offers or sales of the certificates are made on the
premises of the credit union or its credit union service organization, the credit union shall submit
to the Department a set of policies and procedures for such sale of certificates that is satisfactory
to the Department.

(i) Records. A credit union shall establish and maintain certificate of indebtedness
documentation practices and records that demonstrate the credit union appropriately administers
and monitors certificate of indebtedness-related activities. The credit union’s records should
adequately evidence ownership, balances, and all transactions involving each certificate. The
credit union may maintain records on certificate of indebtedness activities in any format that is
consistent with standard business practices.

)] Disclosures.

(1)  In connection with the purchase of a certificate of indebtedness by a person from
the issuing credit union or its credit union service organization, the credit union and/or the credit
union service organization must disclose to the person that:

(A)  The certificate of indebtedness is not a share or deposit;

(B)  The certificate of indebtedness is not insured by the National Credit Union
Share Insurance Fund or any other insuring organization;

(C)  There is investment risk associated with the certificate of indebtedness,
including the possible loss of value; and

(D)  The credit union may not condition an extension of credit on a person’s
purchase of a certificate of indebtedness.

(2)  The disclosures required by paragraph (1) above must be provided orally and in
writing before the completion of the sale of a certificate of indebtedness. If the sale of a
certificate of indebtedness is conducted by telephone, the credit union may provide the written
disclosure required by paragraph (1) by mail within three business days beginning the first
business day after the sale, solicitation, or offer.

3) A credit union may provide the written disclosures required by paragraph (1)
through electronic media instead of on paper, if the person affirmatively consents to receiving
the disclosures electronically and if the disclosures are provided in a format that the person may
retain or obtain later, for example, by printing or storing electronically (such as by downloading).

(4)  The disclosures provided shall be conspicuous and designed to call attention to
the nature and significance of the information provided.

(k) Sales Activities. A credit union must, to the extent practicable:

(1)  Keep the area where the credit union conducts transactions involving certificate of
indebtedness physically segregated from areas where shares and deposits are routinely accepted
from members;
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2) Identify the area where certificate of indebtedness activities occur; and

3) Clearly delineate and distinguish those areas from the areas where the credit
union’s share- and deposit-taking activities occur.

)] Referrals. Any person who accepts deposits from members in an area where such
transactions are routinely conducted in a credit union may refer a member who seeks to purchase
a certificate of indebtedness to a qualified person who sells that product only if the person
making the referral receives no additional compensation for making the referral.
(m) Reports. Within 30 days after completion of the sale of the subordinated debt issued
pursuant to this section, the credit union shall transmit a written report to the Department stating
the number of purchases, the total dollar amount of certificates sold, and the amount of net
proceeds received by the credit union. The credit union’s report shall clearly state the amount of
subordinated debt, net of all expenses that the credit union intends to have counted as equity
capital. In addition, the credit union, shall submit to the Department, certification of compliance
with all applicable laws and regulations in connection with the offering, issuance, and sale of the
certificates.
(n)  Equity capital. When a certificate of indebtedness has a remaining maturity of 5 years,
the amount of the certificates that may be considered equity capital shall be reduced by a
minimum of 20% of the original amount of the certificate per year. The equity capital shall be
reduced by a constant monthly amortization to ensure the recognition of subordinated debt is
fully amortized when the certificate matures or is prepaid.
(o)  Prohibited practices.

(1) A credit union may not engage in any practice or use any advertisement at
any office of, or on behalf of, a credit union that could mislead any person or otherwise cause a
reasonable person to reach an erroneous belief with respect to:

(A) the fact that a certificate of indebtedness a credit union sells or offers for sale is
not insured by the National Credit Union Share Insurance Fund or other insuring organization;

(B) the fact that there is an investment risk, including the potential that principal may
be lost and that the certificate may decline in value; or

(C) the fact that the approval of an extension of credlt to a person by the credit union
or credit union service organization may not be conditioned on the purchase of a certificate of
indebtedness from the credit union or credit union service organization.

(2)  No credit union shall directly or indirectly:

(A) employ any device, scheme or artifice to defraud,

(B) make any untrue statement of a material fact or omit to state a material fact
necessary in order to make statements made, in light of the circumstances under which they were
made, not misleading, or

(C)  engage in any act, practice, or course of business which operates as a fraud or
deceit upon any person, in connection with the purchase or sale of any certificate of
indebtedness.

Source: The provisions of this §91.7000 adopted to be effective March 14, 2004, 29 TexReg 2638;
reviewed and readopted to be effective June 23, 2008, 33 TexReg 5352; reviewed and readopted to be
effective July 18, 2012, 37 TexReg 4958.
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MANDATORY RULE REVIEW

D. (4) Discussion, Consideration, and Possible Vote to
Recommend that the Credit Union Commission Take Action on the
Completed Rule Review of 7 TAC Sections 91.8000 (Discovery of
Confidential Information).

BACKGROUND: Section 2001.39, Government Code, requires that a
state agency review and consider for readoption each rule not later than the
fourth anniversary of the date on which the rule took effect and every four
years after that date. As provided in the noted section, the reviews must
include, at a minimum, an assessment by the agency as to whether the
reason for adopting the rule continues to exist. At its June 2012 meeting,
the Commission approved a plan which establishes a date for the required
review for each of the affected rules. In accordance with that plan, staff has
reviewed 7 TAC Part 6, Chapter 91, Subchapter Q and is recommending
that no changes be made to 7 TAC Section 91.8000.

Notice of review and a request for comments on the rule in this chapter was
published in the April 22, 2016 issue of the Texas Register. No comments
were received regarding the review. The Department believes that the
reasons for adopting the noted rule continue to exist.

RECOMMENDED ACTION: The Committee’s recommendation will be
discussed at the meeting.

NOTE: Coming upon a recommendation from the Rules Committee, a
Standing Committee of the Commission, no second is needed to consider
and vote on the issue.
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The Credit Union Commission (Commission) has completed its review of Texas Administrative
Code Title 7, §91.8000 (Discovery of Confidential Information) as published in the April 22,
2016 issue of the Texas Register (41 TexReg 2973). The Commission proposes to readopt this
rule.

The rule was reviewed as a result of the Credit Union Department (Department)’s general rule
review.

The Department hereby certifies that the proposal has been reviewed by legal counsel and found
to be within the Department’s legal authority to readopt.

The commission received no comments with respect to
the reasons for initially adopting this rule continue to
reasons for initially adopting §91.8000 continue to.exist, and ré
pursuant to the requirements of Government Code; §: 001.039.

ile. The Department believes that
The Commission finds that the
pts this rule without changes
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Subchapter Q. Access to Confidential Information

§91.8000. Discovery of Confidential Information.

(a) Policy. The legislature has determined that certain information is confidential and, with
limited exceptions, should not be disclosed. See Texas Finance Code, §126.002. Non-disclosure
under this section protects the stability of credit unions by preventing disclosures that could
adversely impact the institutions. Inappropriate disclosures can result in substantial harm to
credit unions and to those persons and entities (including other financial institutions) that have
relationships with them. For example, the department may criticize a credit union in an
examination report for a financial weakness that does not currently threaten the solvency of the
credit union. If improperly disclosed, the criticism can lead to adverse impacts such as the
possibility of a "run," short-term liquidity problems, or volatility in costs of funds, which in turn
can exacerbate the problem and cause the failure of the credit union. These failures lead to
reduced access to credit and greater risk to depositors. Further, since specific loans may be
criticized in an examination report, confidentiality of the information protects the financial
privacy of borrowers. Finally, protecting confidential information from disclosure facilitates the
free exchange of information between the credit union and the regulator, encourages candor, and
promotes regulatory responsiveness and effectiveness. Information that does not fall within the
meaning of confidential information as defined in this section may be confidential under other
definitions and controlled by other laws, and is not subject to this section.
(b) Disclosure prohibited. Pursuant to Finance Code §126.002, the department has an
absolute privilege against disclosure of its confidential information. Discovery of confidential
information from a person subject to §126.002 must comply with subsection (c) of this section.
Only a person to whom confidential information has been released pursuant to §126.002 or this
rule may disclose that information to another, and only in accordance with that section and this
rule.
(c) Discovery of confidential information. A credit union, governmental agency, credit
union service organization, service provider, or insuring organization that receives a subpoena or
other form of discovery for the release of information that is confidential under §126.002 of the
Act shall promptly:
(1)  notify the department of the request;
2 provide the department with a copy of the discovery documentation and, if
requested by the department, a copy of the requested information; and
(3)  move for a protective order, or its equivalent under applicable rules of procedure.
In addition, prior to the release of confidential information, such credit union, governmental
agency, credit union service organization, service provider, or insuring organization must obtain
a ruling on its motion in accordance with this section. Confidential information may be released
only pursuant to a protective order, or its equivalent, in a form consistent with that set out in this
section and only if a court with jurisdiction has found that:
(A) the party seeking the information has a substantial need for the
information;
(B)  the information is directly relevant to the legal dispute in issue; and
(C)  the party seeking the information is unable without undue hardship to
obtain its substantial equivalent by other means.
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(d) Discretionary filings by department. On receipt of notice under subsection (c) of this
section, the department may take action as may be appropriate to protect confidential
information. The department has standing to intervene in a suit or administrative hearing for the
purpose of filing a motion for protective order and in camera inspection in accordance with this
section.

(e) Motion for protective order, or equivalent, and in camera inspection. The movant shall
ask the court to enter an order in accordance with this section regarding the release of
confidential information. If necessary to resolve a dispute regarding the confidential status or
direct relevance of any information sought to be released, the party seeking the order shall move
for an in camera inspection of the pertinent information. Until subject to a protective order, or its
equivalent, confidential information may not be released, and, if necessary, the party seeking an
order shall request the court officer to deny discovery of such confidential information.

6] Protective order or equivalent. An order obtained pursuant to the terms of this section
must:

@) specifically bind each party to the litigation, including one who becomes a party
to the suit after the order is entered, each attorney of record, and each person who becomes privy
to the confidential information as a result of its disclosure under the terms of the order;

(2)  describe in general terms the confidential information to be produced;

(3)  state substantially the following in the body of the order:

(A)  absent court order to the contrary, only the court reporter and attorneys of
record in the cause may copy confidential information produced under the order in whole or part;

(B) the attorneys of record are custodians responsible for all originals and
copies of confidential information produced under the order and must insure that disclosure is
limited to those persons specified in the order;

(C)  confidential information subject to the order and all information derived
there from may be used only for the purposes of the trial, appeal, or other proceedings in the case
in which it is produced;

(D) confidential information to be filed or included in a filing in the case must
be filed with the clerk separately in a sealed envelope bearing suitable identification, and is
available only to the court and to those persons authorized by the order to receive confidential
information, and all originals and copies made of such documents and records must be kept
under seal and disclosed only in accordance with the term of the protective order;

(E)  confidential information produced under the order may be disclosed only
to the following persons and only after counsel has explained the terms of the order to the person
who will receive the information and provided that person with a copy of the order;

1) to a party and to an officer, employee, or representative of a party,
to a party's attorneys (including other members and associates of the respective law firms and
contract attorneys in connection with work on the case) and, to the extent an attorney of record in
good faith determines disclosure is necessary or appropriate for the conduct of the litigation,
legal assistants, office clerks and secretaries working under the attorney's supervision;

(i)  to a witness or potential witness in the case;

(ili)  to an outside expert retained for consultation or for testimony,
provided the expert agrees to be bound by the terms of the order and the party employing the
expert agrees to be responsible for the compliance by its expert with this confidentiality
obligation; and
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(iv)  to the court or to an appellate officer or body with jurisdiction of an appeal in the case;

(F) at the request of the department or a party, only the court, the parties and
their attorneys, and other persons the court reasonably determines should be present may attend
the live testimony of a witness or discussions or oral arguments before the court that may include
confidential information or relate to such confidential information. The parties shall request the
court to instruct all persons present at such testimony, discussions, or arguments that release of
confidential information is strictly forbidden;

(G) a transcript, including a deposition transcript, that may include
confidential information subject to non-disclosure is subject to the order. The party requesting
the testimony of a current or former department officer, employee, or agent shall, at its expense,
furnish the department a copy of the transcript of the testimony once it has been transcribed.

(H)  Upon ultimate conclusion of the case by final judgment and the expiration
of time to appeal, or by settlement or otherwise, counsel for each party shall return all copies of
every document subject to the order for which the counsel is custodian to the party that produced
the confidential information; and

O Production of documents subject to the order does not waive a claim of
privilege or right to withhold the documents from a person not subject to the order.

G} Paragraph (3)(A), (B) and (E) - (H) of this subsection are subject to modification
by the court for good cause before the conclusion of the proceeding, after giving the department
notice and an opportunity to appear.

Source: The provisions of this §91.8000 adopted to be effective March 14, 2004, 29 TexReg 2638;
reviewed and readopted to be effective June 23, 2008, 33 TexReg 5352, amended to be effective July 12,
2009, 34 TexReg 4513; reviewed and readopted to be effective July 18, 2012, 37 TexReg 4958.
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MEMBER BUSINESS LOANS

D. (5) Discussion, Consideration and Possible Vote to Recommend
that the Credit Union Commission Take Action on the Proposal and
Publication for Comment Amendments to 7 TAC Section 91.709
Concerning Member Business Loans.

BACKGROUND: 7 TAC Section 91.709, Member Business Loans, was
reviewed as a result of recent amendments adopted by the National Credit
Union Administration (NCUA) to modernized its member business loans
rule (12 C.F.R. Part 723) and provided federally insured credit unions with
greater flexibility and autonomy to provide commercial and business loans
to their members. NCUA'’s final rule will replace, on January 1, 2017, the
existing prescriptive requirements with a broad, principles-based regulatory
approach, with expanded requirements pertaining to policies, procedures,
and oversight by credit union management and credit union directors.
NCUA'’s final rule also provides that federally insured credit unions in a
given state are exempted from compliance with 12 C.F.R. Part 723 if state
supervisory authority administers a state commercial and member business
loan rule for use by federally insured credit unions in that state, provided
that the state rule at least covers all the provisions in 12 C.F.R. Part 723 and
is no less restrictive (based on NCUA'’s determination).

States that currently have exemptions from the previous 12 C.F.R. Part 723
were grandfathered in NCUA'’s final rule. As a result, without action by the
Commission, the grandfathered 7 TAC Section 91.709 will continue to
require state chartered credit unions to comply with the extensive regulatory
thresholds and limits and will place them at a competitive disadvantage to
federally chartered credit unions when offering commercial and business
loans to their members.

The proposal will provide credit unions parity, under Section 123.003 of the
Texas Finance Code, with federal credit unions engaged in the business of
making member business loans in Texas. In keeping with NCUA’s “no less
restrictive” requirement to obtain an exemption from the new 12 C.F.R. Part
723, the proposal closely tracks the provisions of NCUA’s final rule and
removes the current credit union requirements for collateral and security,
equity, loans limits, and waiver processes, and replaces them with broad
principles intended to permit credit unions to govern safe and sound
member business lending as part of their commercial lending program.
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Under the proposal, credit unions would be required to maintain and update
written policies concerning the maximum amount of assets, credit
underwriting standards, loan approval standards, loan monitoring standards
and loan documentation standards. Credit unions would also be required to
have qualified staff and commercial loan risk management systems. In
addition, the proposed amendments contain prohibitions on certain types of
commercial loans and contains an aggregate member business loan limit.
The implementation of the proposal would be delayed until January 1, 2017
to coincide with the effective date of NCUA’s new 12 C.F.R. Part 723.

RECOMMENDED ACTION: The Committee’s recommendation will be
discussed at the meeting.

NOTE: Coming upon a recommendation from the Rules Committee, a
Standing Committee of the Commission, no second is needed to consider
and vote on the issue.
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The Credit Union Commission (Commission) proposes amendments to Title 7 of the Texas
Administrative Code, Section 91.709, relating to member business lending activities.

The amendments to the rule are proposed as a result of the adoption of federal regulations as
discussed below. The proposed amendments will provide credit unions parity, under Texas
Finance Code Section 123.003, with federal credit unions engaged in the business of making
member business loans in Texas. The amendments will eliminate detailed collateral criteria and
portfolio limits, and instead will focus on broad, yet well-defined, principles that clarify
regulatory expectation for credit unions engaged in member business:lending activities. The
proposed amendments also distinguish between the broad commerci ding activities in which
a credit union is authorized to engage, and the more narrowly defined category of member
business loans subject to statutory aggregate limits in 12, U.S!C::§1757a. The proposed
amendments clarify that, In addition to the other limitations set forth in‘the, amendments, a credit
union may not make a loan to a member or a business mterest of the member if the loan would
cause the aggregate amount of loans to the member and the member's bt ess interests to
exceed an amount equal to 10 percent of the cred1 union's total assets as fided by Texas
Finance Code Section 123.003. ;

has recently published a final rule
23) to provided federally insured
to provide ¢ ercial and business loans to

In general, the National Credit Union Administration (N
to modernized its member business loangule (12 C.F.R. P
credit unions with greater flexibility and a\
thexr members The ﬁnal rule amends N 4UA« :

are exempted from comp
a state commercial

chartered credit unior en offering commercial and business loans to their members.

In keeping with NCUA’s “no less restrictive” requirement to obtain an exemption from the new
12 C.F.R. Part 723, the proposed amendments closely track the provisions of NCUA'’s final rule
and remove the current credit union requirements for collateral and security, equity, loans limits,
and waiver processes, and replace them with broad principles intended to permit credit unions to
govern safe and sound member business lending as part of their commercial lending program.
Under the proposed amendments, the Commission requires credit unions to maintain and update
written policies concerning the maximum amount of assets, credit underwriting standards, loan
approval standards, loan monitoring standards and loan documentation standards. Credit unions
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are also required to have qualified staff and commercial loan risk management systems. In
addition, the proposed amendments contain prohibitions on certain types of commercial loans
and contain an aggregate member business loan limit. The Commission proposes to delay
implementation of the final rule until January 1, 2017 to coincide with the effective date of
NCUA’s new 12 C.F.R. Part 723.

Shari Shivers, General Counsel, has determined that for the first five-year period the proposed
amendments are in effect, there will be no additional cost to state or local governments as a result
of enforcing or administering the amended rule.

Ms. Shivers also has determined that, for each year of the first,f e years the rule as proposed
will be in effect, the public benefit will be greater clarity regarding-the. rule’s requirements and
significant regulatory relief for credit unions.

For each year of the first five years that the rule will be in effect there%
economic costs to persons requlred to comply with
effect on small businesses or micro-businesses, “and
small businesses as compared to large businesses.

».be no probable
rule as, proposed no a erse ‘economic

'tmg to Shari Shivers, General
Counsel, Credit Union Department, 914 i V,W,Texas 78752- 1699 or by

email to CUDMall@cud texas.gov. To be c¢ :

be within the agency's ] ‘gal authorlty to adopt.
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§91.709. Member Business and Commercial Loans.

(a) Definitions. Definitions in TEX. FIN. CODE §121.002, are incorporated herein by reference.
As used in this section, the following words and terms shall have the following meanings. unless
the context clearly indicates otherwise.

(1) “Borrower” means a member or any other person named as a borrower, obligor, or
debtor in a loan or_extension of credit; or any other person. including, but not limited to, a
comaker, drawer, endorser, guarantor or surety who is considered to be a borrower under the
requirements of subsection (i) of this section concerning agggegation and attribution for

commercial loans. #
“Commercial loan” means a loan or an extensmn o) credlt to an_individual, sole

credit or deposns in another financial 1nst1tut10n, a loan sé"cufed by a vehicle manufactured for

household use; and a loan that would oth srwise meet the deﬁmtlon of commercial loan and
which, when the aggregate outstanding balance;plus }lnfunded co tititments less any portion

cﬁohs of anotheér person; or
er to exercisé-a controlling influence over the management or

for which the lien’ entral: to the extension of the credit: that is the borrower would not have
been extended creditrin the’ same amount or on terms as favorable without the lien. A loan is
wholly or substantially‘.fsecured by a lien on a 1- to 4-family residential property if the estimated
value of the real estate collateral at origination (after deducting any senior liens held by others) is
greater than fifty (50) percent of the principal amount of the loan.

(6) “Loan secured by a lien on a vehicle manufactured for household use” means a loan
that, at origination, is secured wholly or substantially by a lien on a new and used passenger car
or other vehicle such as a minivan, sport-utility vehicle, pickup truck, and similar light truck or
heavy-duty truck generally manufactured for personal, family, or household use and not used as
a fleet vehicle or to carry fare-paying passengers, for which the lien is central to the extension of
credit. A lien is central to the extension of credit if the borrower would not have been extended
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credit in the same amount or on terms as favorable without the lien. A loan wholly or
substantially secured by a lien on a vehicle manufactured for household use if the estimated

value of the collateral at origination (after deducting any senior liens held by others) is greater
than fifty (50) percent of the principal amount of the loan.

(7) “Loan-to-value ratio for collateral” means the aggregate amount of all sums borrowed
and secured by the collateral, including outstanding balances plus any unfunded commitment or
line of credit from another lender that is senior to the credit union’s lien, divided by the current
collateral value. The current collateral value must be established by prudent and accepted
commercial loan practices and comply with all regulatory requirements.

daily bid and ask price market.

(11) “Residential property” means a house,.

gbz Parity. A credit union may make, ccmm titdamake, purchase of comm1t to purchase anv

TR

member business loan it could make if it were 0 ef'a,

of this chapter
"tlonal Requirements. Prior to en a m

material chai
structure, in res

ponse to any material change in the credit union’s overall portfolio performance,
or in response tc matenal change in economic conditions affecting the credit union. The

board must update Ip_ohcles when warranted. Policies under this paragraph must be designed

to identify:
(A)_the maximum amount of assets, in relation to net worth, allowed in secured,
unsecured, and unguaranteed commercial loans and in any given category or type of commercial

loan and to any one borrower:
(B) credit underwriting standards including potential safety and soundness

concerns to ensure that action is taken to address those concerns before they pose a risk to the
credit union’s net worth; the types of commercial loans permitted; the trade area in which loans
will be made: the size and complexity of the loan as appropriate to the size of the credit union;
and the scope of the credit union’s commercial loan activities:
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(C) loan approval standards including consideration, prior to credit commitment,

of the borrower’s overall financial condition and resources; the financial stability of any

guarantor; the nature and value of underlying collateral; environmental assessment requirements;
the borrower’s character and willingness to repay as agreed; and the use of loan covenants when

warranted:

(D) _loan monitoring standards including a system of independent, ongoing credit
review and appropriate communication to senior management and the board of directors; the
concentration of credit risk: and the risk management systems under subsection (d) of this

section; and

loan documentation standards includin enabllny"‘fthe wcredit union to make

,ﬁ.é.

wl" ss mitipa ?tlon At a minimum, a credit
s must internall have a senior

SRLE

the thlrd?' party_ may provide the requisite experience to_a credit
articipation interest in a loan originated by the credit union that

union has a control]'.' g financial interest in the credit union service organization as determined
under generally accepted*accountmg principles.

(C) thé actual decision to grant a commercial loan resides with the credit union;

(D) qualified credit union staff exercise ongoing oversight over the third party by

regularly evaluating the quality of any work the third party performs for the credit union.
(4) De Minimis Exception. The responsibilities and operational requirements described
in paragraphs (1) and (2) of this subsection do not apply to a credit union if it meets all of the

following conditions:

(A) the credit union’s total assets are less than $250 million;

and
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(B) the credit union’s aggregate amount of outstanding commercial loan
balances (including any unfunded commitments. any outstanding commercial loan balances and

unfunded commitments of participations sold, and any outstanding commercial loan balances
and unfunded commitments sold and serviced by the credit union) total less than fifteen (15)

percent of the credit union’s net worth; and
(C) in a given calendar year, the amount of originated and sold commercial

loans and the amount of originated and sold commercial loans the credit union does not continue
to service, total fifteen (15) percent or less of the credit union’s net worth.

A credit union that relies on this de minimis exception is prol_nblted from engaging in any

acts or practices that have the effect of evading the regulrements of'this subsection.
(d) Commercial Loan Risk Management Systems. :

Risk Management Processes. A credit union’s: nsk m
commensurate with the size, scope and complexit of the credit union!

activities and borrowing relationships. The processes rvnust= at a mmn_num address the
following;

(A) use of loan covenants, if appropriate, mcw'dmg frequency 5_:,b0rrower and

guarantor financial reporting;
(B) periodic loan review, consistent with: loan covenants and sufficient to

conduct portfolio risk management, whlch based upon cun:ent market conditions and trends,

loan risk, and collateral conditions, mus mclude a gerlodlc teevaluation of the value and

marketability of any collateral, and an updatcd‘loan-to-value ratio for'tollateral calculation;

C) acredit risk rating s stem_undcr varagraph (2 of this subsection; and

]

approved by the credit umonas exceptlons tot he..credlt umon sAloan policies.
(2) Credit Rlsk~ Ratmfz S"stem The creth risk rating system must bc a formal QI‘OCCS

ensure adeguate_reserves as gulred by generally accepted accounting principles.
3) Independent Review. Periodic independent reviews should be conducted by a person
who is both qualified to conduct such a review and independent of the function being reviewed.
The review should ’gle an_objective_assessment of the overall commercial loan portfolio
quality and verify the ; accuracv of ratings and the operational effectiveness of the credit union’s
risk management processes. A credit union is not required to hire an outside third party to
conduct this independent review, if it can be done in-house by a competent person that is
considered unconnected to the function being reviewed.
(e) Collateral and Security for Commercial Loans.
(1) Collateral. A commercial loan must be secured by collateral commensurate with the
level of risk associated with the size and type of the commercial loan. The collateral must be
sufficient to ensure the credit union is protected by a prudent loan-to-value ratio for collateral

along with appropriate risk sharing with the borrower and principal(s). A credit union making an
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unsecured commercial loan must determine and document in the loan file that mitigating factors
sufficiently offset the relevant risk of making an unsecured loan.

(2) Personal Guarantees. A credit union that does not require the full and unconditional
personal guarantee from all principals of the borrower who have a controlling interest, as defined
by subsection (a)(3) of this section, in the borrower must determine and document in the loan file
that mitigating factors sufficiently offset the relevant risk.

(f) Construction and Development Loans.

(1) _Terms. In this subsection:

(A) “construction or development loan” means any financing arrangement to
enable the borrower to acquire property or rights to property, 1ncludmg “land or structures, with

the intent to construct or renovate an income producing property, such as re&dentnal housmg for
rental or sale, or a commerc1al building, that ma be use"

valuation for securing a construction or development loan degends on the satlsfactog completion
of the pro osed construction or renovation where th‘ loan roceeds are dlsbffi%e&l, in Aincrements

iction budget. Ouallfvlng
¢fion; other reasonable and

budget and i

“as-complete” date fo owner-o pied non-income-producing commercial real property or the

“as stabilized” date for inco ’e-Drodu ing real estate. Project costs for related parties, such as
developer fees, leasing expenses, brokerage commissions and management fees, are included in

CHIﬁlllenLOStS only if reasonable in comparison to the cost of similar services from a third

party. fw_.gg costs exclude interest or preferred returns payable to equity partners or

subordinated deb olders, the developer’s general corporate overhead, and selling costs to be
funded out of sales proceeds such as brokerage commissions and other closing costs.
(C) “prospective market value” means the market value opinion determined by an

independent appraise"fy in_compliance with the relevant standards set forth in the Uniform
Standards of Professional Appraisal Practice. Prospective value opinions are intended to reflect

the current expectations and perceptions of market participants, based on available data. Two (2)

prospective value opinions may be required to reflect the time frame during which development,
construction, or occupancy occur. The prospective market value “as-completed™ reflects the real
property’s market value as of the time that development is to be completed. The prospective
market value “as-stabilized” reflects the real property’s market value as of the time the real
property is projected to achieve stabilized occupancy. For an income producing property,
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stabilized occupancy is the occupancy level that a property is expected to achieve after the real
property is exposed to the market for lease over a reasonable period of time and at comparable
terms and conditions to other similar real properties.

(2) Policies. A credit union that elects to make a construction or development loan must
ensure that its commercial loan policies under subsection (c) of this section include adequate

provisions by which the collateral value associated with the project is properly determined and
established.

(3) Establishing Collateral Values. The current collateral value must be established by
prudent and accepted commercial loan practices and comply with all regulatory requirements.
The collateral value depends on the satisfactory completion of thé”proposed construction or
renovation where the loan proceeds are disbursed in increments es'the work is completed and is

TEUEEGED

the lesser of the project’s cost to complete or its prospective mar arket ,glue
(4) Controls and Processes for Loan Advances A‘ ed1t umo" hat elects to_make a

(g) Commercial Loan Prohibitions.

(1) Ineligible borrowers.
following:

y the credlt union or its senior management employees is
usiness or commercial endeavor that benefits from the proceeds

tied to the ] eﬁt or sale of ani
of the loan.
(3) Feess No_ director. committee member, volunteer official, or senior management
employee of a credit: umonr or immediate family member of such director. committee member,
volunteer official, or ‘senior management employee, may receive, directly or indirectly, any
commission. fee. or other compensation in connection with any commercial loan made by the
credit union. Employees. other than senior management, may be partially compensated on a
commission or performance based incentive, provided the compensation is governed by a written
policy and internal controls established by the board of directors. The board must review the
policies and controls at least annually to ensure that such compensation is not excessive or
expose the credit union to inappropriate risks that could lead to_material financial loss. Loan

origination employees are prohibited from receiving, in connection with any commercial loan
made by the credit union, any compensation from any source other than the credit union. For the
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purposes of this paragraph, compensation includes non-monetary items and anything reasonably
regarded as pecuniary gain or pecuniary advantage. including a benefit to any other person in
whose welfare the beneficiary has a direct and substantial interest. but compensation does not
include nonmonetary items of nominal value.
(h) Aggregate Member Business Loan Limit.

(1) _Limits. The aggregate limit on a credit union’s net member business loan balances is

the lesser of 1.75 times the actual net worth of the credit union, or 1.75 times the minimum net
worth required under 12 U.S.C. Section 1790d(c)(1)(A). For purposes of this calculation,

member business loan means any commercial loan, except that the following commercial loans

are not member business loans and are not counted toward the aggregate limit on member
business loans:

(A) any loan in which a federal or state agency:(or its‘political subdivision) full
insures repayment, fully guarantees repayment, or provides e Ci

the loan in full; and :

B) any non-member commermal loan._

counted toward the a
subsection.

credit union, by shares:or: é osits in other financial institutions, or by a lien on a borrower’s
rimary residence; insuréd or guaranteed by any agency of the federal government, a state, or

any political subdivision of a state; or subject to an advance commitment to purchase by any
agency of the federal government, a state, or any political subdivision of a state; or sold as a

participation interest without recourse and qualifying for true sales accounting under generally
accepted accounting principles.
(i) Aggregation and Attribution for Commercial Loans.
(1)_General Rule. A commercial loan or extension of credit to one borrower is attributed
to another person, and each person will be considered a borrower, when:
(A) __ the proceeds of the commercial loan or extension of credit are to be used
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for the direct benefit of the other person, to the extent of the proceeds so used, as provided by
paragraph (2) of this subsection;

(B) acommon enterprise is deemed to exist between the persons as persons as
provided by paragraph (3) of this subsection; or

(C)  the expected source of repayment for each commercial loan or extension
of credit is the same for each person as provided by paragraph (4) of this subsection.

(2) Direct Benefit. The proceeds of a commercial loan or extension of credit to a

borrower is considered used for the direct benefit of another person and attributed to the other
person when the proceeds, or assets purchased with the proceeds, are transferred in any manner
to or for the benefit of the other person, other than in a bona fide arni?s léngth transaction where
the proceeds are used to acquire property, goods, or services from.such other person.

(3) Common Enterprise.

Description. A common enterprise is cdnmdere fo. exist and commercial

loans to separate borrowers will be aggregated when:
i) the expected source of re Y

revenues/expenses, . mtercom an
CCCthS or payments;

loan or extension of cre it to each member of the partnership or joint venture. Excepted from
this subdivision is a partner or member who: is not held generally liable, by the terms of the
partnership or membership agreement or by applicable law, for the debts or actions of the

partnership, joint venture, or association, provided those terms are valid against third parties

under applicable law; and has not otherwise agreed to guarantee or be personally liable on the
loan or extension of credit.

(i1) to a member of a partnership, joint venture, or association is

generally not attributed to the partnership, joint venture, or associations, or to other members of
the partnership, joint venture, or association, except as otherwise provided by paragraphs (2) —
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(4) of this subsection, provided that a commercial loan or extension of credit made to a member
of a partnership, joint venture or association for the purpose of purchasing an interest in the

partnership, joint venture or association, is attributed to the partnership, joint venture or
association.

(C) __ Guarantors and Accommodation Parties. The derivative obligation of a
drawer, endorser, or guarantor of a commercial loan or extension of credit, including a
contingent obligation to purchase collateral that secures a commercial loan, is aggregated with
other direct commercial loans or extensions of credit to such a drawer, endorser, or guarantor.
(1) Commercial TLoans to One Borrower Limit. The total aggregate dollar amount of
commercial loans by a credit union to any borrower at one time ma‘ Bﬁhexceed the reater of

percent of the credit union’s net worth if the amount that exce &s e credit union’s fifteen (15)
percent general limit is fully secured at all times with a pérfected %g%urltv interest in readily

marketable collateral Any insured or

q“,,zsx

guarantees repayment, or prov1des an advance cominitment to _purchase the éém“hermal loan in

&

union may not make a loan to a member or a business interest of the member if the loan would
cause the aggregate amount of loans to.the member and“thé. member's business interests to
exceed an amount equal to 10 percent of‘the%eredit union's totafiassets as provided by TEX. FIN,
CODE §121.003. k
D Commercial Loans Regarding Federal or aranteeﬂ Loan Programs. A credit
union may follow the loan requirements and limitsfof a puatantéed loan program for loans that
are part of a loan program¢iniwhich a federal o'ij%ﬁ?ﬁe agenc }; ‘or its political subdivision) insures
repayment, guarantees:fepayment, ~or rovides an advance commitment to urchase the loan in
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HOME EQUITY RULE REVIEW

D. (6) Discussion, Consideration and Possible Vote to Recommend
that the Credit Union Commission Take Action on the Completed Rule
Review of 7 TAC, Part 8, Chapter 151 (relating to Home Equity Lending
Procedures); Chapter 152 (related to Repair, Renovation, and New
Construction on Homestead Property); and Chapter 153 (relating to
Home Equity Lending).

BACKGROUND: Pursuant to Texas Government Code, §2001.039, the
agency has completed the review of 7 TAC, Part 8, Chapters 151, 152, and
153. The notice of the review was published in the Texas Register as
required on February 26, 2016 (41 TexReg 1503). The Department received
one comment in response to that notice. The Department believes that the
reasons for initially adopting these rules continue to exist. As a result of
internal review by the Department, staff believes that certain revisions are
appropriate and necessary. Amendments to Chapter 153 are being separately
presented for proposal and include certain recommendations made by the
commenter.

RECOMMENDED ACTION: The Committee’s recommendation will be
discussed at the meeting.

NOTE: Coming upon a recommendation from the Rules Committee, a
Standing Committee of the Commission, no second is needed to consider
and vote on the issue.
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ADOPTED RULE REVIEW
7 TAC, PART 8, CHAPTERS 151, 152, and 153
Page 1 of 3

Title 7. Banking and Securities

Part 8. Joint Financial Regulatory Agencies

Chapter 151. Home Equity Lending Procedures

Chapter 152. Repair, Renovation, and New Construction on Homestead Property
Chapter 153. Home Equity Lending

The Finance Commission of Texas and the Texas Credit Union Commission
("commissions") have completed the review of the following chapters of Texas Administrative
Code, Title 7, Part 8:

and 153 was published in the
‘03) The Texas Department of

it ( agencxes ") received one
Aas “submitted by Black, Mann &

kes two recommendations. First, the commenter recommends
ing-a Situation where the borrower "is considered the owner" for

me equity:provisions. The commissions disagree with this
$-believe that this revision is unnecessary, because the current
ance .to lenders, and the commenter's recommended text
; ITOWer is the only owner of the homestead. Second, in §153.8(5),
the commenter, S cc ecting the current reference to "50(a)(H)" to correctly refer to
Section 50(a)(¢ . e to this recommendation, the commissions are proposing an
amendment to § lished elsewhere in this issue of the Texas Register, that corrects
this citation.

In §153.10, the commenter recommends "that §153.10(2) be revised to clarify that if the
property ceases to be the homestead of the owner, and the owner's spouse, who makes the equity
loan, the equity loan may be treated by the lender or any other lender as a valid non-home equity
loan secured by the property.” The commissions disagree with this recommendation. The
commissions believe that this revision is unnecessary, because the current provision provides
sufficient guidance to lenders, and the commenter's recommended amendment uses unclear
terminology.
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ADOPTED RULE REVIEW
7 TAC, PART 8, CHAPTERS 151, 152, and 153
Page 2 of 3

In §153.12, the commenter suggested deleting a sentence about providing a required
disclosure to married owners, and suggested adding the following sentence: "For married
owners, only the spouse who will sign the equity loan debt instrument (e.g., a promissory note) is
'the owner' for purposes of Section 50(a)(6)(M)(i)." The commissions disagree with this
recommendation, because the commenter's recommended amendment incorrectly assumes that
the borrower is the only owner of the homestead.

In §153.13, the commenter makes three recommendanons First, the commenter
recommends adding a statement that the preclosing disclosure requu' ment is limited to costs
charged at closing. The commissions disagree with this rec ‘endatlon This revision is
unnecessary, because the provisions identify the disclosures that.lenders can provide in order to
comply with the preclosing disclosure requirement. Second; in §153 13(3), the commenter
recommends replacing the reference to the Department. of Housing and-Urban Development
HUD-1 form with a reference to the recently adopte onsumer Financial'Protection Bureau
closing disclosure. The closing disclosure integr and replaces the previous, HUD-1 form.
Lenders have been required to provide the clgsin disclosure since Octob 2’015, under
Regulation Z, 12 C.F.R. §1026.19(f) and §1026.38.<In se.to this recommendation, the
commissions are proposing amendments to §153.13(3), published elsewhere in this issue of the
Texas Register, that would replace the reference to tl UD-1 form with references to
disclosures currently required under Regulation Z. Third, in §13 3.13(6), the commenter suggests
adding a statement that the loan may be t any time" on's day"after the owner receives
the preclosing disclosure, and adding the followin ice: "Normal business hours are those
of the closing office conducting the closmg in acco wnh §153.15(1)." The commissions
disagree with this recomm Vndatlon The commlssmns ;«.beheve that these revisions are

unnecessary, d the comm "ﬁters proposed amendment would create the need for additional
prov151ons specifying, for example, how to treat an attorney licensed in another state but engaged
in unauthorized practice of lgyy in Texas.

In §153.17, the ,commenter makes three recommendations. First, the commenter
recommends an amendment specifying that the lenders authorized to make a home equity loan
include "a bank, savings and loan association, savings bank, or credit union chartered or
organized under another state's laws that is also authorized to conduct business in this state by
the appropriate banking agency of this state." The commissions disagree with this
recommendation. The commissions believe that this revision is unnecessary, and the
commenter's proposed amendment would create the need for additional provisions to ensure that
the interpretation is limited to depository institutions doing business under the laws of Texas, as
provided by Section 50(a)(6)(P)(i). Second, the commenter recommends an amendment
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specifying that a lender licensed under Texas Finance Code, Chapter 156 or 157 is a mortgage
broker for purposes of the constitution. In response to this recommendation, the commissions are
proposing a new provision, published elsewhere in this issue of the Texas Register, that would
specify that a person licensed under Chapter 156 is a mortgage broker for purposes of the
constitution. Third, the commenter recommends correcting a reference to "another section of
(a)(6)(P)" to refer to Section 50(a)(6)(P). In response to this recommendation, the commissions
are proposing an amendment to §153.17(2), published elsewhere in this issue of the Texas
Register, that would replace this phrase with "another provision of Section 50(a)(6)(P)."

In §153.18, the commenter recommends an amendment ¢ ire-insert language that the
commissions deleted in 2006, regarding the limitation on: p*'hcatlon of proceeds The
commissions disagree with this recommendation. For the reasons discu __sed in the commissions'
preamble to the 2006 amendments (31 TexReg 5083- 84), the commi ,vlons believe that it is
appropriate to maintain the current text of §153.18. N )

‘substantive
" The-commissions disagree with this
unnecessary, because the current
i equity instruments.

In §153.20, the commenter recommends an:
terms of agreement' in regard to blanks in an instrum
recommendation. The commissions believe that this revis;
provision provides sufficient guidance reg;}rding blanks in h

In §153.51, the commenter recomme S: ‘ddlng the fol Wlng ‘sentence: "For married
owners, only the spouse who will sign the debt instrument (e.g., a promlssory note) of the equity
loan agreement is 'the owner' for purposes of Sectlo i The commissions disagree with this
recommendation. The commi; believe that this revision is unnecessary, because the current

prov151on provides sufficien ance to len lers, and the commenter's recommended text

determined . that " certain re
concurrently proposmg amend
) C ncurrently proposed amendments to Chapter 153, the

ns for initially adopting these rules continue to exist, and readopt
_accordance with the requirements of Texas Government Code,

§2001.039. This,concludes th eview of 7 TAC, Part 8, Chapters 151, 152, and 153.
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March 21, 2016

Laurie B. Hobbs, Assistant General Counsel
Office of Consumer Credit Commissioner
2601 North Lamar Boulevard

Austin, Texas 78705

Email: laurie.hobbs(@occc.texas.gov

Re: Comments in response to Proposed Rule Review Notice published in the February
26, 2016, Texas Register (41 TexReg 1503) regarding readoption, revision, or
repeal of Home Equity Interpretations (7 TAC Chapter 153) by the Finance
Commission of Texas and the Texas Credit Union Commission.

Dear Ms. Hobbs:

Black, Mann & Graham, L.L.P. represents over 250 residential mortgage lending clients
in Texas, providing legal expertise in loan document production, state and federal
regulatory compliance, and legal and closing issues relating to the perfection of valid
mortgage liens on Texas homesteads and other Texas residential properties. Through our
Dallas, Flower Mound and Houston offices and onsite personnel, we engage our clients
daily in closing conventional, FHA, VA, home improvement and home equity loans.

The Notice requests written comments regarding the readoption, revision, or repeal of
the home equity interpretations by the Commissions. In response, this letter comments
on and proposes revisions to the following home equity interpretations:

8§153.8. Security of the Equity Loan: Section 50(a)(6)(H).

1. Section 50(a)(6)(H) prohibits an equity loan from being “secured by any additional
real or personal property other than the homestead.” This Interpretation lists certain
items that it interprets are not additional real or personal property in violation of this
Section. In recognition that (i) this list is not exhaustive, (ii) the definition of owner in
§153.1(13) includes persons related by affinity or consanguinity who have separate
homesteads in the same real property (e.g., a child, mother, father or sibling), and (iii)
this situation either prevents an owner-borrower from obtaining a home equity loan
because the other owners will not be signing the equity loan note although they will be
signing the equity loan deed of trust or, to satisfy Section 50(a)(6)(H), the non-
borrowing owner(s) must abandon the homestead and convey their property interests to
the owner-borrower, we recommend that §153.8 be revised to clarify that the real
property subject to these separate homesteads may secure a home equity loan to the
owner-borrower without the separate homesteads of the persons related to the owner-
borrower by affinity or consanguinity being considered “additional real or personal
property other than the homestead” prohibited by section 50(a)(6)(H). To accomplish
this, we propose adding new 153(6) to read:

“(6) When persons related by affinity or consanguinity having separate homesteads
in the same real property sign the equity loan security instrument (e.g., deed of
trust), but less than all of those persons sign the equity loan debt instrument (e.g., a
promissory note), an equity loan made to one of those persons and secured by that
real property is not secured by additional real property in violation of Section
50(a)(6)(H) and, except for Sections 50(a)(6)(A) and (Q)(xi), the person who is the
equity loan borrower is considered the owner and that real property is considered the
homestead of that owner for purposes of compliance with Section 50(a)(6) and
Sections 50(e)-(i) and (t).”

(Page 1 of 6 pages) 27
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2. The misprint “50(a)(H)” in §153.8(5) should be corrected to read “50(a)(6)(H).”

§153.10. Number of Loans: Section 50(a)(6)(K).

We recommend that §153.10(2) be revised to clarify that if the property ceases to be the
homestead of the owner, and the owner’s spouse, who made the equity loan, the equity loan may
be treated by the lender or any other lender as a valid non-home equity loan secured by the
property. To accomplish this purpose we propose the following revisions:

“(2) Loss of Homestead Designation. If under Texas law the property ceases to be the
homestead of the owner, and the owner’s spouse, who made the equity loan, then [the
lender—for-purpeses-of-Section-50(a)(6)dC)—may-treat] what was previously an [heme]
equity [mertgage] loan may be treated as a [ren-hemestead-mertgage] valid non-equity
loan secured by the property.”

We recommend these revisions to clarify the following:

1. The equity loan lender and subsequent lenders may refinance the loan without having
to comply with the requirements and conditions of Section 50(a)(6).

2. The loan may be assumed without continuing its equity loan character.

3. A new equity loan may be made and secured by the property before the first
anniversary of the closing date of the loan.

8153.12. Closing Date: Section 50(a)(6)(M)(i).

Due to the differing language in the Interpretations regarding owner for purposes of Section
50(a)(6) — see definition of owner in §153.1(13) and the Interpretations that refer to the owner or
to the owner and spouse - we recommend that this Interpretation be revised to clarify that Section
50(a)(6)(M)(i) does not require the non-borrowing spouse to submit, sign or acknowledge the
loan application and does not require a copy of the consumer disclosure to be provided to, signed
or acknowledged by the non-borrowing spouse.

To accomplish these purposes we propose the following revisions to the introductory paragraph:

“An equity loan may not be closed before the 12th calendar day after the later of the date
that the owner submits an application for the loan to the lender or the date that the lender
provides the owner a copy of the required consumer disclosure. [One-copy-of-the-required
consumer-diselosure-may-be-provided-to-married-owners:] For purposes of determining
the earliest permitted closing date, the next succeeding calendar day after the later of the
date that the owner submits an application for the loan to the lender or the date that the
lender provides the owner a copy of the required consumer disclosure is the first day of
the 12-day waiting period. The equity loan may be closed at any time on or after the 12th
calendar day after the later of the date that the owner submits an application for the loan

Black, Mann & Graham L.L.P. « 9575 Katy Freeway, Suite 300 « Houston, Texas 77024 « Phone (713) 871-0005 « Fax (713) 871-1358
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to the lender or the date that the lender provides the owner a copy of the required

consumer disclosure. For married owners, only the spouse who will sign the equity loan
debt instrument (e.g., a promissory note) is ‘the owner’ for purposes of Section

50(a)(6)(M)(i).”
§153.13. Preclosing Disclosures: Section 50(a)(6)(M)(ii).

1. We request that the Commissions reconsider their prior reservation on providing guidance on
the meaning of the phrase “actual fees, points, interest, costs, and charges that will be charged at
closing” (see preamble in the January 2, 2004 Texas Register, 29 TexReg 89). The Commissions’
statement in that preamble that “[t]he Commissions believe that the Interpretation gives
clarification and context to the term ‘fees and charges’ as used in Section 153.13[,]” when read in
context with the other statements in that section of the preamble, implies that the term “fees and
charges” is limited to those charged to the owner at closing. Furthermore, since the adoption of
§153.13 it has been an accepted practice for lenders not to restart the one business day preclosing
timing requirement for an amount disclosed on a revised final itemized disclosure that is paid by a
person other than the owner or for which a credit is given to the owner at closing. Because of this
accepted practice and the implication by the above quoted statement by the Commissions, we
recommend that this Interpretation be revised to clarify that the phrase “actual fees, points,
interest, costs, and charges that will be charged at closing[,]” and similar phrases in this
Interpretation, include only amounts charged to the owner at closing.

To accomplish this purpose.we propose the following sentence be added to the introductory
paragraph:

“For purposes of this section, the actual fees, points, interest, costs, and charges that will
be charged at closing are limited to those charged to the owner at closing and do not
include those paid by a person other than the owner or for which a credit is given to the
owner at closing.”

2. Section 50(a)(6)(M)(ii), in pertinent part, requires that an equity loan cannot close before one
business day after the homestead owner receives “a final itemized disclosure of the actual fees,
points, interest, costs, and charges that will be charged at closing.” The Interpretation in
§153.13(3) provides that this disclosure requirement is satisfied by “delivery to the borrower of a
properly completed Department of Housing and Urban Development (HUD) disclosure Form
HUD-1 or HUD-1A.” Effective for loans for which applications are received on or after October
3, 2015, new §§1026.19(f) and 1026.38 of Regulation Z (12 CFR Part 1026) mandate a new
disclosure form — the Closing Disclosure Model Form H-25(A) - that replaces the HUD-1 and
HUD-1A disclosure forms. For this reason, we recommend that §153.13(3) be revised to reflect
this new Federal regulatory disclosure requirement and propose the following revision to
§153.13(3):

“(3) A lender may satisfy the disclosure requirement of providing a final itemized
disclosure of the actual fees, points, interest, costs, and charges that will be charged at

closmg by dehvery to the borrower of a properly completed [Department-of Housingand
A ] Bureau of Consumer

Fmanmal Protectlon Closmg Dlsclosure Form
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3. We request that the Commissions reconsider their prior reservation to provide guidance in
§153.13(6) on the application of “normal business hours™ (see preamble in the June 23, 2006
Texas Register, 31 TexReg 5083). While we agree with the Commissions’ preamble statement
that “[w]hat constitutes normal business hours is a fact-specific question ... [that] is most
appropriately raised in a court of law,” stating the day and to whom “normal business hours”
applies is not a fact-specific question outside the Commissions’ interpretive authority. Section
50(a)(6)(M)(ii) does not restrict an equity loan closing to normal business hours; that restriction is
added by the Commissions Interpretation in §153.13(6). It stands to reason, then, that if the
Commissions have the interpretive authority to restrict the closing to normal business hours, they
have the interpretive authority to state the day and to whom it applies. For these reasons, we
recommend that §153.13(6) be revised and propose the following revisions:

“(6) An equity loan may be closed at any time during normal business hours on the next
business day following the calendar day on which the owner receives the preclosing
disclosure or at any time on any calendar day thereafter. Normal business hours are those

of the closing office conducting the closing in accordance with §153.15(1).”
§153.15. Location of Closing: Section_50(a)(6)(N).

We recommend that this Interpretation be revised to clarify that attorneys who are licensed in
other states and title companies located in other states are authorized by Section 50(a)(6)(N) to
close equity loans. In initially adopting this Interpretation (see January 2, 2004 Texas Register, 29
TexReg 84), the Commissions stated in the preamble (29 TexReg 90) that they “do not believe
that attorneys must be licensed in Texas to close equity loans ... [and] that closings may occur
within or outside the state.” Because Section 50(a)(6)(N) and this Interpretation are silent on
these issues, which has and continues to cause confusion in the residential mortgage lending and
title industries, we recommend that the Commissions revise this Interpretation in line with their
preamble statements. To accomplish this purpose, we propose the following sentences be added
to the end of the introductory paragraph:

“An attorney at law is any attorney at law licensed to practice law in any state, territory or
other jurisdiction of the United States. A title company is any title insurer or an agent ofa
title insurer licensed and regulated by the state, territory or jurisdiction of the United
States in which it conducts business as a title insurer or agent of a title insurer.”

The second sentence in the proposed revision concerning a title company is based on the
appellate court decision in Rooms With A View, Inc. v. Private National Mortgage Association, 7
S.W.3d 840 (Tex.App.—Austin 1999, pet. denied 2000), which defined “title company” as used
in Section 50(a)(5) and (6) to mean “a title insurer or an agent of a title insurer” and held that
“[n]othing suggests the legislature intended ‘title company’ to refer to an entity performing only
title abstractions.”

§153.17. Authorized Lenders: Section 5 0(a)(6)(P).

1. Section 50(a)(6)(P) states “a bank, savings and loan association, savings bank, or credit union
doing business under the laws of this state or the United States” is authorized to make an equity
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loan. This Interpretation is silent as to the applicability of the phrase “under the laws of this state”
to a bank, savings and loan association, savings bank, or credit union chartered or organized
under another state’s laws that is also authorized to conduct business in this state by the
appropriate banking agency of this state. We recommend that this Interpretation be revised to
clarify that the phrase “under the laws of this state” applies to such out of state depository entities.

2. Section 50(a)(6)(P)(vi) states “a person regulated by this state as a mortgage broker” is
authorized to make an equity loan. Before September 1, 2011, there was no need to interpret this
provision because the statutory and administrative provisions regulating residential mortgage
lenders used the term mortgage broker.

Effective September 1, 2011, statutory changes to Chapter 156 of the Texas Finance Code
eliminated the term mortgage broker, replacing it with the term mortgage company, and
eliminated the term loan officer, replacing it with the term residential mortgage loan originator.
At that time, mortgage brokers and their loan officers were licensed under Chapter 156. In
anticipation of this statutory change to Chapter 156, the Texas Department of Savings and
Mortgage Lending, on August 25, 2011, issued its Home Equity Terminology Advisory Bulletin

* that, in pertinent part, states “a person regulated by this state who is licensed under Texas Finance
Code Chapter 156 may originate a home equity loan, as provided by Texas Constitution Article
X VI §50(a)(6)(P)(vi).” Effective September 1, 2013, statutory changes to Chapters 156 and 157
of the Texas Finance Code moved the licensing of residential mortgage loan originators to

" Chapter 157. The Texas Administrative Code rules regulating residential mortgage lenders (7
TAC Chapters 80 and 81) were also amended to reflect these statutory changes to Chapters 156
and 157.

Due to the above statutory and administrative rule changes, we recommend that §153.17(4) be
revised to clarify who is a mortgage broker for the purposes of Section 50(a)(6)(P)(vi). For this
purpose, we propose the following addition and revision:

“(4) A person licensed under Texas Finance Code Chapter 156 or Chapter 157 is a person
regulated by this state as a mortgage broker under Section S0(a)(6)(P)(vi). A [lender]
person who does not meet the definition of Section 50(a)(6)(P)(i), (ii), (iv), (V), or (vi),
must obtain a regulated loan license under Chapter 342 of the Texas Finance Code to
meet the provisions of subsection (iii).”

3. The misprint “(a)(6)(P)” in §153.17(2) should be corrected to read “50(a)(6)(P).”

153.18. Limitation on Application of Proceeds: Section 50(a)(6,

Effective June 29, 2006, this Interpretation was revised. One of the revisions deleted former
§153.18(3) - the debt consolidation provision - that read: “When an owner applies for a debt
consolidation loan, it is the owner, not the lender, that is requiring that proceeds be applied to
another debt. If the proceeds of a home equity loan are used in conformity with owner’s credit
application the limitations of this section do not apply.” The 2006 revisions also revised the
second sentence of former §153.18(1) (now §153.18(2)) to read: “An owner is not precluded from
voluntarily using the proceeds of an equity loan to pay on a debt owed to the lender making the
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equity loan.” With the deletion of former §153.18(3), this Interpretation no longer provides any
guidance on the “voluntariness” of a payment expressed in §153.18(2). We request that the
Commissions reconsider their prior reservations on providing guidance on this voluntary payment
issue (see preamble in the June 23, 2006 Texas Register, 31 TexReg 5083-5084). We recommend
that this Interpretation be revised to provide general guidance on this issue or, at the very least,
some voluntary payment examples. ‘

§153.20. No Blanks in Any Instrument: Section 50(a)(6)(0)(iii).

This Interpretation was last revised on June 29, 2006. On November 6, 2007, Section
50(a)(6)(Q)(iii) was amended to add the words “relating to substantive terms of agreement” so
that it now reads “the owner of the homestead not sign any instrument in which blanks relating to
substantive terms of agreement are left to be filled in[.]” (Emphasis added.) We recommend that
this Interpretation be revised to clarify what are “substantive terms of agreement” in regard to
blanks in an instrument.

§153.51. Consumer Disclosure: Section 50(g).

Due to the differing language in the Interpretations regarding owner for purposes of Section
50(a)(6) — see definition of owner in §153.1(13) and the Interpretations that refer to the owner or
to the owner and spouse - we recommend that this Interpretation be revised to clarify that Section
50(g) does not require a copy of the consumer disclosure to be provided to, signed or
acknowledged by the non-borrowing spouse. To accomplish this purpose we propose that the
following sentence be added immediately after the introductory sentence:

“For married owners, only the spouse who will sign the debt instrument (e.g.. a

promissory note) of the equity loan agreement is ‘the owner’ for purposes of Section
50(g).”

We appreciate the opportunity to provide the Finance Commission of Texas and the Texas Credit
Union Commission with the above comments and proposed revisions to their home equity
interpretations.

Sincerely,
Black, Mann & Graham, L.L.P.

IstDavid . Dulock

David F. Dulock
For the Firm
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HOME EQUITY LENDING RULE REVIEW

D. (7)) Discussion, Consideration and Possible Vote to Recommend
that the Credit Union Commission Take Action on the Proposal and
Publication for Comment on Amendments to 7 TAC, Part 8, Chapter 153
Concerning Home Equity Lending from Rule Review.

BACKGROUND: The main purpose of the proposed amendments is to
implement changes resulting from the review of Chapter 153 under Texas
Government Code, §2001.039. The proposed amendments relate to
consumer disclosures, the types of lenders authorized to make home equity
loans, and technical corrections.

RECOMMENDED ACTION: The Committee’s recommendation will be
discussed at the meeting.

NOTE: Coming upon a recommendation from the Rules Committee, a
Standing Committee of the Commission, no second is needed to consider
and vote on the issue.
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Title 7. Banking and Securities
Part 8. Joint Financial Regulatory Agencies
Chapter 153. Home Equity Lending

The Finance Commission of Texas and
the Texas Credit Union Commission
("commissions") propose amendments to the
following home equity lending
interpretations: §153.5, concerning Three
percent fee limitation, §153.8, concerning
Security of the Equity Loan, §153.13,
concerning Preclosing Disclosures, and
§153.17, concerning Authorized Lenders.

The amendments apply the
administrative interpretation of the home
equity lending provisions of Article XVI,
Section 50 of the Texas Constitution
("Section 50") allowed by Section 50(u).and
Texas Finance Code, §11.308 and §15.413;

In general, the purpose of

amendments to Chapter 153 is to implement

changes resulting from |
review of this cha ‘Fp
Govemment Code §“ ;

Department '
comment on

The agencies prepared an initial draft of
amendments with technical corrections and

updates to Chapter 153. The agencies
distributed the initial draft to home equity
stakeholders for precomments, in order to
prepare an informed and well-balanced
proposal for the commissions. The agencies

PROPOSED AMENDMENTS
7 TAC, CHAPTER 153
Page 1 of 7

received written precomments from several
stakeholders. The agencies have
incorporated  suggestions offered by
stakeholders into the proposed amendments.
The agencies ,‘h‘é‘h&ye that this early
part101pat1on

5.add "equlty“ f 1€’ "loan" to ensure that the

%1 rovi ;_ons use, the term ' 'equity loan," which

in.§153.1(7).

The™ purpose of the amendment to

. §153 8(5) is to make a technical correction

a citation to Section 50(a)(6)(H). In the
mment on the notice of intention to
review, the commenter notes that this
section currently contains an incorrect
reference to "Section 50(a)(H)." In response
to this comment, the amendment corrects the
provision to cite Section 50(a)(6)(H).

The purpose of the proposed
amendments to §153.13 is to specify how
lenders can comply with the preclosing
disclosure  requirement in  Section
50(a)(6)(M)(ii), and to include updated
citations to federal rules. Under Section
50(a)(6)(M)(ii), a home equity loan may not
be closed before "one business day after the
date that the owner of the homestead
receives . . . a final itemized disclosure of
the actual fees, points, interest, costs, and

94



charges that will be charged at closing.”
Currently, §153.13(3) explains that lenders
may comply with this requirement by
providing a properly completed HUD-1
form from the U.S. Department of Housing
and Urban Development. The Consumer
Financial Protection Bureau (CFPB)
recently adopted a closing disclosure that
integrates and replaces the HUD-1 form.
The CFPB's rules containing the
requirements for the integrated closing
disclosure are located at Regulation Z, 12
CF.R. §1026.19(f) and §1026.38. The
requirement to provide the closing
disclosure went into effect on October 3,
2015. The requirement generally applies to
closed-end residential mortgage loans for
which the lender or servicer received a loan
application on or after that date. For loans
where the application was received befor
October 3, the HUD-1 form (rather than

CFPB closing disclosure) was tffe\.zt
appropriate form for lenders to use. The .

closing disclosure requirement does not
apply to home equity linies of ‘credit, which
require separate account-opemng dlsclosures
under a different section Regulgtion Z, 12

HUD-1 form in §153.13(3) thh a reference
to the CFPB elosmg disclosure. Based on
this recommendatm and the federal rules
discussed above, the proposed amendments
to §153.13(3) delete*:the reference to the
HUD-1 form, and add‘hew references to the
disclosures  currently required under
Regulation Z: the closing disclosure (for

closed-end equity loans) and the account-

opening disclosures (for home equity lines
of credit). When these disclosures are
properly completed, they provide borrowers
with a final itemized disclosure of the actual

PROPOSED AMENDMENTS
7 TAC, CHAPTER 153
Page 2 of 7

fees, points, interest, costs, and charges that
will be charged at closing, in accordance
with Section 50(a)(6)(M)(ii).

The purpose of the amendment to
§153.14(2)(A) is to update a citation to
federal law. Currently, this provision cites
the Soldiers' and Sa;lors Civil Relief Act. In
2003, the Serv1cemembers Civil Relief Act
rmer Soldiers' and Sailors'
ct. The amendment to
§153. 14(2)(A) repla es a citation to the
previous law with '"tgtlon to the current
]awt o ‘

~ui The purpose of the amendments to

33,17 is: 1o 'specify who is- “authorized to
makea home equity loan, in light of recent
changes: in. federal pohcy and amendments
to the llcensmg provisions of Texas Finance

:Code, Chapters: s156 and 342. Section

; 6)(P) llsts the types of lenders that are

asa

mortgagee by the United States government
“* to make federally insured loans,
licensed to make regulated loans, as
.- 'provided by statute of this state," and "a

a person

person regulated by this state as a mortgage
broker."

In §153.17(2), a proposed amendment
removes a reference to "Approved
correspondents” and replaces it with "Loan
correspondents.” In 2010, the Department of
Housing and Urban Development ended its
program of approving loan correspondents,
as described in mortgagee letter 2010-20. As
amended by the proposed amendments,
§153.17(2) explains that loan
correspondents to an approved mortgagee
are not authorized lenders unless they
qualify under another provision of Section
50(a)(6)(P). In addition, in the comment on
the notice of intention to review, the
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commenter recommends correcting a
reference in §153.17(2) to "another section
of (a)(6)(P)." In response to this
recommendation, a proposed amendment
replaces this phrase with "another provision
of Section 50(a)(6)(P)."

Proposed new §153.17(3) explains that a
person who is licensed under Texas Finance
Code, Chapter 156 is a person regulated by
this state as a mortgage broker for purposes
of Section 50(a)(6)(P)(vi). Until 2011,
Chapter 156 of the Texas Finance Code
described the licensing requirements for
mortgage brokers. In 2011, the chapter was
amended to replace the term "mortgage
broker" with the terms "residential mortgage
loan company" and "residential mortgage
loan originator." In 2011, the Texas
Department of Savings and Mortgag
Lending published a "Home Equity

Terminology Advisory Bulletin," explaining:.
that a person licensed under Chapter 156 isa .

mortgage broker for purposes of the

constltutlon In the comment on. the notlce of

Proposed * new §153.17(4) replaces
current paragraphs (3) and (4) and explains
that a Chapter 342 licensee is a regulated
lender for purposes < "the constitution.
Current §153.17(3):" explains that a
nondepository lender must hold a license
under Chapter 342 to make, transact, or
negotiate a secondary mortgage loan.
Current §153.17(4) explains that if a person
does not meet the definition of Section
50(a)(6)(P)(i), (ii), (iv), (v), or (vi), the

person must obtain a Chapter 342 license to

PROPOSED AMENDMENTS
7 TAC, CHAPTER 153
Page 3 of 7

be authorized to make home equity loans. In
2007, Texas Finance Code, §342.051 was
amended to include an exemption for a
person licensed under Chapter 156. In a
precomment, one stakeholder recommends
deleting current paragraph (3), because the
paragraph does not acknowledge the
exemption for Chapter 156 licensees, and
because current’ paragraph (1) already
explains that -lénders must comply with
statutory hcen m&requ1rements In response
to this precommv ». the proposal replaces
paragraphs (3) and (4) with a new paragraph

Feeney, Credit  Union
lissioner, on behalf of the Texas
Credlt Umon Commission and Leslie L.
Pettijohn, Consumer Credit Commissioner,

- on behalf of the Finance Commission of

Texas have determined that for the first five-
year period the amendments are in effect
there will be no fiscal implications for state
or local government as a result of
administering the interpretations.

Commissioner Feeney and
Commissioner  Pettijohn  have  also
determined that for each year of the first five
years the proposed amendments are in
effect, the public benefits anticipated as a
result of the amendments will be to create
standards and guidelines for both lenders
and borrowers, fostering a stable
environment for the extension of home
equity loans.

There is no anticipated cost to persons
who are required to comply with the
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amendments as proposed. Regulation Z
currently requires lenders to provide the
disclosures described in the proposed
amendments to §153.13. Any costs of
complying with the proposed amendments
are imposed by the constitution and federal
law, and are not imposed by the proposed
amendments. There will be no adverse
economic effect on small or micro-
businesses. There will be no effect on
individuals required to comply with the
amendments as proposed.

Comments on the proposed amendments
may be submitted in writing to Laurie
Hobbs, Assistant General Counsel, Office of
Consumer Credit Commissioner, 2601
North Lamar Boulevard, Austin, Texas
78705-4207 or by email -, to

laurie.hobbs@occc.texas.gov. To . be:

considered, a written comment must

received on or before 5:00 p.m. central tlm‘e;& |
on the 31st day after the date the proposed -
amendments are pubhshed -in. the Texas °

Register. At the conclusmn of the 31st day
after the propose amendmegts are
published in the Tex nc

The Vamendments are propoééél “under
Artlcle XVI Section 50(u) of the Texas

commissions to‘" adopt lnterpretatlons of
Article XVI, Section 50(a)(5) - (7), (¢) - (p)s
(1), and (u) of the Texas Constitution. The
constitutional provisions affected by the
proposed amendments are contained in
Article XVI, Section 50 of the Texas
Constitution.

“are inte

PROPOSED AMENDMENTS
7 TAC, CHAPTER 153
Page 4 of 7

$§153.5. Three percent fee limitation: Section
50(a)(6)(E).

An equity loan must not require the
owner or the owner's spouse to pay, in
addition to any interest, fees to any person
that are necessary to originate, evaluate,
maintain, record,  insure, or service the
extension of cre'dl't .that exceed, in the
aggregate, three percent of the original
principal amount of the extension of credit.

;3.1(1)‘». () (Noch' g¢.)

of th1 i lé (relating to Deﬁnmons) are not
fees subject to the three percent limitation.

(No change.)

B) Legltlmate discount points
st and are not subject to the three
percent ~ limitation. Discount points are

" legitimate if the discount points truly
~‘correspond to a reduced interest rate and are
.inot necessary to originate,

evaluate,
maintain, record, insure, or service the
equity loan. A lender may rely on an
established system of verifiable procedures
to evidence that the discount points it offers
are legitimate. This system may include
documentation of options that the owner is
offered in the course of negotiation,
including a contract rate without discount
points and a lower contract rate based on
discount points.

(4) - (6) (No change.)

(7) Charges Paid to Third Parties.
Charges an owner or an owner's spouse is
required to pay to third parties for separate
and additional consideration for activities
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relating to originating an equity [&] loan are
fees subject to the three percent limitation.
Charges those third parties absorb, and do
not charge an owner or an owner's spouse
that the owner or owner's spouse might
otherwise be required to pay are unrestricted
and not fees subject to the three percent
limitation. Examples of these charges
include attorneys' fees for document
preparation and mortgage brokers' fees to
the extent authorized by applicable law.

(8) - (16) (No change.)

§153.8. Security of the Equity Loan: Section
50(a)(6)(H).

An equity loan must not be secured by
any additional real or personal property
other than the homestead. The definition
"homestead" is located at Section 51

Article XVI, Texas Constitution, and.

Chapter 41 of the Texas Property Code.

(1) - (4) (Noch .,ge-)

&) Any equlty' _oan on .an urban

An equity loan may. not be closed before
one business day after the date that the
owner of the homestead receives a copy of
the loan application, if not previously
provided, and a final itemized disclosure of
the actual fees, points, interest, costs, and
charges that will be charged at closing. If a
bona fide emergency or another good cause
exists and the lender obtains the written
consent of the owner, the lender may

PROPOSED AMENDMENTS
7 TAC, CHAPTER 153
Page S of 7

provide the preclosing disclosure to the
owner or the lender may modify the
previously provided preclosing disclosure on
the date of closing.

(1) - (2) (No change.)

(3) The lender must deliver to the

owner a final 1tem12ed disclosure of the
actual fees, interest, costs, and
charges thai %

may _ satisfy  this
* delivering  properly

JerHUD-1A]

(4) - (7) (No change.)

§153.14. One Year Prohibition: Section
50(a)(6)(M)(iii).

An equity loan may not be closed before
the first anniversary of the closing date of
any other equity loan secured by the same
homestead property.

(1) (No change.)

98



(2) Section 50(a)(6)(M)(ii1) does not
prohibit modification of an equity loan
before one year has elapsed since the loan's
closing date. A modification of a home
equity loan occurs when one or more terms
of an existing equity loan is modified, but
the note is not satisfied and replaced. A
home equity loan and a subsequent
modification will be considered a single
transaction. The home equity requirements
of Section 50(a)(6) will be applied to the
original loan and the subsequent
modification as a single transaction.

(A) A modification of an equity
loan must be agreed to in writing by the
borrower and lender, unless otherwise
required by law. An example of a
modification that is not required to be in
writing is the modification required un*
the Servicemembers Civil Relief Act, 5

US.C. app. §§501-597b [Seldiers—and.

§153.17.  Authorize
50(a)(6)(P).

the property proposed to secure the loans is
located in a certain-area: a| bank, savings and
loan association, savings bank, or credit
union doing business.under the laws of this
state or the United States; a federally
chartered lending instrumentality or a person
approved as a mortgagee by the United
States government to make federally insured
loans; a person licensed to make regulated
loans, as provided by statute of this state; a
person who sold the homestead property to

PROPOSED AMENDMENTS
7 TAC, CHAPTER 153
Page 6 of 7

the current owner and who provided all or
part of the financing for the purchase; a
person who is related to the homestead
owner within the second degree of affinity
and consanguinity; or a person regulated by
this state as a mortgage broker.

(1) An authorized lender under
Texas Finance Codé" »Chapter 341 [—Fexas
Fmaﬁee—Gede-] must meet both
constitutional ‘and. statutory qualifications to
make an. ¢qu1ty oan“»

(2) A HUD-apj

gved mortgagee is a
pcrson approved as a

to a HUD-approved
not authorized lenders of
nless ‘qualifying under another
1310n of Sectlon 50(a)(6)(P) [seetion—of

(3) A person who is licensed under

L‘i:;;;h.Texas Finance Code, Chapter 156 is a

“person regulated by this state as a mortgage
“broker  for

purposes of  Section

50(a)(6)(P)(vi).

(4)_A _person who is licensed under
Texas Finance Code, Chapter 342 is a
person licensed to make regulated loans for
purposes of Section S50(a)(6)(P)(ii). If a
person _is not described by Section
50(a)(6)(PX(i v), or (vi), then the
person must obtain a license under Texas
Finance Code, Chapter 342 in order to be
authorized to make an equity loan under
Section 50(a)(6)(P)(iii).

[Q)—A—ﬂen—depgsiteﬁr—leﬂder—ef
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PROPOSED AMENDMENTS
7 TAC, CHAPTER 153
Page 7 of 7

h’]’&"ee. Geg.d..eg .]‘e meet—the—provisions—of

Certification

The agencies hereby certify that the
proposal has been reviewed by legal counsel
and found to be within the commissions'
legal authority to adopt.

Issued in Austin, Texas on July 8, 2016.
Harold Feeney

Credit Union Commissioner
Joint Financial Regulatory Agencies
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FY 2017-2020 RULE REVIEW PLAN

D. (8)  Discussion of and Possible Vote to- Approve the
Department’s 2017-2020 Rule Review Plan as Required by Section
2001.039, Government Code.

BACKGROUND: Section 2001.39, Government Code, provides that a
state agency shall review a rule not later than the fourth anniversary of the
date on which the rule took effect and every four years after that date.
Further, each agency is required to develop a plan under which the agency
will review all of its existing rules. The plan must state for each of those

rules the date by which the agency will begin the review required by Section
2001.039, Government Code.

In accordance with that above cited requirement, staff developed the
attached schedule for review and consideration.

RECOMMENDED ACTION: The Committee’s recommendation will be
discussed at the meeting.

NOTE: Coming upon a recommendation from the Rules Committee, a
Standing Committee of the Commission, no sec_ond is needed to consider
and vote on the issue.
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Texas Rules for Credit Unions
Texas Administrative Code — Title 7, Parts 6 & 8

Rule Review Plan
FY 2017-2020

Date of Review by Date the Commission May
Chapters and Subchapters to be Reviewed Commission & Consider Potential Changes for
Potential Changes Adoption
Published for
Comment
Section | March 2017 July 2017

Title 7, Part 6, Chapter 97

Subchapter A — General Provisions

Subchapter B — Fees

Subchapter C— Department Operations

Subchapter D — Gifts & Bequests

Subchapter E — Advisory Committees

Section Il July 2017 November 2017

Title 7, Part 6, Chapter 91

Subchapter A — General Rules

Subchapter B — Organization Procedures

Subchapter J — Changes in Corporate Status

Subchapter L — Submission of Comments by Interested Parties

Section Ill November 2017 March 2018

Title 7, Part 6, Chapter 91

Subchapter D — Powers of Credit Unions

Subchapter M — Electronic Operations

Subchapter N — Emergency or Permanent Closing of Office or Operation

Section IV March 2018 July 2018

Title 7, Part 6, Chapter 93

Subchapter A— Common Terms

Subchapter B — General Rules

Subchapter C — Appeals of Preliminary Determination on Applications

Subchapter D — Appeals of Cease & Desist Orders and Orders of Removal

Subchapter E — Appeals of Orders of Conservation

Subchapter F — Appeal of Commissioner’s Final Determination to the
Commission

Page | 1
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Texas Rules for Credit Unions
Texas Administrative Code — Title 7, Parts 6 & 8

Chapters and Subchapters to be Reviewed

Date of Review by
Commission &

Date the Commission May
Consider Potential Changes for

Potential Changes Adoption
Published for
Comment
Section V July 2018 November 2018

Title 7, Part 6, Chapter 91

e Subchapter G — Lending Powers

Section VI November 2018 March 2019

Title 7, Part 6, Chapter 95

e Subchapter A — Insurance Requirements

e Subchapter B — Liquidating Agents

e Subchapter C — Guaranty Credit Union

e Subchapter D — Disclosure for Non-Federally Insured Credit Unions

Section VI March 2019 July 2019

Title 7, Part 6, Chapter 91

e Subchapter E — Direction of Affairs

e Subchapter F— Accounts and Services

Section VIII July 2019 November 2019

Title 7, Part 6, Chapter 91

e Subchapter H — Investments

e Subchapter | — Reserves & Dividends

Section IX November 2019 March 2020

Title 7, Part 6, Chapter 91

e Subchapter O — Trust Powers

e Subchapter K — Residential Mortgage Loan Originators Employed by a CUSO

Section X March 2020 July 2020
Title 7, Part 6, Chapter 91
e Subchapter C - Members
Section XI July 2020 November 2020

Title 7, Part 6, Chapter 91

e Subchapter P — Other Forms of Equity Capital

e Subchapter Q - Access to Confidential Information

Title 7, Part 8, Chapter 151

Title 7, Part 8, Chapter 152

Title 7, Part 8, Chapter 153

Page | 2
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COMMITTEE REPORT

D. (b) The Commissioner Evaluation Committee will Report on its
Activities.

The Commissioner Evaluation Committee is a standing committee of the
Commission. The purpose of the committee is to coordinate the annual
evaluation of the commissioner’s performance and oversee the development
and maintenance of a commissioner’s succession plan.

COMMITTEE MEMBERS

Sherri B. Merket, Chair

Allyson “Missy” Morrow

Beckie Stockstill Cobb

Kay Stewart

Gary Tuma

Manual “Manny” Cavazos, Ex-officio

000D O0OD0DOD

The Commissioner Evaluation Committee met on July 7, 20165, in a public
meeting to discuss the Commissioner’s FY 2017 Performance Objectives and
Goals. The Committee will report on its activities and highlight the
procedures for the Commissioner’s FY 2016 performance review.
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CREDIT UNION COMMISSION

Commaissioner Evaluation Committee Meeting
Credit Union Department Building
914 East Anderson Lane
Austin, Texas

Thursday, July 7, 2016
11:00 a.m.

* * * AGENDA * * *

L Call to Order (11:00 a.m.) — Committee Chair Sherri Merket

c. Ascertain Quorum
b. Appoint Recording Secretary
C. Acknowledge Guests

IL. Receive and Approve Minutes of the Committee’s Meeting on
October 16, 2015

III. New Business

a. Discussion, Consideration and Possible Vote to Recommend that the
Credit Union Commission Take Action to Approve the
Commissioner's FY 2017 Performance Objectives and Goals
b. Discussion and Consideration of a Tentative Date for Next Committee
Meeting (November 3, 2016)
Adjournment

Note: This is a meeting of the Commissioner Evaluation Committee of the Credit Union
Commission; however, there may be other members of the Credit Union Commission
attending this meeting. Since there might be a quorum of the Commission attending this
meeting of the Commissioner Evaluation Committee, it is being posted as a meeting of
the entire Commission.

Meeting Recess: In the event the Commission does not finish deliberation of an item on
the first day for which it was posted, the Commission might recess the meeting until the
following day at the time and place announced at the time of recess.

Meeting Accessibility: Under the Americans with Disabilities Act, the Credit Union
Commission will accommodate special needs. Those requesting auxiliary aids or
services should notify Linda Clevlen, Texas Credit Union Department, 914 East
Anderson Lane, Austin, Texas 78752--(512) 837-9236, as far in advance of the
meeting as possible.
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COMMISSIONER’S PERFORMANCE REVIEW

The Commission’s Policies Manual calls for an annual performance review of the
Commissioner by an evaluation committee. The review is to be completed during
the last Commission meeting of the calendar year. (The FY 2016 evaluation form
was approved by the Commission during its October 16, 2015 meeting.)

Each Commission member will be required to complete an evaluation form. After
the completed forms have been submitted, the Commissioner Evaluation
Committee will review the appraisals, gather any other necessary information, and
prepare a proposed evaluation. The proposed evaluation will be reviewed in
Executive Session and may be edited or revised by the Commission prior to
presenting it to the Commissioner. The final evaluation will be presented to the
Commissioner.

The performance evaluation of the Commissioner is intended to accomplish the
following:

e Clarify the Commissioner’s leadership and management role as viewed
by the Commission. |

e Maintain a harmonious working relationship between the Commission
and the Commissioner.

e Assure the Commission that the Department is being effectively
administered by the Commissioner.

PROPOSED PROCEDURES

1. Each Commission member will receive electronic copies of both the Evaluation
Form and a memorandum from the Commissioner outlining the Department’s
FY 2016 accomplishments by September 15, 2016.

2. Each Commission member will be asked to provide the Chair of the
Commissioner Evaluation Committee with a copy of their completed evaluation
form by October 14, 2016.

3. The Commissioner Evaluation Committee will meet on November 3, 2016 to
gather any pertinent information and prepare a proposed evaluation.

4. During the Executive Session of the Commission meeting on November 4,
2016, the Commission will have the opportunity to review, comment on and/or
revise the proposed evaluation.
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CREDIT UNION DEPARTMENT
COMMISSIONER EVALUATION FORM

FY
Name:
Date Employed Date of Last Evaluation
L. 20___ Commission Assessment

Average results from the Commission Assessment Tally Sheet (Part I Attached) are:

X_25% =
Average Points (Part I Average) Weight Part I Score

II. 2014 Performance Objectives
Average results from the Texas Credit Union Department Performance Grid (Part II Attached) are:

X_75% =
Average Points (Part I1 Average) Weight Part II Score

ITII. 2014 Special Projects
Average results from the Texas Credit Union Department Performance Grid (Part I1I Attached) are:

X_0% =
Average Points (Part III Average) Weight Part III Score

IV. Final Evaluation Score:
Final Evaluation Score

* The total of the weights must equal 100%
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BASE PAY ADJUSTMENT

A base pay adjustment earned for a performance level achieved is strictly at the discretion of the
Commission.

Current Base Pay:

Pay Adjustment: %
New Base Pay:

Effective Date:

A &P &P

Additional Comments:

Commissioner Comments:

Commissioner Signature & Date Evaluation Chair Signature & Date
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Part1

Credit Union Department
Commission Member Assessment Form

Commission Member:

Below are comments attributed to the Credit Union Commissioner. Please indicate your agreement or disagreement
with the statement as follows:

Strongly Strongly
Disagree Agree Agree
n 2 3 4 5|

1. The Commissioner is effective at identifying strategic long-term needs of the Department and developing and
implementing plans that result in achievement of these needs. Able to execute independent action and starts working
without supervision.

Rating:

Comments:

2. I am satisfied with the level, quality and timeliness of information and communications provided to me by the
Commissioner. This includes issues that may arise between Commission meetings of which the Commission should
be aware.

Rating:

Comments:

3. The level to which the Commissioner directs or influences the operations, activities and performance of all
subordinates. Demonstrates an atmosphere of teamwork and ability to motivate others to accomplish their goals.
Ensures that the most efficient use is being made of all resources, including staff.

Rating:

Comments:
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4. The Commissioner provides adequate focus on maintaining effective relationships with the governor’s office,
legislators and Credit Union leaders to ensure the continued safety and soundness of the credit union industry.
Works well with NCUA to coordinate efforts for compliance and NASCUS for continued accreditation.

Rating;

Comments:

S. The Commissioner has the technical knowledge necessary to complete the job. Has the capability to hire the
necessary personnel to move the department forward to save time and money, while still ensuring the safety of the
information that is necessary to examiners to complete their assignments.

Rating:

Comments:

6. The Commissioner maintains a professional image at all times while representing the Department. The necessary
leadership skills are present to command attention and respect, while displaying confidence in their ability.

Rating:

Comments:

Other Comments on the Commissioner’s performance this past period:

SUM OF RATINGS:

AVERAGE POINTS:
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ll. PERFORMANCE OBJECTIVES

For each performance category, assign a rating from 1 to 5 based on the performance rating definitions described at the bottom of the
form. Next, multiply the rating assigned by the weight shown and enter the result in the “weight x rating” box (i.e. 25% x § = 1.25).

W |R |[WR

PERFORMANCE OBJECTIVES ACHIEVEMENT E |A |[EA

I |IT I T

G|l I G

H N HN

T G AT G
1. Production 5%
R5%

2.  Administration

LS%

3. Budgetary

4. Legislative FS%

S. Industry 10%

Total Score

PERFORMANCE RATINGS: The annual review will be classified in one of the following areas.

1. UNSATISFACTORY: Employee is not performing the minimum requirements of the responsibility area in a
satisfactory manner. Performance meets few or none of the key goals/standards. Improved performance is required for
continuation in the position.

2. BELOW REQUIREMENTS: Employee is not consistently performing all the requirements of the responsibility
Iarea. Performance is below expectations showing consistent weakness. Improved performance is necessary. Requires more
than expected supervision.

3. MEETS REQUIREMENTS: Employee is performing all requirements of the responsibility area. Performance is
standard, although some requirements are performed above expectations and occasionally below. Performance meets most
key goals/standards. Fully competent performer.

4. EXCEEDS REQUIREMENTS: Employee is performing most requirements of the responsibility area consistently
above expectations and significantly exceeds some requirements. Requires less supervision than expected.

5. SIGNIFICANTLY EXCEEDS REQUIREMENTS: Employee is consistently performing all requirements of the
responsibility area significantly above expectations. There are no weaknesses on key goals/standards. Makes significant
contributions well beyond job demands.
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Part II. Performance Objectives

1.

Production

Intervals between the effective dates of CU examinations shall not exceed 18 months.

E-Time ratio shall not be less than 65% of available work time.

100% of reports of examination should be mailed within 20 days of last date on site.

100% applications submitted will be approved/denied not later than the 60" day after the date
notice is published in the Texas Register.

100% of complaints will be responded to within 45 days.

100% of rule changes will be provided to credit unions within 60 days of adoption.

Meet or exceed 90% of the Operating Plan’s production targets within +/- 5% of the projected
target. ‘

Administration

Bu
[ ]

Attain and maintain at least 95% staffing level with continued.

Participate in no less than 4 job fair events within the plan period.

Post job vacancies within 7 days of notice of upcoming vacancy.

Non-retirement turnover not to exceed 15% for plan period.

Continue in the implementation and assimilation technology changes to increase efficiency.
Conduct an annual examiner conference to ensure examiners receive adequate training to
perform their duties.

dgetary

Ensure agency expenditures are necessary, prudent, and within budgetary constraints.
Present quarterly financial statements to Commission and post on agency website

Ensure compliance with all regulatory requirements for a SDSI agency

Ensure revenues collected are adequate to cover expenditures and provide a cash reserve that
complies with Commission policies.

Legislative

Submit SDSI biennial and annual report filings in a timely manner.

Prepare materials for the Legislature as requested or required.

Respond timely to new legislative issues or requests for information or testimony.

Remain active and involved at the national level on supervisory issues affecting credit unions.
Attend at least one conference or training meeting during the plan period.

Monitor and modify Texas Administrative Code rules as necessary.

Industry

Continue to develop effective communication with credit unions and interested department
stakeholders.

Maintain an ongoing awareness of credit union risk profiles and the condition of the economy.
Maintain continued accreditation from the National Association of State Credit Union
Supervisors

Publish a monthly newsletter for the industry

Issue Interpretations and opinions within 30 days of request

Share monthly accomplish report with Commission Members
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Part 111
Special Projects/ Other Non-Quantifiable Objectives

Commission Member:

O] e)) ©)] @ (3
Low Medium High
Objectives Weight Achievement Achievement Achievement
() () () () ()
10
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UNFINISHED BUSINESS

Three pending items from previous meetings are being presented to the
Commission for its information, consideration, and/or possible action.
Specifically, the Commission will discuss and consider:

(a) The Department’s FY 2016 Financial Performance.

(b) The Status of the State Credit Union System.

(c) Possible Amendments to the Commission’s Policy on the Carrying of
Handguns at any Meeting.

RECOMMENDED ACTION: The Department requests that the
Commission take action as indicated in the documents contained in TAB E.
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FY 2016 FINANCIAL PERFORMANCE

E. (a) Discussion and Consideration of the Department’s FY 2016
Financial Performance.

BACKGROUND: In February 2014, the Commission adopted a Strategic
Plan for Fiscal Years 2015-2019. The $3.7 million FY 2016 Budget,
approved by the Commission, includes the operation and maintenance
budget as well as the capital improvement budget in support of the second
year of the Strategic Plan.

The following report highlights the Department’s financial performance for
the nine month period ending May 31, 2016.

The quarterly financial report is unaudited and is prepared on a cash basis of
accounting. As required, most expenditures are expensed 30 day after the
invoice due date.

RECOMMENDED ACTION: No action is anticipated.
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Credit Union Department
Operating Statement & Budget Analysis
For the Period Ended 05/31/16

FY 2016 FY 2016 FY 2016
YTD Budgeted YTD Actual Qver(Under)
Budget Revenues Revenues Budget Percent of Budget
REVENUES:
Operating Income
Operating Fees $3,245,027 $3,245,027 | $3,245,814 $787 100%
Out-of-State Branch Fees $9,500 $9,500 $10,500 $1,000 110%
Examination Fees $1,725 $1,725
Application Fees $0 $0
Penalties $0 $800 $800
Other $0 50
Operating Income Subtotal $3,254,527) $3,254,527 $3,258,839 $4,312
Interest Income
Interest Trust $2,360 | $2,360
Interest USAS 30 $0
Interest Income Subtotal $0 $2,360 $2,360
Refunds
(vendors) $224 $224
Refunds Subtotal $0 $224 $224
TOTAL REVENUES $3,254,527 $3,254,527 $3,261,423 $6,896 100%
Excess Reserve Funds $411,754 $411,754 $411,754 $0
FY 2015 Payables $34,636 $34,636 $34,636
utilized to reduce operating fees
TOTAL FUNDS AVAILABLE TO
COVEREXPENDITURES $3,700,917 $3,700,917 $3,707,813 $6,896




Credit Union Department

Operating Statement & Budget Analysis
For the Period Ended 01/31/16

FY 2016 FY 2016 FY 2016 (Over)Under
Budget YTD Budget YTD Actual Budget Percent of Budget
EXPENDITURES:
Personnel Expenses:
Salaries and Wages $2,255,221 $1,691,412 $1,582,694 $108,718 94%
Employee Benefits $712,880 $533,167 $491,276 $41,891 92%
Total Personnel Expenses $2,968,101 $2,224,579 $2,073,970 $150,609 93%
Travel Expenses:
In State $387,100 $277,437 $277,797 ($360) 100%
Out-of-State $10,000 $8,325 $2,486 $5,839 30%
Commission $11,000 $7,862 $6,438 $1,424 82%
Total Travel Expenses $408,100 $293,624 $286,721 $6,903 98%
Other Operating Expenses:
Communication/Utilities $26,800 $25,752 $25,596 $156 99%
Professional Services/Fees $70,154 $52,976 $37,917 $15,059 72%
Supplies/Materials $38,320 $12,735 $28,464 ($15,729) 223%
Printing and Reproduction $51,670 $375 $1,585 ($1,210) 423%
Repairs/Maintenance $4,761 $39,306 $26,851 $12,455 68%
Rentals and Leases $500 $4,009 $4,274 ($265) 106%
Other Operating $132,511 $40,249 $34,441 $5,808 86%
Total Other Operating Expenses $324,716 $175,402 $159,128 $16,274 91%
TOTALEXPENDITURES $3,700,917 $2,693,605 $2,519,819 $173,786 93%
SURPUS FUNDS AVAILABLE FOR
FUTURE EXPENDITURES ($0) $1,007,312 $1,187,994 $180,682
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FINANCIAL CONDITION

E. (b) Discussion of the Financial Condition of the State Credit
Union System.

BACKGROUND: The operating environment for Texas credit unions
continues to reflect improvement as the economy continues to rebound and
Texas cities continue to have a positive economic outlook. While dampened
activity in the energy sector has impacted metropolitan areas to various
degrees, positive performance in other industries will continue to propel
employment and economic growth in the state’s major cities at a level that
will outpace national rates. With recovery in the oil industry, the pace of
growth will accelerate. Texas credit unions, in general, are performing well
and continue to realize positive loan growth, strong asset quality trends,
good earnings performance and increased net worth positions. Boards and
management are working hard to capture the financial business of their
members; however, the costs associated with advancing technology, and
achieving and maintaining regulatory compliance continue to create
challenges for credit unions. To absorb these costs, improving operational
efficiency remains critical, as well as the need to identify new non-interest
income sources to generate revenue.

INDUSTRY STATUS: At March 31, 2016, there were 184 state-chartered
credit unions in Texas. Assets in these credit unions totaled $35.77 billion,
which is an increase of $2.27 billion since March 31, 2015, for an

annualized growth rate of 6.33%. The average net worth ratio rose to
9.99%, down from 10.10% at March 31, 2015.

Loans for Texas chartered credit unions totaled $24.62 billion as of March
31, 2016. This is an increase of $2.30 billion since March 31, 2015 for an
annualized growth rate of 10.3%.

Shares for Texas chartered credit unions totaled $31.10 billion as of March
31, 2016. This is an increase of $1.72 billion, or 5.9% since March 31,
2015.

Texas chartered credit unions average loan delinquency ratio was 0.63% as
of March 31, 2016, compared to a ratio of 0.50% as of March 31, 2015.
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At March 31, 2016, 39 state-chartered credit union reported net operating
losses, compared to 40 at March 31, 2015. These credit unions reported
aggregate negative net earnings of $1.29 million; while the remaining 145
credit unions reported aggregate net income $55.20 million.

PROBLEM INSTITUTIONS: There are 26 credit unions assigned a
CAMEL rating of 3 or higher. Credit unions in this category are monitored
through a combination of off-site monitoring, regular on-site contacts, and
ongoing reviews for compliance with outstanding Documents of Resolution
and other supervisory agreements or orders.

ENFORCEMENT ISSUES: The Department has the following administrative
sanctions outstanding:

Dividend Restrictions
LUAs

Determination Letters
Conservatorships
Cease and Desist

— - OO

Chartering Activity

New Charter 0

RECOMMENDED ACTION: No formal action is anticipated.
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CARRY OF HANDGUNS AND OTHER WEAPONS

E. (¢) Discussion, Consideration, and Possible Vote to Take Action
to Prohibit the Carrying of Handguns and Other Weapons at any
Meeting of the Commission that is Subject to the Open Meetings Act
under TEX. GOV’T CODE Chapter 551.

BACKGROUND: Effective January 1, 2016, under Senate Bill 273, 84™
Legislature, TEX. PENAL CODE ch.46 was amended to prohibit carrying a
handgun in plain view unless the person is licensed to carry a handgun
under TEX. GOV’T CODE, ch. 411, subch. H, and the handgun is carried in
a shoulder or belt holster. A license holder may carry a handgun anywhere
in Texas that is not expressly prohibited by law. Those prohibitions appear
in several provisions of the Texas Penal Code. For example, TEX. PENAL
CoDE §46.035 prohibits carrying of handguns and other weapons, among
other places, at any meeting of a governmental entity (if the meeting is
subject to the Open Meetings Act under TEX. GOV’T CODE ch. 551, and
effective notice of prohibition is given under TEX. PENAL CODE ch. 30).
Nothing in the statute requires a state agency to take the actions necessary to
trigger the Penal Code provisions.

At the last meeting, the Commission tabled discussion related to carrying a
handgun into a meeting. The pending question is whether, from a public
policy perspective, the Commission wishes to impose any type of
prohibition on handguns at its meetings.

RECOMMENDED ACTION: The Department recommends that the

Commission adopt a policy that is consistent the weapons policy that will be
used by the Office of the Governor.

RECOMMENDED MOTION: I move that the Commission approve the
proposed changes to its Second Amendment Weapons Policy as
recommended by staff.
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XX.

Texas Credit Union Commission Policies Manual

SECOND AMENDMENT WEAPONS POLICY

Effective January 1, 2016, Texas law expands the scope of a license to carry a concealed
handgun to include authorization to openly carry a handgun in a secure fashion. This
policy is adopted by the Commission to provide notice that serve-as-a—framewerk—for
o] X £ ehic lowe

A—Carrying-a-Handgun-onPremises—The the Credit Union Department will not
impose any restriction on the carrying of firearms or other weapons beyond those
mandated by the Texas Legislature. Accordingly, a licensed peace officer or an
individual licensed under Chapter 411, Subchapter H, of the Texas Government
Code may carry a handgun openly or concealed in the Credit Union Department
Building in accordance with Texas law.
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Proposed Policy

XX. SECOND AMENDMENT WEAPONS POLICY

Effective January 1, 2016, Texas law expands the scope of a license to
carry a concealed handgun to include authorization to openly carry a
handgun in a secure fashion. This policy is adopted by the
Commission to provide notice that the Credit Union Department will
not impose any restriction on the carrying of firearms or other
weapons beyond those mandated by the Texas Legislature.
Accordingly, a licensed peace officer or an individual licensed under
Chapter 411, Subchapter H, of the Texas Government Code may carry
a handgun openly or concealed in the Credit Union Department
Building in accordance with Texas law.
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NEW BUSINESS

Two (2) new items are being presented to the Commission for its
consideration and possible formal action. Specifically, the Commission will
have:

(a) Discussion, Consideration, and Possible Vote to Take Action to
Approve Both the Department’s Operating Plan and Budget for Fiscal
Year 2017.

(b) Next Commission Meeting — The next regular meeting of the

Commission has been tentatively scheduled for November 4, 2016.

RECOMMENDED ACTION: The Department requests that the
Commission take action as indicated on the documents contained in TAB F.
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DEPARTMENT’S OPERTING PLAN AND BUDGET
FOR FY 2017

F. (a) Discussion, Consideration, and Possible Vote to Take
Action to Approve Both the Department’s Operating Plan and Budget
for Fiscal Year 2017.

BACKGROUND: As detail in the following pages, the proposed budget
for FY 2017 is $3,935,394, which represents a 7.8 percent increase from the
FY 2016 budget. In the proposed budget, the full-time-equivalent (FTE)
staffing level increases by one examiner position to better allow our
experienced examination staff to have time to work with our newer
examiners to transfer critical knowledge and skills. The budget also
includes an equity pay adjustment for our newer examiners, merit increase
for other existing staff members as well as funding to begin the work to
develop a database that will integrate with our SharePoint Document
Repository and complete the projects in the Department's FY 2017-2019
Replacement/Capital Improvement Plan.

RECOMMENDED ACTION: The Department recommends that the
Commission approve the proposed FY 2017 Operating Plan and Budget.

RECOMMENDED MOTION: I move that the Commission approve the
proposed FY 2017 Operating Plan and Budget, with a total budget of
$3,935,394 and 29.5 FTEs.
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BUDGET ASSUMPTIONS FOR FY 2017

The following broad assumptions were approved by the Commission on
March 4, 2016, to establish the basic foundation for the development of the
Department’s FY 2017 budget and provide a framework to staff and the
Commission for setting priorities, determining service levels, and allocating
limited financial resources.

1.

Balance Budget — In accordance with Commission policy, the budget will
be balanced using FY 2016 ending reserve balance funds in excess of the
aggregate contingency reserves limit.

Contractual Obligations — The Department intends to meet all
contractual obligations. Purchase orders or contracts which were placed
and committed prior to the end of FY 2016 for which the requested goods
and services were not received or performed until after the start of FY
2017 are considered obligated funds. The budget authority for these
obligated funds will automatically be carried over to FY 2017 and the FY
2017 budget will be increased by an amount exactly equal to the obligated
amount.

. Compliance — The budget shall provide sufficient funding to continue

compliance with all applicable statutes, governmental requirements,
administrative rules, and Department policy in regulating and supervising
the safety and soundness of credit unions.

Strategic Plan Initiatives — Consistent with the FY 2017-2021 strategic
plan, the budget will provide appropriate funding to implement the
delineated initiatives for FY 2017.

. Salary and Benefits — The expenditures for FY 2017 will be based on

authorized and existing positions as of August 31, 2016 and include any
scheduled salary increases/promotions prescribed in the Salary
Administration Plan for Examination Staff. Filled positions will be
budgeted at the actual salary for the individual in that position and vacant
positions will be budgeted at the mid-point of the salary range for the
positions. Employee Benefits will be automatically calculated on all
salaries with the appropriate benefit rates established for state agencies.

Merit Increases — To foster, support, and reward outstanding performance
and to retain key high performing staff, aggregate merit increase awards
for staff will not exceed an amount equivalent to 3.5% of the total salaries
for those positions and will be awarded based on the established merit pay
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tiers. The corresponding increase in Employee Benefits, resulting from the
proposed merit awards, will also be properly reflected in the budget.

7. Inflation Factor — No inflationary increases are anticipated, with the
exception of increases in the cost of utilities and travel.

8. Statewide Indirect Cost — Statewide indirect cost allocations are a result
of a statewide plan established by the Comptroller of Public Accounts.
Changes in indirect cost allocations are anticipated to be allowable budget
adjustments.

9. Out-of-State Travel — Travel related to regulatory matters, including
examinations, inspections, and training will be exempt from the limitations
on out-of-state travel; expenditures for all other out-of-state travel by the
Department will not exceed $10,000.

10.Electronic Document Management System — The budget shall provide
funding to continue implementation of the next phase of the electronic
document management solution and cover the associated annual cost for
the capture and storage of documents.

11.Information Technology — The budget shall provide sufficient funding
for computer network upgrades and computer equipment replacement in
accordance with the Information Resources Strategic Plan.

12.Improvements — The budget shall provide sufficient funding for
scheduled maintenance and repairs in accordance with the
Replacement/Capital Improvement Plan.

13.NASCUS Dues — The budget shall provide sufficient funding to
accommodate the projected increase in the professional association’s dues.

14.Accreditation Fees — The budget shall provide sufficient funding to
accommodate the fees associated with the Department’s continued
NASCUS accreditation.

15. Overnight Travel Stipend — The budget shall provide sufficient funding
to pay examiners an overnight travel stipend in accordance with the
qualifying conditions included in the Department’s policy. The stipend
will not be considered a one-time merit award and may be paid to the
eligible examiners regardless of their last merit pay or promotion action.
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Budget Needed to Continue Existing Services
Strategic Initiatives:
Priority #1 — Equity Adjustment FE I & FE II
Priority #2 — Merit Increase Funding Pool
Priority #3 — Increase Examination Force
Total Strategic Initiatives

Replacement/Capital Improvement Plan

Grand Total Agency Requested Budget

Full-Time-Equivalent Positions

SUMMARY OF PROPOSED FY 2017 BUDGET I

$3,645,281

$ 69,157
$ 74,704

$ 86,675
$ 230,536

$ 59,577

$3,935,394

29.5




L BUDGET NEEDED TO CONTINUE EXISTING SERVICES_I

FY 2017 Base Budget Reconciliation
FY 2016 Base
Object of Expenses Budget Adjustment FY 2017

Salaries and Wages $2.255,221 52,255,221
Payroll Related Costs 712,880 712,880
Travel 408,100 408,100
Professional
Services/Fees 61,436 | <$55,6361> 5,800
Supplies /Materials 35,518 35,518
Communication /Utilities 38,320 38,320
Repairs/Maintenance 51,670 51,670
Rentals and Leases 5020 5,520
Printing and
Reproduction 2,855 2,855
Other/State of Texas
Services 129,397 129,397

Grand Total $3,700,917 $3,645,281

! One-time expenditures related the development of the Department’s Electronic Document Management System
and the Website Refresh




6VERVIEW OF AGENCY REQUESTED FY 2017 BUDGET

Proposed Budget With Strategic Initiatives

Budget'

Strategic
Object of Expenses Base Budget Initiatives Request

Salaries and Wages $2,255,221| $158,598 $2,413,819
Payroll Related Costs 712,880 50,117 762,997
Travel 408,100 20,821 428,921
Professional Services/Fees 5,800 10,000 15,800
Supplies /Materials 35,518 1,000 36,518
Communication /Utilities 38,320 38,320
Repairs/Maintenance 51,670 49,577 101,247
Rentals and Leases 9,520 5,520
Printing and Reproduction 2,885 2,855
Other/State of Texas
Services 129,397 129,397

Grand Total $3,645,281 | $290,113| $3,935,394

Projected Revenues and Proposed Expenditures
Projected Revenues $4,028,027
Proposed Expenditures $3,935,394
Surplus Revenues $92,633
Percentage Increase over
FY 2016 Budget 7.8%
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REVENUE HISTORY

L

|

- Fiscal Year 2013

$3,440,640

Total Fees Prescribed by Rule 97.113(Db)

Discount Permitted by Rule 97.113(d) <$ 707,372>

Actual Assessment Collected $2,733,268
Fiscal Year 2014

Total Fees Prescribed by Rule 97.113(b) $3,577,469

Discount Permitted by Rule 97.113(d) <$ 771,355 >

Actual Assessment Collected $2,806,114
Fiscal Year 2015

Total Fees Prescribed by Rule 97.113(b) $3,751,870

Discount Permitted by Rule 97.113(d) <$ 323,434 >

Actual Assessment Collected $3,428,436
Fiscal Year 2016

Total Fees Prescribed by Rule 97.113(b) $3,913,383

Discount Permitted by Rule 97.113(d) <$ 674,804 >

Actual Assessment Collected

$3,238,579

432

]

11




REVENUE PROJECTIONS

.

Projected Fiscal Year 2017 (Using Assets as of March 31, 2016)2

Potential Fees — Rule 97.113(b) $4,028,0273
Proposed Budget FY 2016 <$3,935,394 >
Potential Discount — Rule 97.113(d) $92,633

formally reviewed in March 2017.

2 Actual fees will be based on assets as of June 30, 2016
3 Actual fees will be based on assets as of June 30, 2016

Note: As required by Commission policy, staff has review all fees established
by Rule 97.113 and recommends that the Commission make no changes to the
fee structure at this time. The fees are currently at a level that ensures the
recovery of the full cost of operating the Department and the Rule will be

| |




|[= PERFORMANCE MEASURES |

Number of Credit Unions 195 190 188 185 184

Credit Union Total Assets (billions) $27.4 | $29.3| $31.6| $33.8| $35.8

Percent Increase in Credit Union

Total Assets 12.7% 6.9% 7.8% | 7.0%| 5.9%

Total Department Cost to Every

$100,000 in Assets Regulated $10.75|$10.44 | $10.62 | $9.24

Average Regulated Assets per

Examiner (millions) 1.73 1.84 1.76 1.88 1.78

Number of Examinations 170 160 163 156 121

Percent of Credit Union Examined 87% 84% 87% 84% 66%

Percent of Credit Union Assets

Examined 90% 89% 91% 92% 68%

Assets Examined per Examiner

Day (millions) 1.56 1.64 1.60 1.74 1.52

Number of Remedial Contacts 43 44 44 38 25

Percent of Credit Unions Rated 1

or 2 (CAMELS) 79% 82% 85% 82% 86%

Percent of Assets in 1 or 2 Rated

Credit Unions (CAMELS) 80% 83% 83% 82% 84%

Percent of Well-Capitalized Credit

Unions 95% 95% 97% 97% 98%

Number of Credit Unions Rated 3,

4, or 5 (CAMELS) 41 33 30 33 27

Annual Examiner Turnover 12.5% 6.3% | 11.1% | 22.2%

Average Tenure of Departing

Examiners (Months) 31 16 54 50 26

Number of Examiners Hired 3 2 4 3 5

Annual Staff Turnover 82% | 16.3% | 10.9% | 18.2%

Number of Formal Examiner

Training Days 140 134 127 169

Number of Applications Processed 60 49 66 S7 44

Number of Request —

Interpretation /Opinion 3 4 b 4 2

Number of Public Information

Requests 30 17 13 18 20

Number of Written Credit Union

Complaints Received 174 223 230 253 201
— = 34




Strategic Initiatives
Funding Request
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I_ STRATEGIC INITIATIVE FUNDING REQUEST #1

Initiative Name: Equity Adjustment for Financial Examiners | and Il
Initiative Priority: 1

EQUITY ADJUSTMENT FOR FINANCIAL
EXAMINERS I AND II

Objects of Expense Estimated Costs
Salary & Wages $52,551
Payroll Related Costs $16,606

Travel Expenses
Other Operating Expenses

Total $69,157

Description/Justification: Ensuring Texas has a safe and sound credit union system is a
compelling mandate. Assessing credit unions’ safety and soundness requires examination by
skilled examiners, and the ability to retain qualified examiners is an essential component in
meeting this objective. Credit unions have grown in complexity and sophistication, requiring
more skilled examiners to effectively evaluate their activities. It is, therefore, essential that the
Department keep examiner turnover at a minimum.

Virtually all of the Department’s examiner talent is homegrown. Typically, the Department
hires new college graduates, and following a development period of three to five years,
examiners are deemed independently competent to handle most any situation. Unfortunately,
the Department often finds itself in an almost constant process of hiring and replacing
journeyman examiners who leave before they have reached a tenure where they are fully
capable and productive. Specifically, the Department service of an examiner who was hired
during the last ten fiscal years and has subsequently either voluntarily or involuntarily departed
is, on average, about 26 months. While this average time of service has risen in recent years,
this continuing cycle of examiner hiring and replacement is a drain on the agency’s resources
that could be better utilized to improve examination quality and examiner achievement.

A more detailed information on the Department’s cycle of hiring and replacing examiners is
shown below:
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New Hire’s Average Tenure When Exiting

Fiscal Year # Examiners Hired # Still on Staff Average Tenure
2006 5 0 33 months
2007 1 0 1 month
2008 2 0 25 months
2009 3 0 26 months
2010 4 2 35 months
2011 0 - -
2012 3 0 40 months
2013 2 0 30 months
2014 4 3 22 months
2015 3 3 -
2016 5 5 -

Total 32 13 26.5 months

Examiner turnover has historically been highest among the examination staff who have
been employed for three years or less. As of April 30, 2016, over 73% of the field examiners
had less than three years of Department service.

Field Examiner Tenure with CUD _
Years of Service Number of Existing Percentage of | Ideal Percentage of
w/Department Examiners Field Examiners Field Examiners

Less than two years 10 66.6% 10%
Two to five years 1 6.7% 10%
Five to ten years 0 5 25%
Ten to fifteen years 0 - 25%
Over fifteen years 4 26.7% 30%
Total 15 100% 100%

Within the boundaries of financial feasibility, the Department’s compensation program must be
externally competitive in order to attract, retain, and reward qualified individuals. When an
individual has the potential to go elsewhere at a higher salary, there is an opportunity cost to
stay at the Department. Before those opportunity costs gets any larger, it is important for the
Department to redress the current inequities with the salaries being paid to the Department’s
Financial Examiner | and lls with those being paid by the Texas Department of Banking (TDB) for
the equivalent positions.

As indicated below, circumstances outside the Department’s control have adversely affected

the relative position of the journeyman examiners’ salaries that cannot be handled by typical
annual merit increases.
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Salary Comparison with Department of Banking

Title CUD* TDB*
Financial Examiner | $ 44 255 $49,284
Financial Examiner Il $ 50,512 $56,304

* Average of salaries being paid for respective positions

Rewarding our journeyman examiners with a competitive salary is one the best ways to hold
onto the good ones. As indicated in the above Table, the competitiveness of the salaries being
paid to these less tenured examiners has eroded over the years. Accordingly, this initiative
implements a performance based salary adjustment plan for the journeyman examination staff
to bring our compensation structure more in line and competitive with the TDB. Experience has
demonstrated that over the long term, agencies pay the cost of ignoring problems related to
salary inequities. As the job market continues to pick up, we must remain especially attuned to
even the perceptions of salary inequity and the risks it poses to our ability to continue to
attract, retain, and motivate the talent we need.

The Department dedicates considerable resources (time and money) in an effort to hire and
retain examiners who “best fit” the job and who enjoy putting in the effort to accomplish the
Department’s mission and goals. Training during the developmental period provides a
journeyman examiner the skills needed to effectively and independently perform their assigned
duties. The ability to retain journeyman examiners is essential to the Department success.

External/Internal Factors: There is probably no one factor more critical to the Department’s
overall success or its ability to accomplish its mission than its examination staff. Acquiring,
developing, and retaining a competent, highly motivated, and diverse examination workforce is
one of the Department’s top priorities and is one of its four strategic goals. At the same time
significant external factors affect the Department’s current and future examination workforce,
challenging the Department’s ability to ensure that the right people are in the right positions at
the right time. An equity adjustment for those staff members classified as either a Financial
Examiner | or Financial Examiner Il should be made in recognition of the influences that has
caused these examiners’ compensation levels to move out of line with their responsibilities
from external competitive market conditions.
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STRATEGIC INITIATIVE FUNDING REQUEST #2

Initiative Name: Merit Increase Funding Pool
Initiative Priority: 2

MERIT INCREASE FUNDING POOL

Objects of Expense Estimated Costs
Salary & Wages $56,766
Payroll Related Costs $17,938

Travel Expenses

Other Operating Expenses

Total $74,704

Description/Justification: Recognizing and rewarding high performance is a key priority for
driving excellence at the Department. When budgeted, all classified staff members participate
in the Department’s merit pay program. The last merit increases for the staff was budgeted for
September 1, 2015.

The Department is proposing to establish a pool to fund merit and promotion increases for
staff. The aggregate amount of the pool will be equivalent to 3.5% of the total salaries for the
applicable staff positions. All awards made from the pool will be based on performance.

Merit pay has traditionally been one of the most effective tools of motivating staff to perform
to the best of their ability. It is recognition for the staff who achieve the highest productivity
and results for the Department. A monetary reward in terms of a better pay is the strongest
incentive for staff who are working with a greater enthusiasm, commitment and skills than the
other staff members around them. In addition, a healthy competitive spirit among staff can
propel them to achieve superior results for the agency. Competition is a natural human instinct,
and merit pay capitalizes on that instinct to extract the best performance from the staff. Staff
also likes to be recognized as achievers, and this program is one of the best ways to award that
recognition.




In absence of a merit based pay program, there is the risk of discouragement for the highest
performing staff. Talented staff is aware of their strengths and like to accept the challenges of a
performance linked pay. If they find that all staff is awarded a uniform pay without any regard
to individual merit, there is a risk of the best performing staff leaving the Department.

External/Internal Factors: Although the economy is improving and job market is more robust,
salary increase budgets for U.S. companies continue to show little signs of growth. According
to several surveys, the average salary increase budget is expected to be 3.0% in 2016, up
slightly from the average increase budget in 2015.

Total U.S. Salary Budget Increases

Employee Category Actual 2015 Actual 2015 Projected 2016 Projected 2016
Mean Median Mean Median
Nonexempt hourly 2.9% 3.0% 3.0% 3.0%
Nonexempt salaried 3.0% 3.0% 3.1% 3.0%
Exempt salaried 3.0% 3.0% 3.1% 3.0%
Officers/executives 3.0% 3.0% 3.1% 3.0%
All 3.0% 3.0% 3.1% 3.0%

Source: WorldatWork 2015-2016 Salary Budget Survey report.

The “mean is the mathematical average while the “median” is the middle value after listing reported budget increases in
successive order. Outliers, or extreme values on either the high or low end, have the biggest effect on the mean and less
effect on the median.

U.S. companies incentive pay programs are usually budgeted separately from salary increases.
The average amount budgeted for variable pay is a percentage of the total base salaries in that
category. Spot bonuses in lieu of merit increases are on the rise.

Variable Pay Program Budgets, 2015 and 2016

Nonexempt Hourly Nonexempt Salaried Exempt Salaried Officer/Exec.
Mean Median Mean Median Mean Median Mean Median
2015 % 5.3% 5.0% 6.0% 5.0% 12.6% | 12.0% 38.3% | 35.0%
budgeted
2016 % 5.4% 5.0% 6.1% 5.0% 12.7% | 12.0% 38.1% | 35.0%
budgeted

Source: WorldatWork 2015-2016 Salary Budget Survey report.

WorldatWork 2015-2016 Salary Budget Survey is the largest survey of its kind with 5,583 responses from 19 countries
representing 15 million employees.

The survey results further indicate that even though the size of all salary increase budgets,
including merit budgets, remains on the conservative side, there is still good evidence of
differentiation of awards. Looking at employee performance in 2014, organizations averaged a
2.7 percent merit increase for midlevel performers (median: 2.8 percent) and a 4.0 percent
payout for top performers (median: 4.0 percent).
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STRATEGIC INITIATIVE FUNDING REQUEST #3 Il

Initiative Name: INCREASE EXAMINATION FORCE
Initiative Priority: 3

INCREASE EXAMINATION FORCE
Objects of Expense: Estimated Costs ($)
Salary & Wages $49,281
Payroll Related Costs $15,573
Travel Expenses $20,821
Equipment Costs $1,000
Total $86,675

Description/Justification: Funding of this item is imperative for the Department to maintain an
adequate level of supervision to meet regulatory responsibilities and achieve established
performance measures. Credit unions continue to grow in size, and the complexity of the
industry is constantly changing due to technological, legislative, and economic issues. This
growth in complexity and sophistication requires knowledgeable field examiners to properly
evaluate their activities. No single factor is more critical to the Department’s ability to
accomplish its mission and to its success, than its staff.

Strong, effective and independent supervision is critical to ensure a sound credit union system.
Successful supervision gives credit union management a valuable secondary perspective and
bolsters the work of credit unions’ risk management staff and structures. Supervision also acts
as an essential discipline on the industry as a whole by setting risk management standards and
providing a source of challenge against any relaxation of controls or build-up of risk in individual
credit unions. In doing so, effective supervision can contribute to greater financial stability and
reduce both the likelihood of individual credit unions failing and their potential impact if they
do so. Getting supervision right is in everyone’s interest, both the government and the credit
union industry.

At a minimum, to ensure that supervision is credible and effective, the Department needs one
additional field examiner. Credit unions have become a bigger and more important player in
the economic development of this State, and without the additional examination resources the
Department cannot keep pace and carry out its duties and responsibilities with the expertise
credit unions deserve. Ultimately, an understaffed examination workforce will impair the




Department’s ability to protect Texas citizens from fraud, unethical conduct and other
deviations from appropriate standards in connection with financial transactions.

Key considerations in making this staffing decision, include:

1) Work/Life Balance: The Department has been doing the best it can under the current

2)

staffing levels; however, examination resources are not sufficient to perform all of the
required work and provide an adequate work/life consideration into the examination
program. An adequate work/life balance is an essential element in enhancing employee
retainage, improving the quality of examinations and maintaining high levels of staff
productivity and morale. Furthermore, the approval for funding this strategic initiative will
begin the process of becoming less reliant on NCUA Specialists to staff complex exam
functions, will provide time for field examiners to properly scope an examination and write the
final report of examination, reduce travel days per examiner and reduce the instances where
examiners must be the examiner-in-charge of back-to-back examinations. Workload and
travel levels are crucial issues that need to be addressed to encourage employee retention.
Failure to retain valuable human resources deprives the Department of expertise and is a
substantial loss of investment in recruitment, training and development.

An adequate work life balance was the topic cited most negatively within the 2015
Department staff survey as indicated under the survey category, “job satisfaction”. When
the following statement was posed to staff: “My work environment supports a balance
between work and personal life”, only 42 percent of the 24 respondents were in agreement.
The statement which resulted in the second lowest positive response was: “The amount of
work | am asked to do is reasonable”. Only 46 percent of 24 respondents agreed with this
statement. (Exhibit A-1 thru A-3).

Upon review of key examination staff workloads it was observed that during 2015, the five
highest level examiners (FEVs and FEVIs) were assigned a total of 63 examinations on credit
unions with assets totaling approximately $21.6 billion. The total assets assigned to these
examiners (29 percent of examination staff) constituted approximately 65 percent of all the
credit union assets which the Department regulates. Thus, the departure of any one of
these key examiners would create a significant gap in our current examination processes.
Furthermore, these more experienced examiners are relied upon to train and provide
guidance to the less tenured examiners, which can pose additional workload pressures.

Credit Unions/Assets Examined 2015 — Senior Field Staff

FEV #1 FE V #2 FEV #3 FE VI #1 FE VI #2 Total

17/54.0 B 16/55.1 B 17/54.6 B 5/52.4B 8/55.5 B 63/21.6 B

Back to Back Examinations: Due to staffing levels encountered during 2015, the five high
level examiners performed a total of 27 back to back examinations during the year, or 42.8
percent of their total assigned examinations were “back to back”, as shown below:
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Assigned Credit Unions — Senior Field Staff

Back to Back Exams (#) and Percent (%) of Total

FEV #1 FEV #2 FEV #3 FE VI #1 FE VI #2 Total
Number 12 7 4 2 2 27
Percent 70.6 43.7 235 40.0 25.0 42.8

Back to back examinations expose the examiner-in charge to a high level of work load
pressure as he/she is expected to complete the examination report from their prior week
examination, while at the same time conduct a new examination. In addition, field
examiners are generally in a travel status 40 to 50 percent of the time. This, coupled with
the number of back to back examinations, results in time management constraints where
little time is available for writing examination reports or analyzing and scoping examinations
before arriving at a credit union. This type of grind is difficult to maintain on a consistent
basis without hindering an examiner’s work performance and may eventually result in
significant morale issues and even his/her departure from the agency. As noted in the 2017-
2021 Strategic Plan approved by the Commission in March 2016, the Department believes
the examination staffing model needs revision to allocate a maximum of 160 annual
examination days per examiner, from the prior level of 180.

Training and Mentoring of Examination Staff: The Department needs to devote additional
resources to mentoring and supporting newly hired field examiners to ensure they obtain
the skills and experiences necessary to fulfill the Department’s supervisory responsibilities.
The current staff model does not allocate sufficient time for the regional supervisors to
regularly perform this critical function. Instead, the majority of a regional supervisor’s time
is consumed performing examinations. It is vital to our future success, that the regional
supervisors (and other senior staff) be afforded adequate time for training and transfer of
knowledge to less tenured staff. Presently, over 66 percent (10 out of 15 examiners) of the
current field examiners have total years of service with the Department of less than 2 years.
The short level of tenure for the majority of our field examiners further supports the need
for the regional supervisors to devote a majority of their time for examiner development,
including training and mentoring. The following represents a breakdown of the current
examination field examiners’ tenure, by years of service:

Field Examiner Tenure with CUD

Years of Service w/Department Number of Examiners Percentage
Less than two years 10 66.6
Two to five years 1 6.7
Five to ten years 0 0.0
Ten to fifteen years 0 0.0
Over fifteen years 4 26.7

Total 15 100.0




Statewide Examination Staffing Plan
Projections for Fiscal Year 2017

Budgeted Projected Budgeted
Asset Size CAMELS Aggregate Exam | Number | Examiner Days Annual Examiner
Ratings Total Assets Cycle CUs (Regular Examiner Days
(millions) Exams) Days* (Remedial
Exams)
Under 1 1476 | 18 9 81
$50 2 1,314.2 | 18 77 696
Million 3,40r5 173.0 12 16 140 83
$50- 1 2209 | 18 3 50
$100 2 1,226.8 18 17 286
Million 3,40r5 569.5 12 8 171 40
$100- 1 497.5 18 3 83
$250 2 2,912.8 18 17 446
Million 3,40r5 426.8 12 3 94 15
$250- 1 0.0 18 0 0
$500 2 3,802.2 18 11 363
Million 3,40r5 282.4 12 1 42 10
$500-51 1 5,298.8 18 7 308
Billion 2 3,361.5 18 5 220
3,4o0r5 821.3 12 £ 55 10
Over $1 1 4,295.5 12 2 88
Billion 2 4,392.0 12 3 132
3,4o0r5 3,801.3 12 2 110 20
1 6,164.8 18 22 521 348 0.0
Totals 1 4,295.0 | 12 2 88 88
2 12,617.5 18 127 2,010 1,340 0.0
2 4,392.0 12 3 132 132
3,4o0r5 6,074.3 12 31 611 611 178
Total 33,544.1 185 3,057 2,519 178

4 Projected annual examiner days based on NCUA adopting an extended examination schedule of eighteen months for those credit
unions with less than $1 billion in total assets and a CAMELS composite rating of a code 1 or a code 2. All other examinations are
assumed to be conducted at a twelve- month frequency.

e




|

Using the budgeted examiner days for regular examinations and remedial examinations
(code 3, 4 and 5 credit unions), a computation was performed using 160 annual
examination days per examiner, resulting in a total number of full time field examiners
necessary to achieve the Department productivity goals is 17.

Full-Time Examiners Need to Complete Examination Program
FY 2017 Regular and Remedial Examination Days
Regular Examination Days 2,519
Remedial Examination Days 178
Total 2,697
Average Annual Examination Days Per Examiner 160
Total Full-Time Examiners Needed for FY 2017 l 16.86

The total full-time field examiners needed for fiscal year 2017 excludes the two regional
supervisor positions, as the intent is to reduce their level of participation on examinations. This
will allow them to mentor and train their respective examination teams and perform a greater
degree of regulatory and supervisory oversight for the credit unions within their respective
regions. A knowledgeable, well-trained examination team is paramount to the overall success
of the Department and also provides a greater degree of career progression and advancement
opportunities to field staff. Presently, we have 16 full-time field examiner positions budgeted
(excluding the regional supervisors), meaning one additional examiner FTE position is needed.

External Factors: External factors are also driving the need to increase examination staff.
Changes in the economy, interest rate movements, and investment products are constantly
shifting and require a thorough understanding of these dynamics. Whether the economy is
booming or sagging, it is essential that the Department focus its efforts toward those areas and
institutions that represent the greatest risks to both the credit union and its members.
Technology continues to evolve, and the safe guarding of member information deserves the
utmost attention. Further, competitive salaries to retain/attract qualified personnel along with
the availability of external training will control the readiness of our examination staff to meet
these challenges.

Over the last three years, the NCUA has continued to reduce its scheduled level of participation
on federally insured state chartered credit unions, from a high of 94 credit unions in 2014 to 58
in 2016, a reduction of 38.3 percent. A similar scheduled reduction in the number of exam days
allocated by NCUA for state chartered credit unions has been observed, with the total days
being reduced from a high of 1402 days in 2014 to 1079 days in 2016, a reduction of 323 days
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or 23.03 percent. The reduced participation by NCUA also provides support for the need of one
additional field examiner based upon annual examination days per examiner of 160.

Joint Examinations — NCUA
- (Per Joint Schedule — Last 3 Years) :
Description 2014 2015 2016 Change (# or §) Change %
# Credit Unions 94 76 58 -36 -38.30
Assets (Billions) $15.7 $25.7 $23.1 $7.4 47.13
Budgeted Hours 11,215 10,013 8,632 -2,583 -23.03
Budgeted Days 1,402 1,252 1,079 -323 -23.03

It should be further noted that other state credit union regulatory agencies, as well as other
Texas state agencies who regulate financial institutions, do not appear to have similar workload

expectations of their field examination teams, as our agency does.

When comparing key

metrics associated with five state credit union regulatory agencies and two Texas state
agencies, the results reflect a workload by Department (CUD) examiners which is astoundingly
higher than that of examiners from the other states and other Texas state agencies. The
following represents a breakdown of comparative data:

FY 2015 Examinations - State CU Regulators |
Regulatory Agency | #CUs Total Assets Number | Number of Number of | Exams Per
(Billions) of Exams | Remedial Exams | Examiners Examiner
California 144 $89.6 102 14 36 2.8
Florida 68 $34.5 49 - 14 3.5
Michigan 161 $40.4 137 54 40 3.4
Ohio 144 $18.3 126 46 14 9.0
Washington 56 $39.8 77 - 16 4.8
Totals 573 $222.6 491 114 120 23.5
Average 114.6 $44.5 98.2 22.8 24 4.7
CubD 185 $33.9 156 38 17 9.2
Variance to
Average +70.4 -10.6 +57.8 +15.2 -7 +4.5 "
— == =4




FY 2015 Examinations - Texas Financial Regulatory Agencies
Regulatory # Total Assets | Number Number of Number of | Exams Per
Agency Institutions (Billions) of Exams | Remedial Exams | Examiners Examiner
TX S&ML 27 $12.0 25 - 12 P |
TX Banking 252 $247.0 124 111 1.1
Totals 279 $259.0 149 0 123 3.2
Average 139.5 $129.5 74.5 0 61.5 1.6
CubD 185 $33.9 156 38 17 9.2
Variance to
Average +45.5 -95.6 +81.5 +38 -44.5 +7.6

Internal Factors: Internal factors include budget constraints and impediments to improve the
Unforeseen turnover and/or the lack of funds for

quality/level of experienced personnel.

adequate training could impair the Department’s capability to meet these objectives. The
Department continues to work closely with the NCUA to minimize regulatory burden and
maximize efficient use of personnel.
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EXHIBIT A-1

Strategic 419
Workplace 418
Community 419
Information Systems 410

Internal Communication 415

Employee Development — 403

Job Satisfaction 368

Employee Engagement 418

I | | 1 1 1 |
100 150 200 250 300 350 400 450 500
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EXHIBIT A-2

Areas of Concern

Job Satisfaction — 368 The job satisfaction construct captures employees’ perceptions
about the overall work situation and ability to maintain work-life balance. Lower scores
suggest that employees feel overworked, unable to perform at their best and unhappy with
their work.

Pay — 370 The pay construct captures employees’ perceptions about how well the
compensation package offered by the organization holds up when compared to similar
jobs in other organizations. Lower scores suggest that pay is a central concern or reason
for discontent and is not comparable to similar organizations.

Emplovee Development — 403 The employee development construct captures
employees’ perceptions about the priority given to their personal and job growth needs.

Lower scores suggest that employees feel stymied in their education and growth in job
competence.

Primary Items

For the primary items (numbered 1-48), participants were asked to indicate how they agreed with
each positively phrased statement. If participants did not have information or the item did not
apply, they were to select don't know/not applicable, The following definitions correspond to
survey items:

Response Data

Score is calculated by averaging all item responses on a five point scale ranging from
5=Strongly Agree to |=Strongly Disagree. If the participant selected Don't Know/Not
Applicable, their response is considered a valid response, but it is not used in the
calculation of the score.

Standard Deviation calculates the level of agreement. Large deviations indicate greater
levels of disagreement. For this report, you can expect standard deviations to be between
.7 and 1.10.

Total Respondents is the number of valid responses including Don't Know/Not
Applicable. If everyone did not answer every item, the number of respondents for an item
is less than the number of respondents reported in your response rate.

Respondents is the number of participants who selected each item (strongly agree, agree,
etc.).

Percentage is the number of participants who selected each item (strongly agree, agree,
etc.) divided by the total number of valid responses.

Percent Agreement is the number of participants who agreed with the item (strongly
agree or agree) divided by the total number of valid responses.
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EXHIBIT A-3

39. My work environment supports a balance between work and 42% Agreement
personal life.
SCORE: 3.21
42% Agreement Std. Dev. 1.18
Total Respondents: 24
Strongly Strongly  Don't BENCHMA_RKS
Response Agree Agree Neulral Disagree Disagree Know/NA Past Score 347
Respondents 4 6 B 7 [ 0 Sinlar hission 4.00
Similar Size 413
Percantage  16G7% 25.00% 2500% 29.17% 4.17%  0.00% Al Orgs: 388
809 e
40. | feel free to be myself at work, %o Agream nt
SCORE: 4.04
80% Agreement Std. Dev. 0.79
Total Respondents. 25
Strongly Strongly — Don't BENCHMARKS
Response  Agree  Agree Neutral Dizagree Disagree Know/NA Past Score. None
Respondents 7 13 P | 0 0 Similar hission. None
Similar Size None
Percantage 28 00% 5200% 1600% 4.00% 0.00% 000%
All Orgs None

‘41, The amount of work | am asked to do is reasanable.

SCORE: 3.38
46% Agreement Std Dev. 1.10
Total Respondents 24
Strongly Strongly  Don't BENCHMARKS
Response  Agree Agree Neultal Disagree Disagree Know NA Past Score 358
Respondents 4 7 8 4 I 0 Similar Mission. 381
P 16 67% 20.17% 3333% 1667% 4.17% 0 00° oy e
arcentage H7% 24 o 33 33% o 4 17% o All Orgs: 371
80% Agreement
42, | am proud to tell people that | work for this organization. g
SCORE: 4.08
f0% Agreement Std Dev.: 0.70
Tolal Respondents, 25
BENC S
Strongly Stronaly  Don't AGHIMARK
Response Agree Agree Neutral Disagree Disagree KnowNA Past Score 421
Respondents ; 13 5 0 0 0 Similar Mission 407
P 2600% 52.00% 2000% 000% 0.00° o SMAR S -
arcantage o 5200% 2 0 0 .00% 0 00% All Orgs: 347
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REPLACEMENT/CAPITAL IMPROVEMENT PLAN
FY 2017-2019
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REPLACEMENT/CAPITAL IMPROVEMENT PLAN FY 2017-2019

FY2017
Proposed Maintenance Projects: Estimated Cost
Carpet replacement $22,307!
Proposed Capital Improvements:
Electronic Document Management System2 $10,000
HVAC unit replacement with air duct returns’ $27,270*

Related new operating and maintenance costs (if any):

The installation of a new HVAC system will not result in any new material operating or
maintenance costs and will reduce energy bills and maintenance costs. Ongoing maintenance
costs will be the same as with our old HVAC systems: approximately $600 a year for twice annual
service including the cost of new filters.

The installation of new floor coverings will not result in any new operating or maintenance cost.

FY2018

Proposed Maintenance Projects: Estimated Cost
None

Proposed Capital Improvements:

Remodel Restrooms for ADA Compliance and Energy Efficiency’® $ 203,500

! The estimate was taking by averaging the middle bid from one vendor with the sole bid of the other and adding the
moving costs. See Exhibit A for carpet roll bids and Exhibit B for the moving bid to break down and reinstall all the
cubicles, electrical, and cabling.

2 The Department continues to implement its Electronic Document Management System. This amount would allow
the Department to hire a consultant to identify the next phase of the Electronic Document Management System and
determine the best course of action to implement that phase.

3 The dropped ceiling of the building interior serves as the return plenum to the two primary five ton heat pumps.
Installation of insulated air duct returns with zoned dampered controls would improve energy efficiency.

4 See Exhibit C.

5 The building’s toilet partitions need to be replaced to be complaint with Title III of the American with Disabilities
Act (“ADA”) and due to rust. The current toilet partitions are not large enough for an individual with a disability to
maneuver. Other ADA improvements to the building’s restrooms include: insulating lavatory pipes under sinks to
prevent burns, installing a raised toilet seat, installing a full length bathroom mirror, and repositioning the paper towel
dispensers. Additionally, the sink fixtures should be replaced with modern, energy-efficient models, the toilets should
be replaced with low-flow toilets, and the toilet water supply hoses are rusted and should be replaced to prevent a
water leak,
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Related new operating and maintenance costs (if any):

The installation of new ADA requirement restroom improvements will not result in any new
material operating or maintenance costs. The installation of more energy-efficient faucets and
toilets will reduce operating and maintenance costs.

FY2019
Proposed Maintenance Projects: Estimated Cost
None
Proposed Capital Improvements:
Replace the Roof® $251,500

Related new operating and maintenance costs (if any):

The installation of new roof will not result in any new material operating or maintenance costs.

6 The Department’s roofing is a low-slope with built-up roof. It is deteriorated and should be replaced with no reported
leaks. The Department’s current roof is out of warranty for workmanship even though it maintains a materials
warranty; however, collecting on a defective materials warranty is a herculean task because so many issues can be
blamed on workmanship. Additionally, flashing was not added to the roof in critical places when the roof was first
installed.

The Texas Facilities Commission provided us the following roof options.

System Bldg. | Slope | Unit | Sq. Construction Escalation Soft Cost/ Total
Ht. Cost | Ft. Cost to 2018 Contingency
Mod. Bitumin | 1 — 2 | Low $30 | 4,200 $126,000 $139,700 $111,800 | $251,500
(Hot Story | Y'/Ft.
Asphalt/Heat
Welded)
Single Ply |1 -2 | Low $30 | 4,200 $126,000 $139,700 $111,800 | $251,500
TPO Story | Y"/Ft.
Single Ply|1-2{Low $30 | 4,200 $126,000 $139,700 $111,800 | $251,500
PVC Story | Y"/Ft.
Arch. Metal * | 1 ~ 2 { Pitched | $25 | 4,200 $105,000 $139,700 $111,800 | $251,500
Story |4 : 12]- to $126,000
Min. $30

* Not a recommended solution by TFC's roofing consuitant.
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EXHIBIT A

Proposal
704 8. Lemar Proposal Date 411212018
Auatin, TX 76704 Proposg! Number 2004
(412) 804-9700 _ (877) 056-3090 FAX Gunlact . Groy Schigpdu
SUBMITTED TO: PROJECT
CREDIT UNION DEPT 8TATE OF TEXAS CARPET FOR PACILITY
ATTN: LINDA
PHILADELPHIA ROLL GOODS
TX MAS #13-72020
Wo v futniah Ura [i0d redidate and poionn B kbt (4 appieoino) foquiod fof [RyiaEation, Fiodl HEIg ondir levokiwg, oves i, Birplue axskig

vedtica) transportsiion, end removel of exisiing fooring e ro! thotudad fa this propossl niess epeciioatly nolad below snd could sesuft In eddilion

FURNISH & INSTALL

alwa‘a.

CARPET TILE & BASE
CPT  QUALITY: PHILADELPHIA ZING ROLL GOODS
COLOR: T88

974 SONDE _ @ 36.04 $3,343.66
LABOR FOR CARPET TILE INSTALLATION

974 8QYDS @ $6.05 $2.202.70
ADHEBIVE FOR ROLL GOGDS

3 BKTS @ $45.00 $135.00

BASE  QUALITY: ROPPE4 1/2° COVE BASE - TBS

720 LUNFT & $1.78 §1,260.00
DEMO OF EXISTING CARPET

$1,600.00
MOVING OFFICE FURNITURE AND BOXES
$850,00
MINOR PREP
$450.00
AFTER HOURS WORK
$1,260.00

BID EXCLUSIONS:
EXCESSIVE PLOOR PREP/LEVELING, SALES TAX & HOVING ANY ELECTRONICS
* THIB BID DOES NOT INCLUDE ANY MODULAR FURNITURE MOVING®
« PLEASE ALLOW TWO WEEKENDS FOR COMPLETION OF JOB*
Q.?D’?)’ ( M PRGPOSAL TOTAL $10,851.26

8ubmitted by Gray Sclvosder

ACCEPTANCE OF PROFOSAL: Al prioss, spectications and oondiions are eatisfactory and are hsredy xocoptod. You ary
suthorized to do the work as specified. Payments will be made as biited, k Is wxisretood end agresd thet this s work nat

provided for In any other agresment.
Accopted By: Signature,
Dute Tale

Exhi

bit A Page 1




EXHIBIT A

fROCKFORD Proposal
e Christl Wade %

Austn, T 76707 iidemirockford-texss,com
B12-418-4348 PH

B12-444-8303 FAX

EEE e

covpany: CREDIT UNION DEPARTME BROADLOOM CARPET
ATTN: LINDA CLEVLEN OPTION 1 Page 1 of 1
FAX #:

Caantity TR Pg1| Lescripton Adolng

ON MOHAWK TXMAS CONTRACT #13-72050:

386.00 SY SIN 31-304 - BIGELOW SKETCH PAD CARPET @ $12.93 $6,107.36

386.00 8Y 8IN 31-804 - DIRECT GLUE INSTALLATION @ $§5.48 $2,168.55

10.00 EA SIN 31-604 - NUBROADLOK ADHESIVE @ $44.19 $441.80

1.00 EA SIN 31-804 - NUBROADLOCK SEAM SEALER @ $73.49 $73.49

720.00 LF SIN 31-804 - INSTALL ROPPE 4.5" COVE BASE @ $1.85 $1,332.00
OPEN MARKET ITEMS:

386.00 8Y DEMO EXISTING CUSHION-BACK CARPET @ $3.60 $1,382.80
4.00 EA FLOOR PREP @ $16.80 $68.00
1.00 EA FURNITURE MOVING/SYSTEMS BREAKDOWN&REBUIL $2,620.00
1.00 EA AFTERHOURS CHARGE $2,000.00

$15,001.79

* ORDERS MUST BE S8ENT THROUGH SMART BUY PROGRAM
* TAX EXEMPT

* WORK WILL BE PERFORMED AFTERHOURS

* ELECTRICAL AND DATA DISCONNECT/RECONNECT

BY OTHERS

P TR NOTED i e S DRSS LSO S

Rockford will ﬂm\loh & deliver the above material for the listed price. Subject to credit approval,
Price Includas frelght.

Prico excludes tax,

Unless epecifically Included in this  propogal : price oxcludes all demolition, rapalr

or take-up of exlsting flooring; demp , waxing

and floor protectlon; exoludaa fioar loveling or ropalr; uxdudol ‘senling of floor;

clezning or ramoval of oll, greess, soivents, paint, plestar or other forelgn substances;
excludes abssetos abatement/control; exsludes any fumlluro movemanl

Prico Includaes no attlo stock of materlal b d
Price Includes wark only durlng regular hours snd for o -Ingl- phass Ioh.

Excludas grinding and sanding tue to uss of concrete curing compounds

Rockford requires molsture and bond testing prior to all material lm!ljlnl!ons. Tnﬁnu
requilres conditioned spacs 72 hours prior to test and 72 houra fo complets teating.
Rackford will not install on substrates with molsturs/aikalinity tast fallure,

Minor floor prep In prica Includas 1 hag per 128 nyda - carpst; 1 bag par 800 of - hard
surfacas. Addiilons floor prep will be bllind on o tme and material basls,

Client la sublect to payment for storad matarials,

Rocktord will not accept chargaback for cleaning or damage without the option to
mlgelet the chlmm or vdlhwl the option to maka arrangemsents for acceptable repairs
ut thelr '

od o ﬂm ranponsible for any clalma thet might result from product delivary dete

changas boyond thelr control.

{’h ‘i[m:,;:.m"r requires a depoalt to manufacture/ship certaln Itams, client ahall pay
&

Thhdpﬂmpoul Is valld for (48) daye, Use of this pricing implies acosptance of above

conditions

Full paymant Is dus (30) days from reosipt of Involes unisss specified otherwisse.

Signed: Accepted By: Date;
Chrlsti Wade

Anticlpated Inatailation Start Date:

Exhibit A Page 2
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EXHIBIT A

#ROCKFORD s
2;1 :.:1a~;n§;‘m:-u rene Christ Wade G

Austr, T 78767 suade@rockiorddsxas.com e iones

512-416-4348 PH

S-SR PG e
S .. A !ﬁ;uw : . 3 e ﬂln;lli i ::= i

company: CREDIT UNION DEPARTMEBROADLOOM GARPET i

ATTH: LINDA CLEVLEN OPTION 2 Page 101

FAX #:

L LI e

ON MOHAWK TXMAS CQNTRAQT #33-72050‘

386.00 8Y SIN 31.304 - LEES FACULTY REMIX CARPET @ $15.24 $6,019.80
386.00 8Y BIN 31-804 - DIRECT GLUE INSTALLATION @ $6.48 $2,168.88
10.00 EA BIN 31-804 - NUBROADLOK ADHESIVE @ $44.18 $441.90

1.00 EA BIN 31-604 - NUBROADLOCK S8EAM SEALER @ $73.49 §73.48
720.00 LF SIN 31-804 - INSTALL ROPPE 4.5" COVE BASE @ §1.85 $1,332.00

OPEN MARKET ITEMS:

386.00 SY DEMO EXISTING CUSHION.BACK CARPET @ $3.60 $1,382.60
4.00 EA FLOOR PREP @ $16.50 $66.00
1.00 EA FURNITURE MOVINGISYSTEMS BREAKDOWN&REBUIL $2,620.00
1.00 EA AFTERHOURS CHARGE $2,000.00

$16,004.24

* ORDERS MUST BE SENT THROUGH SMART BUY PROGRAM
* TAX EXEMPT

* WORK WILL BE PERFORMED AFTERHOURS

* ELECTRICAL AND DATA DISCONNECT/RECONNECT

BY OTHERS

Rockford will furnlah & dellver the sbove metedal for the listed prics. Sublect to oredit approval,
Prlce Includes freight.

Price oxciudes tax.
Unless spacliicully Includsd fn this proposal nrﬁaﬂ excludes all damottllnm rapaly
or take-up of sxlsting flooring; excludas 5, damp m buffing, waxing

and floor protaction; sxcludes floor lavellng or ream. excludes sealing of wr.
cleaning or removal of oll, gresse, solventa, painy, plaster or other forslgn subslances;
oxcluden abassloo abutementicontrol; sxcludes any fumtturt mavement.

Prics Includes no attle stock of mated
Price Includes work only during raguler hours and for & alnglo phasa job,

Excludos qundlnc and sanulng dus fn ure of concrsts Guring compoun nds,

Rocekfa bond @ prior to all materlal Installstione, Testing
requires com!{ilomd space T2 houre pdor to test and 72 hours 1o eompiate testing,
E‘?ckk‘x‘rﬂwﬂl m*llmr?nnl: el b 128 uydi ;'Q”dlu’;oo 1 - hasd

nar floor prep In price ncludes 1 m 128 wyda - earpat; 1 bag por 800 af - hax
surfages, Addional floar prep wiil be billed on & time and meloral basls.
Cllant Is wb']wl to puymaent for stored metesisls,
Roekfard will not accept chargaback Tor clagning or damags without the option 1o
Inﬁtgw! tha clnlmm or without the optlon to make arrengemonts for ecssplable repairs
oir sxpen

Rncivfard I not respansibla ror any clilms that might rasult frem praduct dellvery dite

changen beyond thelr contro

;n 'mnukierr requires & dmuﬁ to menufacturs/ship certaly items, ellant shall pay
&1 aMoun

'Wt;dg;upnul 1s valid for (45) daya, Use of this priclng inplios scceplance of above

con ona,

Full paymenl 1s due (30) days from recelpt of Involes unlass apeciiied otherwies,

Signed: Accepled By: Date:
Christi Wede
Anticlpated Inaiailation Stert Dale:
Exhiblt A Page 3

156



EXHIBIT A

EROCKFORD Proposal
BDUBINESS INTOERIOQORS
2141 East Riverside Drive Chriatl Wade %

Auttin, TX 78767 euadodireokiont-loxs,com Al bile
$12-416-4346 PH
asz-m-mm FAX e

o Baiinuns i i - :

companY:  CREDIT UNION DEPARTME BROADLOOM CAR?ET
ATTH: LINDA CLEVLEN OPTION 3 Page 1 of 1
FAX W,

gm0 LU i it 1 sy S - e s b D v Amelng e

ON MOHAWK TX?&A§ CQ&TRACT #13—?3080.

388.00 8Y SIN 31-304 - LEES WORK IT 26CARPET @ $18.12 §7,167.40
388.00 8Y SIN 31-604 - DIRECT GLUE INSTALLATION @ $6.40 $2,168.85
10.00 EA SIN 31-804 - NUBROADLOK ADHESIVE @ $44.18 $441.90
1.00 EA SIN 31-804 - NUBROADLOCK SEAM SEALER @ $73.49 §$73.48
720.00 LF 8IN 31-604 - INSTALL ROPPE 4.8" COVE BASE @ $1.86 $1,332.00

OPEN MARKET ITEMS:

386.00 8Y DEMO EXIBTING CUSHION-BACK CARPET @ $3.50 $1,382.80
4.00 EA FLOOR PREP @ $16.60 $66.00
1.00 EA FURNITURE MOVING/SYSTEMS BREAKDOWNGEGREBUIL $2,620.00
1.00 EA AFTERHOURS CHARGE $2,000.00

$17,075.84
* ORDERS MUST BE SENT THROUGH SMART BUY PROGRAM
* TAX EXEMPT

* WORK WILL BE PERFORMED AFTERHOURS
* ELECTRICAL AND DATA DISCONNECT/RECONNECT
BY OTHERS

e NOTES SR

Rockford will fumish & dellver the above material for the listed price. Subjest to cradit spproval,
Pricn Includon t‘nlqht.
Prios sxcludes
Unlosa spwmu!w Includad in thia pwpoul price mludﬂ sl dosmmton, ropalr
or take-up of existing floering,; ga
md floor protection; sxcludes floor lsvellng or rupdr' uoludu amﬁ\ng of
cleaning or removel of oll, greass, solvents, palnt, plaster or athar forelan wbﬂmuu.
oxcludos sbsestos lbnlmmmntmi. Bxc fudes any furnifirs movsment.
Frics Includes ro attie stock of bayond coverage.
Prics Includes work only during reguler hours and fos & slnple phass job,
Exclutas grinding and sanding due fo use of conerate curing campwndi
Rockiord requires molsture end bond testing prior to all matarial |
requlres conditionsd wpm:a 72 houes prine ta tost and 72 houra to cmnwlcee Mlnu
Rockiord will not install on substratss with molaturslatkalinity test fallure,
#inor floor prep In prics Includes 1 madxr 126 pyds . carpat; 1 bi n%'pu 800 sf « hard
surfaces, Additions! floor prap will be blilsd on & time and matertal

Clisnt ls nubileut o paymant for storad matoriale,

Rockiard will not scoopt chargeback for clesning or damsge withoul tha option to

Lr;s'g;flthn elalm{s) or without the option to inake arrangements for acceptable repslre
oir BXponee,

Rockford {s not responslble for any clalms thet might result from product delivery date

chenges beyond thelr control.

II;‘:* munufuzunr requires a deposit to menufecture/shlp certain Hems, clisnt shall pay
amo

‘mlld ﬁ?”“! 18 vaild for (48} daye, Uae of this prioing Implles acoeplance of above

conditlons.

Full peyment ls dus {30} days fram raoelpt of Invoice uniees spsoified otherwize.

Signed: Accepted By: Date:
Chrigt Wads

Anticlpated Instaliation Start Date;

Exhibit A Page 4
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EXHIBIT B
QUOTE

DATE: 4/18/2016
FRIPROJECT #: 16116

FRI PROJECT NAME: State of Texas - Credit Unlon Department

TXMAS CONTRACT NUMBER: 9 71 11K 010

Facilitles Resource, Inc
ISSUE PURCHASE ORDER TO: 9737 Great Hllls Tratl, Sulte #305
Austin, TX 78759

914 € Anderson Lane

LOCATION:  istin, TX 78752

CONTACT INFORMATION: Ms Linda Clevien

Faclilities Resource, Inc.
9737 Graat Hills Trail # 305
Austin, TX 78759

ph: 512.371.1232

fx: $12.371.9155
www.fri-texas.com

, Facllitles Resource, Inc. proposes to dismantle and relocate furniture prior to carpet replacement, FRI
DESCRIPTION OF WORK: will retocate fumniture back to it's original location post carpet replacement

DESCRIPTION

AMOUNT

LABOR MATERIALS

TOTAL

Services Provided Under TXMAS Contract: 971.11K010

FRI will remove, relocate, and replace all free-standing office furniture. This tncludes desks,
chalrs, tables, files, bookcases, and sofas Al furniture will be stored in on-site conference
room

$3,095.00

$3,095.00

FRI will dismantle, relocate and re-install all modular furniture. All madular furniture will be
stored In on-site conference raom.

$3,340.00

$3,340.00

L. Services Provided on "Opan Market®

(140) Crate for 2 weeks rental

$714.00

$714.00

4 Pales / 8 Stations
Pull back to celling and re-run and terminate

$760.00

$760.00

4 Poles disconnect / re-connect

$950.00)

$950.00

* Pricing ia for work (o bo perforaed in two phases. Work will o porformad pror to Bnd otior complatiod of
carpet replacement and Includea time to parform those sorvices alter-hoursAveekende as nacesoary to
complete. If all of the work involving moving the fumiture can be performed during regular business hours,
the cost can be reduced.

*Elgctrical end cabling sservice will be perfarmed Iate &fierroon on Friday for disconnect and early
Monday moming for re-connect

EXCLUSIONS TO THIS QUOTE:
This quole dees not include any costs to provide design layout, planning or coordination of
product and/or labor to facliitate or meke changes to:
- Volce and deta cabling, testing or terminations and eny equipment related to.
- Electrical connections, disconnsctions or evaluations of bullding supply
- Relocation of, or valugtions to; fire contro! or warning devicea and any equipmont (elated lo
- Audio or Visual devices and any egquipment related to.
- Lighiing compenents, parts or supplios
- HVAC supplies, returns, ducting or any parts related to.
- Catpst clesning or replacements before, during or post project.
- Wall patching and/or painting before, during or post project.

SPECIAL VISIONS:
Any revisions made to (his Quote which may require additions! parts, Ume and/or gervices
will cause this Quote 1o bacoma nurll and vald and @ Work Changa Order will be submitted

This quote reflocts tha cost to perform the scope of work during regular business hours,
Monday to Friday / 8:00 AM 1o 5:00 PM. If after hours or weskend work |8 requlred, additional
charges will apply.

Whereln preduct deliveries end labor &1 slte are affected by steirs and no other means
(elevator or mechanical lif) of moving products Is avallabls, an addilionel {se will be appliod.

T D CONDITIONS

Paymonts are due In full, NET 46 upon completion (or per Phase).

Signature of Approval

Exhibit B Page 1

SUB-TOTAL:

$8,859.00

TAX:

N/A

GRAND TOTAL:

8,859.00

Date / )
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EXHIBIT C

Linda Clevien

From: MacLean Dove <mac@climatesolutionstx.com>

Sent: Monday, Aprll 11, 2016 4:53 PM

To: Linda Clevien

Subjoct: Climate Solutions - Budgetary number for RTU replacement
Attachments: Credit Unlon heat load.pdf

Linda,

Charlie and T sat down together last week and went over different optlons far replacing
the units for your building. We believe the best option would be to replace both units on
the roof with new rooftop units. Based on the heat load calculation we performed on the
building, two 5 ton units can be used to replace the existing 5 ton units for sufficient
cooling of the space. (Heat load calculation attached to this emall) With the new 5 ton
unlts we would install two new thermostats with remote sensors where we would
average out the temperature for the space. We have pricing for two options, 14 SEER
units and 16 SEER units. The SEER rating or “Seasonal Energy Efficiency Ratio”
measures air conditioning cooling efficiency. A higher SEER rating means greater energy
efficlency.

The budgetary number for removing existing 5 ton units and installing new 5 ton units
on roof also includes reestablishing a disconnect that is up to code, installing condensate
piping to roof drain per code, averaging thermostats and remote sensors, removing
existing exposed duct from roof, and installing roof curb and tying duct into roof curbs to
alleviate potential roof leaks.

Replace (2) 14 SEER 5 ton units - $27,270.00 Price per 14 SEER unit - $13,635.00
Replace (2) 16 SEER 5 ton units - $31,870.00 Price per 16 SEER unit - $15,935.00

Please let me know If you have any questions or if you need me to get you the numbers
In the form of an official proposal from us.

Thank®" )

o,

H Q s s————_ ¢
ATING anD AIR COND‘T“’N‘N
www.ClimateSolutionsTX.com

Mrs. Maclean Dove

1
Exhibit C Page 1
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P_age 1 Commerclal Hoat Loss and Heat Galn calculatlpn -
Report Propared By:
Climate Solutions
For: Credit Unlon Commission
914 West Anderson Lane
Austin, Texas
Doslgn Conditions:  Austin;  Lafitude: 30; Time 4:00PM
Indoor: Outdoor:
Summer temperature: 73 Summer temperature:
Winter temperature: 70 Winter temperature:
Relative humidity: §0 Summer grains of molsture;
Dally tamperature range:
Bullding Componant R Sonslble  Latent  Total
Galn Gain Heat Gain
(BTUH) (BTUH) {BTUH)
Floor, 4,588 sq.ft, 0 0 0
N Wall 669 eq.ft 636 0 636
Window 48 sq.ft. 1,483 0 1,493
Door 20 sq.ft. 762 0 782
Leakage Summer 18 cfm 495 367 862
Leakage Winter 34 cfim 0 0 0
E Wall 722 sq.ft. 1,446 0 1,446
Window 48 sq.ft 1,862 0 1,869
S Wall 586 sq.ft. 701 0 791
Window T 112 sqft. 4,082 0 4,982
Door 40 8q.ft. 2,302 0 2,302
Leakage Summer 100 cfm 2,760 2,040 4,780
Leakage Winter 170 cfm 0 0 0
W Wall 754 sq.ft. 792 0 702
Window 18 sq.ft 651 0 561
Calling 4,658 sq.ft. 54,842 0 54,842
People/Vent 10 people 2,460 1,650 4,000
Ventilation 300 cfm 8,250 6,120 14,370
Lights 3,200 watts 13,120 0 13,120
Miscellaneous 15,670 230 16,800
Whole Bullding - Alt Components 112,800 10,307 123,207
{10.8 tona )
HVAC-Calc Commercial 4.0 " by HVAC Computer Systems Ltd,

EXHIBIT C

Loud calcutations sre esiimaies only, scluzl tosds may very due (o weaitiat snd consvruciion gifarancas,

Exhibit C Page 2

98
28
g0
22

4712018

Total

Heat Loss

(BTUH)

6,185
2,184
1,250

6214

0
1,574

2,336
1,260
1,882
2,918

1,042
0
7,864

2,438
417
32,530

0
13,860

0
0

888 736-1101
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EXHIBIT C

Page1 Commoerclal Heat Loss and Heat Gain Calculation 41712018
Raport Prepared By:
Climate Solutions
For: Credit Unlon Commisalon
914 West Anderson Lane
Austin, Texas
Deslgn Conditions:  Austin;  Latitude: 30; Time 4:00 PM B
indoor: Qutdoor:
Summer temperature; 73 summer temperature: 28
Winter temperature; 70 Winter temperature: 28
Relative humidity: 60 Summaer graina of moisture: 80
Dally tamperature range: 22
Bullding Component “Soneible  Letent  Total  Total
Gain Galn Hoat Galn Hoat Loss
(BTUH) (BTUH) (BTUH) (BTUH)
Celﬂngs Celings T o 54642 o Mf 0 " 54,842 ) 32,530
Miscellanecus ’ o 16.670 T Tes0 16,800 0
Ventialon " 8280 8420 14370 . 13880
Lights ' _ 18,120 o 8120 0
Windows  8ges 0  Bpes 5838
Door Leakage T T e 2407 5662 9426
PGOPIB o - . 2,480 oAks0 4,000 0
Wale ) . R 3664.'” "'o':“ e w3§‘65 i 8620
Doors - - zoed 0 3084 1563
Inflitration ‘ 0o 0 00
Duot L 0 o 0
Syights . , e em 0 o
Partlttons BT g 4 5 o
Floors O o o 0 "”’Ws.ia's”
Whole Building - All Gomponents 112,800 10,307 123,207 91,226
HVAG-Calc Commerclal 4.0 by HVAC Computer Syatema Ltd. 888 738-1101
Lowd celcalstions are estimales m\x seiusl ads mny wy s {o westher and centniction dlh'erenece

Exhlibit C Page 3
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EXHIBIT C
Central TX Commercial A/C & Heating, Inc.

7909 Rosson Drive (512) 288-0822 office
Austin Texas 78736 (512) 288-0941 fax

License #: TACLA 002692C 1-800-338-5429
@8-07F-0281X / TXMAS-11-56080

8
%%nm Lans

Austin, Toxas 78782 April 26, 2018
Phone: §12-832-9238
Emall: sharl.shiverscud.toxas.gov

Two RTUs replacament
Central TX Commerclal A/C & Hoatlng, Inc., Is pleased to quote a price of §oventesn Thousand Nine Hundred and No/100
Dollars ($17,900.00 ) to perform the following
ceme Btu

1. Lockouttagout electrical.

2. Dilsconnect elactrical.

3. Dilsconnect RTU’s duot work and remove.
4. Dlsconnect drains.

8. Crano off old RTUs.

8. Set nowRTUs.

7. Install neaw Duct and canvas.

8. Connect elestrical.

9. Connect dralns.

10. install new thermostats.

11. Sstup thermostat

12. Startup RTU’s and verify units are functioning with In factory specifications.

Note:
Dispose of old unit,

Sarvicos other than thoso {isted above,
All work will be performed during nerma! working hours.

Thank you fox glving ws the eppovtunity te mafe a diffevence.

ThanKs,

Israel Rodriguez Acepted By
Chiller Rentals by CTCA

Service Manager

Email:Israel@ctcair.com

512-468-7639 (cell)

512-288-0822 (off)

512-288-0941 (fax)

http://www.ctcair.com

hitp:f/www.facebook.com/rentalchillers

Texas Department of Licensing and Regulation, License TACLA002692C

P.O. Box 12157 Austin, I:qxga 18711
800-803-9202 Fax: 512- 463-9468

Exhibit C Page 4
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FY 2017 Annual Operating Plan & Budget

INTRODUCTION

In accordance with Chapter 16 of the Finance Code, the Department has crafted the
following FY 2017 Annual Operating Plan and Budget. This document aligns the goals and
measures developed for the Department’s Strategic Plan for Fiscal Years 2017-2021 with the
Department’s proposed budget. It aims to improve the links between the Department’s
resource needs, effectiveness, and outcomes.

THE DEPARTMENT TODAY

The Department is a self-directed and semi-independent agency that is responsible for
ensuring a safe and sound credit union system for all Texans. This is accomplished
through the effective chartering, regulation, and supervision of Texas-chartered credit
unions. The operations of the Department are funded primarily by semiannual
assessments levied on credit unions. The Department receives no state monies from the
General Revenue Fund.

As of December 31, 2015, the Department was responsible for regulating and supervising
185 credit unions. Based on the year-end call reports, Texas-chartered credit unions held
$34.8 billion in assets or approximately 38 percent of total aggregate credit union assets
in Texas.

GOALS AND OUTCOMES

The Credit Union Commission has established four strategic goals to guide the
operations of the Department and to contribute to the achievement of its mission and
performance goals. The Commission’s goals are:

1. toensure a safe and sound state credit union industry;

2. to provide a flexible regulatory framework that enables credit unions to
provide a full competitive array of financial services;

3. to safeguard the interest of credit union members; and

4. to develop a professional and motivated staff that provides quality service
to the citizens of Texas and supports achievement of the Department’s
statutory mission.

The Department works to meet these goals by, among other things, detecting violations and
potential problems or issues in the Texas credit union system and ensuring that the
violations are addressed; crafting rules that strengthen corporate governance and operations;
ensuring credit union members are treated fairly; and making sure that the Department’s
human capital strategies, information technology initiatives, and resources are appropriately
aligned to achieve the Department’s mission, goals, and outcomes.

2 | Page




FY 2017 Annual Operating Plan & Budget

Like other regulatory agencies, the Department has found it challenging to develop measures
that accurately depict the outcomes of the agency’s activities. In many instances, the effects
of the agency’s efforts can only be indirectly assessed. The Department intends to continue
refining its work in this area as it gains more experience in integrating its budget and
performance functions. As part of this effort, the Department will continue to assess
alternatives for measuring outcomes that help the public gauge the Department’s progress in
achieving its mission, as well as assisting staff in meeting their objectives.

Strategic Goal 1: To Ensure a Safe and Sound Credit Union Industry

Strategic Objective 1.1: The Department anticipates, understands, addresses, and
communicates risk to credit unions. The Department seeks to fulfill this objective by:

1. establishing the appropriate regulatory framework;

2. being a prudent steward of Department resources;

3. ensuring risk-based supervision is properly implemented and focused
on material risks to the industry and individual credit unions;

4. identifying emerging risk areas related to industry and individual
credit unions;

5. complying with the examination requirements of 7 TAC Section
97.105;

6. resolving problem credit unions in a timely fashion, effectively, and
when possible, without loss to the share insurance provider; and

7. taking prompt and effective enforcement actions when warranted.

Strategic Objective 1.2: The Department cooperates with other regulatory authorities on
common interests. The Department seeks to fulfill this objective by:

1. working effectively with the NCUA, private share insurance
providers, and other state regulators to identify and address risks and
emerging issues; and

2. implementing and developing new coordination and collaboration
agreements with NCUA, private share insurance providers, and other
applicable state regulators regarding supervisory activities performed
in credit unions and information exchange.

Strategic Objective 1.3: Supervisory methods and analytical tools keep pace with
industry changes and appropriately support the broader mission of the Department. The
Department seeks to fulfill this objective by:

1. utilizing analytical tools and reports to effectively use the data
collected from credit unions to foster informed decision making for
supervisory operations and policy;

2. deploying supervisory technology solutions to enhance data quality
and provide user-friendly examiner access to key credit union and
industry information; and

3 | Page
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FY 2017 Annual Operating Plan & Budget

3. Providing transparency through the Department’s reporting.

Key Performance Measures

» Percentage of credit unions receiving regular examination

e Target for FY 2017: 87.5%

Percentage of applications approved or denied within 60 days

e Target for FY 2017: 100%

Number of state-chartered credit unions

Number of regular examinations performed

Percentage of credit unions with composite CAMEL ratings of 1 or 2
Percentage of assets held in credit unions with CAMEL ratings of 1 or 2

Y

YV VVYVY

Internal Measures

» Number of follow-up contacts made

» Number of enforcement actions issued

> Percentage of credit unions that are “Well Capitalized” as defined by
federal statute

» Percentage of reports mailed to credit unions within 20 days
e Target for FY 2017: 98%

> Percentage of total available work time utilized to conduct both regular
and remedial examination work.

e Target for FY 2017: 65%

Strategic Goal 2: To Provide a Flexible Legal and Regulatory Framework that
Enables Credit Unions to Provide a Competitive Array of Financial Services

Strategic Objective 2.1: Each Commission rule is current, clearly written, and necessary
for an effective supervisory process. The Department seeks to fulfill this objective by:

1. drafting, amending, and implementing rules to fulfill Legislative
directives and to ensure relevance to current conditions:

2. conducting the mandatory rule review in accordance with
Commission’s approved plan; and

3. implementing rulemaking through successful collaboration and
consultation with interested parties.

Strategic Objective 2.2: The Department supports credit union efforts to remain
competitive, consistent with safety and soundness. The Department seeks to fulfill this
objective by:

1. supporting the continued recognition of the attributes of the state
credit union charter through appropriate opinions and rules;

2. developing and modernizing attributes of the credit union charter and
the role and status of the industry;

4 | Page
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FY 2017 Annual Operating Plan & Budget

3. enhancing communication with NCUA and other state regulators to
facilitate better coordination on issues affecting credit unions; and

4. communicating attributes of the state charter within and outside the
Department.

Strategic Objective 2.3: Application procedures are efficient and consistent with safety
and soundness. The Department seeks to fulfill this objective by:

1. providing a standardized application package;

2. establishing policies and procedures that provide clear and
comprehensive guidance;

3. implementing and maintaining processes for prompt screening of
applications; and

4. enhancing existing technology solutions that support effective
application operations.

Key Performance Measures

» Number of applications processed

» Percentage of rule changes provided to credit unions within 60 days after
adoption
e Target FY 2017: 100%

Internal Measures

Number of new rules adopted

Number of rules amended

Number of rules re-adopted without change

Number of applications processed

Number of requests for interpretations/opinions of Act and Rules
Number of contested cases referred to SOAH

Number of Public Information Act requests processed
Number of public forums in which Department participates
Total Assets in state-chartered credit unions

Percentage increase in total aggregate credit union assets
Percentage of interpretations/opinions issued within 30 days
e Target FY 2017: 100%

VVVVVVYVYVYVYY

Strategic Goal 3: Safeguard the Interest of Credit Union Members

Strategic Objective 3.1: All credit union members have reasonable access to credit union

services and are treated fairly and lawfully. The Department seeks to fulfill this objective
by:

1. reinforcing the importance of fair and honest treatment of credit union
members through appropriate supervisory and enforcement action;

5 | Page
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FY 2017 Annual Operating Plan & Budget

2. expanding the agency’s role in resolving and/or mediating member
complaints handled by the Department;

3. strengthening role in addressing member privacy, information
security, and identity theft; and

4. enhancing the Department’s consumer compliance examination

program.

Strategic Objective 3.2: Credit unions are involved in providing financial services in
underserved communities within this State. The Department seeks to fulfill this
objective by:

1. supporting the efforts of credit unions to expand their fields of
membership to included underserved and low income communities;

2. facilitating the process for credit unions to obtain a low-income
designation from NCUA; and

3. participating in financial literacy efforts by the industry and other
agencies.

Key Performance Measure

» Percentage of credit unions providing services to low income or
underserved populations

Internal Measures

» Number of complaints processed
» Percentage of complaints responded to within 30 days

e Target FY 2017: 95%

Strategic Goal 4: Develop a Professional and Motivated Staff that Provides Quality
Service and Supports Achievement of the Department’s Statutory Mission.

Strategic Objective 4.1: The Department maintains a competent, highly motivated, and
diverse workforce in a fair and inclusive work environment. The Department seeks to

fulfill this objective by:

1. maintaining a comprehensive Equal Employment and Workforce
Diversity Plan;

2. executing an aggressive recruiting and comprehensive training
strategy for new entry-level examiners;

3. developing proactive initiatives focused on the retention of employees,
including mentoring, employee feedback, incentives, and recognition
programs;

4. creating a leadership development program to support and enhance
management succession; and
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5. implementing an external hiring strategy to augment specialized skills
to enhance the Department’s supervision of complex credit unions.

Strategic Objective 4.2:  The Department is an efficient, effective, and ethical
organization. The Department seeks to fulfill this objective by:

1. ensuring compliance with laws, rules, and stewardship of its resources
through program evaluations and a quality management framework;

2. ensuring compliance with the rules, policies and procedures for
ethical conduct by its employees;

3. ensuring reliable, secure, modern information technology systems are
in place in support of an environment that meets the Department’s
mission, goals, and objectives; and

4. leveraging technology, with particular focus on information
management initiatives, such as records and knowledge management.

Strategic Objective 4.3: The Department’s resource decisions and operations reflect

sound financial, security, and risk management principles. The Department seeks to
fulfill this objective by:

1. implementing security controls to mitigate risk and to protect
confidential information;

2. improving contingency planning for business continuity, including
information technology recovery, compliance with Homeland Security
requirements, and crisis management strategies; and

3. achieving reliable, accurate and timely financial resources
management information.

Internal Measures

Annual examiner turnover rate
Average regulated assets per examiner (millions)
Annual staff turnover rate
Number of days of formal training attended by staff
Number of contracts awarded to HUB vendors
Percentage of contracts awarded to HUB vendors
Percentage of credit unions indicating quality service annually
e Target FY 2017: 90%
Staffing level
e Target FY 2017: 95%
» Number of jobs fairs attended

e Target FY 2017: 4
» Turnover ratio (excluding retirements)
e Target FY 2017: Less than 15%

YVVVVVYY

Y
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DEPARTMENT BUDGET - FY 2017
REVENUE:
Operating Fees $3,935,3941
Examination Fees
Application Fees
Penalties
Refund/Reimbursement of Expenditures
Other
TOTAL REVENUE $3,935,394
EXPENDITURES:
Personnel Expenses
Salaries and Wages $2,413,819
Payroll Related Costs 762,997
Total Personnel Expenses $3,176,816
Travel Expenses
In State $407,921
Out-of-State 10,000
Commission 11,000
Total Travel Expenses $428,921
Other Operating Expenses
Professional Services/Fees $15,800
Materials and Supplies 36,518
Communications/Utilities 38,320
Repairs/Maintenance 101,247
Rentals and Leases 5,520
Printing and Reproduction 2,855
Other Expenditures 129,397
Total Other Operating Expenses $329,657
TOTAL EXPENDITURES $3,935,394
CONTINGENCY RESERVE | $845,000
FULL-TIME-EQUIVALENT POSITIONS (FTEs) | 205 |
! Any funds in excess of the prescribed Contingency Fund Reserve aggregate limit as of August 31, 2016,
shall be used to reduce the operating fees for Texas credit unions during the fiscal year.
8 | Page
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CUMULATIVE RESOURCES
Fiscal Year 2011 2012 2013 2014 2015 2016
Authorized 245 245 25 25 27.5 28.5
BB
Actual FTE 22.5 235 23.5 24.3 25.0 TBD
Budgeted
Dollars $2,656,716 | $2,814,637 | $2,969,435 | $3,024,386 | $3,503,250 | $3,700,917
Actual
Dollars Spent | $2,520,819 | $2,572,236 | $2,823,222 | $2,984,998 | $3,066,134 TBD

9 | Page




NEW BUSINESS

(b) Next Commission Meeting — The next regular meeting of the
Commission has been tentatively scheduled for November 4, 2016.
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EXECUTIVE SESSION
(closed to public)

G. The Credit Union Commission may go into Executive Session [close
its meeting to the public] on any agenda item if appropriate and authorized
by 551.074 of the Government Code.

Adjournment

174



CREDIT UNION DEPARTMENT

INDUSTRY STATUS

AND

DEPARTMENTAL OPERATION
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AFFIRMATIVE ACTION/EEO QUARTERLY REPORT
3rd Quarter - FISCAL YEAR 2016

During this fiscal year the Department is authorized to have 28.5 Employees.

White Black Hispanic Asian _
Male Female Male Female Male Female Male Female| Total
No. of Employees on 2nd quarter 10 5 1 5 0 3 2 0 26
Resignations (retirees) 1 0 0 0 1] 0 0 0 1
New Hires 1 0 0 0 0 1} 0 0 1
No. of Employees on 3rd quarter 10 5 1 5 0 3 2 0 26
Resignations (retirees) 0 0 0 0 0 0 0 0 0
New Hires — 1 0 0 0 1} 1 0 0 2
Grand Total of Employees 11 5 1 _3 1] 4 2 9 28
[Promotions - 3rd Quarter — —— — 1 — — 1
Percent Male 50.00%
Percent Female 50.00%
Salary Breakdown
Average
2nd quarter 3rd quarter Tenure

Average of Salaries $ 71,107 $ 74,339 117.9 months
Average Salaries - White $ 81,756 $ 82,796 119.2 months

Male 11 $ 91,934 $ 92,522 137.6 months

Female 5 % 61400 $ 61,400 78.8 months
Average Salaries - Black $ 68,081 $ 68,081 128.0 months

Male 1 $ 67,000 $ 67,000 25.8 months

Female 5 % 68297 $ 68,297 148.5 months
Average Salaries - Hispanic $ 50,332 $ 52,666 139.7 months

Male 0% - $ - 0.0 months

Female 4 $ 50,332 $ 52,666 139.7 months
Average Salaries - Asian $ 67,029 $ 68,800 101.4  months

Male 2 $ 67,028 $ 68,800 101.4  months
Female 03 - $ - 0.0 months
28

Exmr. Experience - 3rd quarter
Less than 1 year 6 Average Salary $ 46,667
1 - 2years 5 Average Salary $ 53,808
2 - S5years 0 Average Salary -
5 - 10years 1 Average Salary $ 82,797
Over 10 years 6 Average Salary $ 96,603
Total 18 Average Salary $ 72,488
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Credit Union Department

Executive Summary
As 0f 02/29/16

“Information from call report cycle

YTD YTD 2016 FISCAL YEAR
ACTIVITY 2014 2015 | 1st Qtr | 2nd Qtr | 3rd Qtr | 4th Qtr | YTD

MOVEMENT PROFILE
Number of CUs 188 185 186 184
Total Assets (Millions) *31,715 | *#33,540 | *34,203 | *34,852

: APPLICATIONS (Received)
Charters 0 0 0 0 0
Foreign Branches 0 0 0 0 0
Conversions 0 2 I 1 2
Mergers 3 9 1 | 2
Bylaws 64 60 23 . 28
Articles of Incorporation 5 2 0 | 1
Total 72 73 25 8 0 0 33
EXAMINATION ACTIVITIES
Regular 68 81 20 28 48
Joint 95 75 20 8 28
Remedial 44 35 11 6 17
Total 207 191 51 42 0 0 93
ENFORCEMENT ACTIONS (In Force)

Determination Letters 5 5 5 3
LUAs 2 0 0 0
Cease & Desist Orders 0 2 3 2
Dividend Restrictions 0 0 0 0
Conservatorships 1 | 1 1
Liquidations 1 2 2 2
Total 9 10 11 8 0 0

PERSONNEL STAFFING
Field Examiners 17 14 18 17
Total Personnel 26 24 28 26

FINANCIAL OPERATIONS (In Thousands)
Budgeted Expenditures 3,024 3,325 863 866 0 0 1,729
Actual Expenditures 3,009 3,066 805 844 0 0 1,649
Gifts and Bequests n/a n/a n/a n/a n/a n/a n/a
Actual Revenue 2,851 3,452 1,975 ] 0 0 1,976
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Credit Union Department
Application Activities - Detail

4th Qtr | 4th Qtr 2016 FISCAL YEAR
ACTIVITY 2014 2015 | 1st Qtr | 2nd Qtr | 3rd Qtr | 4th Qtr |
CHARTERS
Pending at Beginning of Period 0 0 0 0
Add: New Applications Filed 0 0 0 0
Less: Approved 0 0 0 0
Denied/Withdrawn 0 0 0 0
Pending at End of Period 0 0 0 0 HHHBHHRH | HEHH R
FOREIGN BRANCH OFFICES
Pending at Beginning of Period 0 0 0 0
Add: New Applications Filed 0 0 0 0
Less: Approved 0 0 0 0
Denied/Withdrawn 0 0 0 0
Pending at End of Period 0 0 0 0 HAG SRS | B Y
CONVERSIONS
Pending at Beginning of Period 0 1 0 1
Add: Applications Filed 0 0 1 1
Less: Approved 0 1 0 1
Denied/Withdrawn 0 0 0 0
Pending at End of Period 0 0 1 1 HERHHH | #HEHHEH T
= MERGERS .
Pending at Beginning of Period 2 3 2 2
Add: Applications Filed 1 1 1 1
Less: Approved 2 2 0
Denied/Withdrawn 1 0 1 0
Pending at End of Period 0 2 2 3 HiHH R | i
BYLAWS
Pending at Beginning of Period 1 -4 10 11
Add: Applications Filed 15 17 23 5
Less: Approved 11 11 21 11
Denied/Withdrawn 0 0 1 0
Pending at End of Period 5 10 11 5 R | HH SR
ARTICLES OF INCORPORATION
Pending at Beginning of Period 0 1 0 0
Add: Applications Filed 1 0 0 0
Less: Approved 1 1 0 0
Denied/Withdrawn 0 0 0 0
Pending at End of Period 0 0 0 0 HH#HHAH |

Page 2

178




Credit Union Department
Movement Profile - Condition Summary

CAMEL | 4th Qtr | 4th Qtr 2016 FISCAL YEAR
RATING 2014 2015 Ist Qtr | 2nd Qtr 3rd Qtr | 4th Qtr
1 26 27 29 29
2 133 126 125 126
3 28 28 28 26
4 I 4 3
5 0 0 0 0
Total 188 185 186 184 #VALUE! [#VALUE!

Texas Credit Union Department
Enforcement Actions - Detail

In Force Activity | In Force Activity | In Force
TYPE OF ACTION | 8/31/2014 | Issued |Terminated| 8/31/2015 | Issued [Terminated 2/29/2016

Determination Letters 5 5 S 5 0 2 3
LUAs 2 0 v 0 0 0 0
Cease & Desist Orders 0 3 1 ) 0 0 2
Dividend Restrictions 0 0 0 0 0 0 0
Conservatorships | 0 0 | 0 0 1
Liquidations | 1 0 2 0 0 2
Total 9 9 8 10 0 2 8

Texas Credit Union Department

Examination Activities
Analysis of Current Year
Budgeted | Actual %o Yo % Mailed
TYPE OF EXAM Number |[Number| Budget of Total Within 20 Days
Regular 44 28 64% 26% 28%
Joint 42 8 19% 15% 8%
Remedial 20 6 30% 9% 6%
Total 106 42 40% 20% 100%
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Credit Union Department

Movement Profile - Consumer Complaints

CONSUMER YTD YTD 2016 FISCAL YEAR
COMPLAINTS 2014 2015 | 1stQtr | 2nd Qtr | 3rd Qtr | 4th Qtr | YTD
Received 224 264 46 76 122
Closed 230 253 55 71 126
Avg. Days to Process 14 13 14 15 29
% Resolved in 30 Days 98% 98% 100% 98.6% 199%

Texas Credit Union Department
Consumer Complaint - Detail

TYPES OF YTD YTD 2016 FISCAL YEAR
COMPLAINTS 2014 | 2015 | 1stQtr | 2nd Qtr | 3rd Qtr | 4th Qtr | YTD
' ~ LOAN ISSUES '
Collections/Loans 12 21 7 12
Procedure Irregularity 34 21 2 8 10
Denial 0 0 0
Cross Collateralization 3
Credit Report Issues 21 16 7 5 12
Collateral Protection Insurance 5 8 1 1
ACCOUNT ISSUES
NSF/Overdraft 0 0 0
Electronic Funds Transfer 7 15 1 1 2
Holds on Checks 1 6 3 3
Posting Order 7 3 1 1
Fraud/Unauthorized 15 22 4 9 13
Fees 29 33 5 5 10
Billing Disputes 5 5 2 ] 3
Other 21 20 3 13 16
OTHER PRODUCTS/SERVICES
Account/Loan Balance 35 26 4 8 12
Account Closed/Frozen 8 18 3 fi 10
Customer Service 22 32 13 3 16
Deceptive Advertisment 3 1 1
Vehicle Title B 2 1 1
Website Issues 1 1 0
TOTAL 230 253 55 71 0 0 126
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Credit Union Department
Merger/Conversion Finalized

YTD YTD 2016 FISCAL YEAR
ACTIVITY 2014 2015 1stQtr | 2ndQtr | 3rdQtr | 4thQtr | YTD
MERGERS
Number:
State-to-State 1 2 1 1
Federal-to-State 5 3 0
State-to-Federal 2 0 0
Total 8 5 0 1 0 0 1
Assets:
State-to-State 20,338,698 49,143,057 - 204,775,607
Federal-to-State 99,044,519 20,820,734 - - -
State-to-Federal 5,839,695 - - - -
Total 125,222,912 69,963,791 - 204,775,607 - - -
CONVERSIONS
Number:
Federal-to-State 1 1 1 1
State-to-Federal 1
State-to-Mutual Bank
Assets:
Federal-to-State 44.814,185 331,371,403 68,778,296 93,031,662 - 161,809,958
State-to-Federal -
State-to-Mutual Bank
Total 44,814,185 331,371,403 68,778,296 93,031,662 - - 161,809,958
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Credit Union Department

Quarter Assessment of HUB Related Activities

February 29, 2016
QTR YTD

PROCUREMENT CATEGORY GOAL PERFORMANCE PERFORMANCE
Heavy Constructlon 11.2% * *
Building Construction 21.1% * *
Special Trade Construction 32.9% 0% 0%
Professional Services 23.7% 0% 0%
Other Services 26.0% 83% 76%
Commodities 21.1% 42% 48%

* This goal is generally not applicable to the Department
e o R el - TG Bxpenditire Dk bgthisiQuarters: =
AFRICAN ASIAN HISPANIC NATIVE
PROCUREMENT CATEGORY AMERICAN AMERICAN

Heavy Constructlon

AMERICAN

AMERICAN

NON-MINORITY

Building Construction

Special Trade Construction

Professional Services

Heavy Constructlon

Other Services 36,800 192 6,623 8,840 43,615
Commodities 78 2,500 572 4,395 3,150
Total $78 $39,300 192 0 $7,194 $13,235 $46,764
SR B Ver Qm ineiandNew) wf o) us rter. e
AFRICAN AS[AN HISPANIC NATIVE NON—MINORITY
AMERICAN AMERICAN AMERICAN

Building Construction

Special Trade Construction

Professional Services

Other Services

Commodities
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Heavy Construction

~AFRICAN

Credit Union Department

Year to Date Assessment of HUB Related Activities

AM ERICAN

I

February 29, 2016

HISPANIC
AMERICAN

“NATIVE
AMERICAN
P ot 4 ¥

rd:
ol
2|
i
Z
ol
z
2

Building Construction

Special Trade Construction

Professional Services

Other Services 3,051 48,800 192 13,245 20,416 65,288
Commodities 247 2,963 5,416 9,386 8,626
Total $3,298 $51,763 192 0 $18,661 $29,802 $73,914

Heavy Construction

AFRICAN |
AMERICAN

HISPANIC
AMERICAN

— NATIVE

AMERICAN

NON-MINORITY |

WOMAN

Building Construction

Special Trade Construction

Professional Services

Other Services

[ S

21

Commodities

17
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Total Visits:

Most Requested Pages:

Most Downloaded Files:

Credit Union Department
Web Site Statistics
Report Range: 12/01/15 thru 02/29/16

Number of Visits

Visitors

Page Views

Number of Repeat Visitors
Average Pages per Visit
Average Visit Duration

Home Page

Employment

Job Postings

Texas Rules for Credit Unions
Contact Us

No statistics available at this time

Number

6,481
3,555
17,840
3,279
2.75
3:46

6,088
1,065
982
738
391
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Stakeholder Input

In accordance with Section 2114.002 of the Texas Government Code, the
Department solicits input regarding certain activities performed by the agency
through three separate post surveys. The goal of these surveys is to help target
areas for improvement, as well as to identify what parts of the existing processes
are working well.

A credit union or a complainant is sent an invitation by email to participate in an
online survey after the completion of an examination, a decision on an
application, or the formal closing of a complaint. Completed surveys are
tabulated and the current fiscal year results are provided in the following tables.
This methodology of data collection does not follow random sampling guidelines;
rather it allows 100% of credit unions and complainants the opportunity to
provide feedback. The Department does not require a deadline for a response
and the name of the respondent is anonymous unless the respondent provides
contact information. The most recent survey period covers September 2015 to
May 2016. '
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Monthly Survey Results
Examinations

January, 2016 thru May, 2016

Reflects summary responses from 16 surveys received or ___ 4 % of the 40 surveys mailed
Q 1. The lead-time was sufficient to gather the information

requested prior to the on-site examination. 14 1

Q 2. The pre-examination requests were reasonable in scope. 13 1 2

Q 3. Materials requested in the pre-examination were used

during the examination. 12 1 1 1
Q 4. The pre-examination request made the examination run

more efficiently. 14 3 1

Q 5. The examiners were knowledgeable about your credit union. 10 3 1 1
Q 6. The examiners demonstrated a thorough understanding of

safety and soundness issues. 12 1 s b a |
Q 7. The examiners were responsive to your questions and

concerns. 13 1 1

Q 8. The examiners communicated effectively with the credit

union throughout the examination. 14 i

Q. 9. The examiners treated you professionally. 15 1

Q 10. The examiners explained the CAMEL Ratings in sufficient

detail. 14 1 1

Q 11. All major findings of the examination were discussed with

you prior to the examiners leaving your credit union. 14 1

Q 12. Management was given the opportunity to react to the

examination findings. 13 1 1

Q 13. The examination was completed within a reasonable

timeframe. 13 af 2

Q 14. The report accurately reflected the examination findings as

conveyed to you during the examination. 11 3

Q 15. The report was easy to understand. 12 2

Q 16. The report accurately portrayed your credit union’s

practices and condition. 10 3

Q 17. The transmittal letter and other written communications

concerning the examination report was clear and concise. 13 1

Q 18. The report contained useful recommendations for

improving safety and soundness practices. 7 4 3
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Examinations (Continued)

Q 19. The examination findings will assist you in enhancing your

safety and soundness practices. 9 2 2 1 1 1

Q 20. The examination was conducted in a fair and objective

manner. 13 1 p L ‘
Applications

Reflects summary responses from surveys received or 15 % of the surveys mailed

Q 1. Department staff provided timely and accurate
feedback/answers. 1 1
Q 2. Department staff communicated with me in a courteous and
professional manner. 2
Q 3. The application process was efficient. 1 1
Q 4. The Department’s requests for information were reasonable. 1 1
Q 5. The Department’s website was helpful in completing my
application. 2
Complaints
Reflects summary responses from 9 surveys received or ___ 12 % of the 75 surveys mailed

Q 1. It was relatively easy to file a complaint with the

Department. 3 4 1 1
Q 2. Department staff communicated with me in a courteous and

professional manner. 5 3 1
Q 3. | believe Department staff understood the basis of my

complaint. 1 3 3 2
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Q 4. The response provided by the Department addressed the
important aspects of my complaint.

Complaints (Continued)

Q 5. The explanation give was fair considering applicable laws.

Q 6. The Department website was helpful in the complaint
process.

3 2
2 2
3 1
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