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AGENDA
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Meetings, along with a copy of the meeting materials. A recording of the meeting will be available after September 30,
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CALL TO ORDER

TEXAS CREDIT UNION COMMISSION MEMBERS

Jim Minge, Chair
Elizabeth L. “Liz” Bayless
David Bleazard

Karyn C. Brownlee
Beckie Stockstill Cobb
Yusuf E. Farran

Sherri B. Merket

David F. Shurtz

Kay Rankin Swan

Legal Counsel

Staff

Nancy S. Elmilady

Robert W. Etheridge
Joel R. Arevalo
Isabel Velasquez



FUTURE CREDIT UNION
COMMISSION MEETING DATES

Friday, November 4, 2022
Friday, March 10, 2023

Friday, June 2, 2023

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 June 10, 2022 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 June 10, 2022 be approved as presented.



CREDIT UNION COMMISSION MEETING MINUTES
Credit Union Department Building
914 East Anderson Lane, Austin, Texas
June 10, 2022

A. CALL TO ORDER -- Chair Jim Minge called the meeting to order at 9:01
a.m. in the conference room of the Credit Union Department Building, Austin,
Texas, pursuant to Chapter 551 of the Government Code, and declared that a quorum
was present. Other members present included, Liz Bayless, David Bleazard, Karyn
Brownlee, Beckie Stockstill Cobb, Sherri Merket, David Shurtz and Kay Swan. The
Chair introduced general counsel Nancy Elmilady, who will serve as legal counsel
for the commission at this meeting. Representing the Departmenutﬂéiéff were John J.
Kolhoff, Commissioner, Robert Etheridge, Deputy Corﬁi;;issioner, and Joel Arevalo,
Director of Information and Technology. Chair Minge appointed Isabel Velasquez
as Recording Secretary. The Chaif inquired and the Commissioner confirmed that
the notice of the meeting was propeﬁﬁr 'postéiiz.with the Sécretary of State (June 1,
2022 TRD#2022003233). Al

< RECEIVE REQUESTS AND MOTIQ_NS FOR EXCUSED ABSENCES --
Chair Mmge -inquiréa 1f there Were---any-r'equests or motions to excuse an absence.
Mrs. Cobb hmovéd’ 'to excuse commission member Yusuf Farran from the
Commission meeting;zpn June 10, 2022. Ms. Merket seconded the motion, and

the motion was unanifkmusly adopted.

< GENERAL PUBLIC COMMENT -- Chair Minge invited public input on
matters that were not scheduled items on the agenda for possible future

consideration by the Commission. No public comments were received.

B. MINUTES OF PREVIOUS MEETINGS (March 11, 2022 and May 27,
2022) -- The Chair referred the members to the draft minutes of the two previous

meetings included in the agenda packet and asked for any proposed edits. Hearing



none, the chair asked for a motion to approve the minutes. Mr. Bleazard moved for
approval of the minutes of March 11, 2022 and May 27, 2022 as presented. Mrs.

Bayless seconded the motion, and the Commission carried the motion unanimously.

C. DEPARTMENT’S FY 2022 BUDGET AND FINANCIAL
PERFORMANCE - Commissioner Kolhoff reported that in 2020 the Commission
adopted a strategic plan for Fiscal Years 2021-2025. The $4.8 million FY 2022
budget approved by the Commission in June 2021 includes the maintenance and
operating and capital improvement budget in support-of the Strategic Plan. At the
end of the eight months, total expenditures were $2.476 miIlioﬁigr approximately
22% less than budgeted projections of $3.164 million. Almost alihnes performed
below budgeted levels apart from other exﬁét_}ditureé;‘fq{ EX 2022; Mr. Kolhoff
further reported that the expenditures relate prifnériljf to péyment of services at the
beginning of the year such as insurance costs, stafé services such as SWCAP,
SORM, and TFC costs. Mr. Kolhof%reported that the ﬁhspent funds from the FY
2022 budget predominately represent travel related savings as a result of the

pandemic’s impact and personnel savings due to vacancies.
Aftera brief discussion, the 'GOmmjssion took no action.

D. © DERARTMENT’S OPERATING PLAN AND BUDGET FOR FISCAL

YEAR 202‘3‘%&,Commis;iéner Kolhoff explained that consistent with the Budget
Assumptions éﬁproved by the Commission, the following pages detail a proposed
budget for FY 2023 of $5,057,455 which represents a 3.32% increase from the FY
2022 budget. The proposed budget includes strategic initiative funding for the costs
related to establishing an internal audit function ($62,000); compensation program
performance and equity-based amendments ($129,761); additional examiner
positions ($264,578); and a legal support budget ($20,000). The budget also
includes capital improvement funding of $25,000, to repair the Department’s roof

and $30,000 to maintain our internal network infrastructure.
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After a short discussion, Mr. Shurtz moved that the Commission adopt the
proposed FY 2023 Operating Plan and Budget, with a total of budget of $5,057,455
and 33 FTEs. Mrs. Swan seconded the motion and the commission carried the

motion unanimously.

E. STATE CREDIT UNION SYSTEM - Deputy Commissioner Etheridge
briefly indicated the Texas economy continues to perform Wel.l and the economic
outlook is optimistic, even as inflationary pressures increase in Texas and throughout
the country. The unemployment rate for Texas decline& to 4.3% z{igfgpnth—end March
2022, down from 5.0% percent at year—enduZiO21 and. 6.9% fromw;;oﬁe year ago. In
addition, the unemployment rates for three of the fouréili%fetropolitan areas in Texas
remains below the national average of 3.6 percenf.

Overall, the aggregate ﬁnanciaf peffdﬁﬁéhce-of Texas chartered credit unions
was strong during the first quarter of 2022." Capital stféngth for the Texas industry
was sound, with eai‘hings ﬁrid asset quality. performance ratios reaching their best
levels over the last se?én_years fgr the second consecutive quarter. The strong
financial performance cdﬁtin'ues to indicate Texas charters remains safe and sound.
While there has been a slight dilution of capital ratios over the last several years tied
to stimulus deposits and ﬂlght to Sar;t.fety, it is anticipated that deposit and asset growth
will be controIIed during FY 2022 resulting in a strengthening of net worth positions
for Texas charters. While the outlook for the Texas industry appears positive, it will
remain imperative for credit unions to adapt to the ever-changing economic trends,
and political implications to safeguard the financial interests of millions of Texans.

After a brief discussion of some of the key financial trends, no formal action

was taken by the Commission.

F. RULEMAKING REVIEW
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(1) Adoption of the Rule Review of 7 TAC, Part 6, Chapter 95,
Subchapters A (Insurance Requirements); B (Liquidating Agents); C
(Guaranty Credit Unions); D (Disclosure for Non-federally Insured Credit
Unions) and Re-adoption of Rules. Commissioner Kolhoff reported that Section
2001.039, 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. At its ngruary 2020 meeting,
the Commission approved a plan which establishes a date fiorm ;he required review
for each of the affected rules. In accordance with that plan, staff has reviewed 7
TAC, Part 6, Chapter 95, Subchapters A (Insurance Iiéquirem(éi;i@;l B (Liquidating
Agents); C (Guaranty Credit Unions); and D (Disclosg;e for Non;féderal_ly Insured
Credit Unions) and is recommending no cl-fémges‘ be’f'ﬁﬁiade. No comments were
received regarding the review. &

After a short discussion, Ms. Me_rké ;i‘lgﬁedth_at thé"z‘.Commission find that the
reasons for adopting. 7 TAC, Part 6,'Cha;pter 95, Subchapters A (Insurance
Requirements); B (Liqui;iating Agents)} C (Guaranty Credit Unions); and D
(Disclosure for Non-federally Insured Credit Unions) continue to exist and that
the Commission readopt these ruigé. Mrs. Brownlee seconded the motion, and the

commission carried the motion unanimously.

(2) 'A“\d__option of Proposed Amendments to 7 TAC, Part 6, Chapter 91,
Section 91.720 ‘~(Small:Dollar, Short-Term Credit). Commissioner Kolhoff
noted that the purpOSe of the proposed amendments is to adjust for inflation the
maximum lending limit related to these loan products and to foster competitive
authority to similar products allowed federal credit unions. The proposed
amendments to paragraph (b) increases the defined maximum for small-dollar,

short-term credit loans to $2,000 and extended maximum maturity to 12 months.

11



After a brief discussion, Mrs. Cobb moved that the Commission adopt the
proposed amendments to rule 7 TAC Section 91.720 without changes to the
proposed text as published in the Texas Register. Mrs. Bayless seconded the

motion, and the commission carried the motion unanimously.

(3) Adoption of Proposed Amendments to 7 TAC, Part 8, Chapter 153
(Home Equity Lending). Commissioner Kolhoff reported that the interpretations
are administered by the Joint Financial Regulatory Agen01es c0n51st1ng of the Texas
Department of Banking, Department of Savings and Mortgage Lendmg, Office of
Consumer Credit Commissioner, and Texas Credit Union Department The
purposes of the proposed rule changes to, 7 TAC Chapter 153 are to amend the

definition of “business day” and to make techmcal corfections.

After a short discussion, Mrs Brownlee moved that the Commission approve
for adoption of the amendments to 7 TAC Part 8, Chapter 153 concerning Home
Equity Lending. Mr. Shurtz seconded the motlon, and the Commission carried the

motion unanimously.

4)« Amendmentsto 7TAC, i’art 6, Chapter 91, Section 91.515
(Financial Reportini.g). Comimissioner Kolhoff reported that the proposed
amendments are to align state and federal regulatory requirements relating to small
institutions irﬁplementation of Generally Accepted Accounting Principles (GAAP).
The National Credit Union Administration’s 12 CFR Part 702 enables institutions
of $10 million in assets or less to determine their charges for loan losses outside
(GAAP), by not requiring implementation of Current Expected Credit Loss
(CECL). This amendment would raise the current threshold for small Texas
chartered credit unions to utilize an accounting methodology outside of (GAAP)

from the current maximum asset size of $5million to $10 million.
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Chair Minge opened the floor for comments or questions from the public on

the proposed amendments.

» Nathan Behncke -- Associated Regulatory Council, Cornerstone Credit
Union League. Mr. Behncke agreed with Commissioner Kolhoff’s
comments that sometimes these very extensive accounting methods may not
be appropriate for smaller credit unions but appreciates and supports the
proposal and will give state-chartered credit unionﬁéupar'ify to federal credit

unions.

After a short discussion, Mr. Bleazard moved that the Commission approve
for publication and comment in the Tt exas Register thef‘proposed amendments to 7
TAC Section 91.515. Mrs. Cobb seconded the motion, and the Commission carried

the motion unanimously.

(5) Amendmentsto7 TAC, Part6, Chapter 91, Section 91.901 (Reserve
Requirements). .Commissioner Kolhoff expressed the purpose of the proposed

amendments is to amend the states reserve requirements relative to institutions

whose net worth falls pelow7% tdﬁalign*vi}'ith requirements recently amended by the
National Credit Union VA‘dministration and found in NCUA Rules and Regulations
12 CFR Part.702.106. The amendments would require such institutions to increase
“net worth” instead of the éurrent “net worth reserves” and simplify the calculation
of the amount of rgquired earning retention by providing only a quarterly
measurement regardless of the period the credit union pays dividends. The proposed
changes would ensure state requirements would simplify the interaction of federal

and state law relative to credit unions needing to comply with this provision.

After a brief discussion, Mrs. Bayless moved that the Commission approve

for publication and comment in the Texas Register the proposed amendments to 7
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TAC Section 91.901. Ms. Merket seconded the motion, and the Commission

carried the motion unanimously.

(6) Proposed New Rule 7 TAC, Part 6, Chapter 97, Section 97.208
(Vendor Protests). Commissioner Kolhoff reported the purpose of the proposed
rule is to set forth the Department’s procedures for resolving vendor protests relating
to purchases as required by Texas Government Code Section2155.076, adoption of
the procurement rules of the Texas Comptroller of Public accounts pursuant to Texas
Government Code Section 2156.005(d) and the negotié%oﬁ:'éhd mediation of a claim
for breach of contract as required by Texas Government Code Section 2260.052(c).
Furthermore, the Commission proposes thisnew rule to replace any formal or
informal policies or procedures governingk thé“f“é’;éolu_t‘igi;ﬁ of contract disputes and to
carry out the requirements of Texas Government Code Sections 2155.076 and

2156.005(d), and Texas Government Qg.de Chapter 2260.

After a short diseussion, Mrs. Browilee moved that the Commission approve
for publication andcommentm the Texas Register the proposed new rule 7 TAC
Section 97.208. Mr. Shurtz seconded the motion, and the Commission carried the
motion unanimously.

G. LI—TIGATION UPDATE REGARDING PENDING LITIGATION.

General Counsel Elmilady gave an update to the Commission. No pleadings or

public filings hafé-@gcurred since the last meeting; except for a change of attorney.
This attorney has been assigned from the Attorney General’s Office to represent us

and her name is Alyssa Lawson.
After a brief discussion, the Commission took no action.

H. COMMISSIONER RESIGNATION STATUS. Commissioner Kolhoff

reported that it was a huge decision to make but he has decided to tenure his
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resignation effective July 15, 2022 although he is excited to explore other career
opportunities. He expressed his heart felt thank you to the staff, industry and the
Commission for providing support throughout his tenure as Commissioner.

Chair Minge stated that the Commission would be entering into Executive Session
as provided under Section 551.074 and 551.071 of the Government Code for the
purpose to deliberate on personnel matters and for consultation and advice of counsel
for legal matters subject to attorney-client privilege. The:Commission entered

Executive Session at 10:02 a.m.

At 10:47 a.m., the Commission returned to. open session. Chair Minge
inquired if there were any members and who wished to bring forth any motion
related to the commission’s discussion in executlve séssion? Any comments from
the public? Hearing none, Mrs. quynlee moved‘ th;t Deputy Commissioner Robert
Etheridge assume the position of in%éﬁ@,pqpmissioner-f;ffective July 16, 2022 with
a salary of 10% over his current sala.ry.; MVr'sA,-;ngyless sc_oéhded the motion, and the
Commission carried the motion unanimously. Fopthe record, a stipulation was
made that it ends.when Mr. Etheridge is no longer interim, and this is stated in our
policy as well. The‘;bomm@sxsi_gil congratufated Mr. Etheridge and appreciated his

Willingne'ss-té'“serve trerheridousiy.

Mrs Brownlee moved th}at $50,000 be allotted for the budget for the
commissionefsuccessioﬁ search process. Ms. Merket seconded the motion, and the

Commission carried thé motion unanimously.

L. COMMISSION POLICY, RESPONSIBILITIES,
COMMUNICATIONS AMONGST COMMISSION MEMBERS,
COMMISSIONER AND GENERAL COUNSEL. Chair Minge announced that
this item would be tabled.
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J.  RESOLUTION OF APPRECIATION FOR OUTGOING
COMMISSION MEMBER STEVE GILMAN. Commissioner Kolhoff indicated
that it is the practice of the Commission to adopt a resolution of appreciation to
recognize the service of Commission members upon the completion of their terms

of office.

After a brief discussion, Mr. Bleazard moved to approve the Resolution of
Appreciation for Outgoing Commission Member Steve Gilman, as presented, and
directed that a copy of the appropriate resolution be given to the former member as
a token of the Commission’s appreciation. Mr. Shurtz seconded the motion and the

Commission carried the motion unanimously.

K. DESIGNATION OF A VICE CHAIR AND APPOINTMENTS TO THE
COMMISSION’S TWO STANDING COMMITTEES (Rules and Audit) and
COMMITTEE POLICY REVIEW. Chair Minge noted that as stipulated in
Commission Policy, the Chair was reappointing Sherri Merket as Vice Chair of the
Commission. Mr. Minge also designated members to serve on the two standing
committees and a select policy manual review committee and noted that the minutes

should reflect the following appointments:

+ Rules Committee

David Shurtz, Chair
Liz Bayless
Beckie Stockstill Cobb

+ Audit Committee

Kay Swan, Chair
Liz Bayless
David Bleazard

% Policy Manual Review Committee
16



David Bleazard, Chair
Karyn Brownlee
David Shurtz

After a short discussion, the Commission took no action.

L. OFFER OF PURCHASE FOR CREDIT UNION DEPARTMENT
BUILDING LOCATED AT 914 EAST ANDERSON LANE, TEXAS 78752-
1699. Commissioner Kolhoff reported that a realtor has approached the Department
and provided a purchase offer on the Department’s building.

Chair Minge stated that the Commission would be enteril;g into Executive
Session as provided under Section 551. O7£fofﬂtwhe-1purpeées of deliberation regarding
the purchase, exchange, lease or value of real estate property and potential
negotiations with a third party. The Cormmssmn entered Executlve Session at 10:52
a.m. X |

At 11:23 a.m.,.the Commissiorvl‘retﬁfned tc_._:f;.-opnen session. Chair Minge
inquired if there ._.u.weie anyk“me_mbers and ‘who wished to bring forth any motion
related to the commieéipn’s ,diéfpugsion in executive session? Any comments from
the public? Hearing nqne, Mr. S.heftz moved that we decline the realtor’s purchase
offer.of our building. Mrs. Cobb seconded the motion, and the Commission carried

the motfbn”ﬁ.lnanimously._g':
M. FUTURE COMMISSION MEETINGS: AGENDA ITEMS,
ARRANGEMENTS, AND DATES. Chair Minge reminded everyone that the next

regular meeting of the Commission has been tentatively scheduled for September

16, 2022 at 9:00 a.m., in Austin.

Chair Minge opened the floor to the public for discussion.
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e Melodie Durst, Executive Director, Credit Union Coalition of
Texas. Mrs. Durst briefly explained that since this was likely the last
opportunity that she would have a chance to publicly say thank
Commissioner Kolhoff for the last three and half years. Furthermore,
she appreciated Kolhoff’s openness to discuss issues impacting the
industry and appreciated his professionalism. She wished

Commissioner Kolhoff all the best in his next endeavors.

e Nathan Behncke -- Associated Regulatory Council, Cornerstone
Credit Union League. Mr. Behncke concurred with Mrs. Durst’s
comments and thanked Commissioner Kolhoff for his servme here in
Texas. The League appreciates "é’ITt’chat lizéhas done for-.'fhe Industry.
Mr. Kolhoff has been very easy to work with and a good advocate for

credit unions so they are sorry to see him go. -

Commissioner Kolhoff responded that it has been a very hard decision to
make and really apprcc-lated;:-the opportumty the Commission has given him these
three and half years. The Department was 'strong prior to his arrival thanks to former
Commlssmner Feeney, but the‘w]_.)epartment has continued to build to take the

Department and Ihdustry mto the future.” He insisted that he is confident that it will

contmue to go there under the Commlsswn s leadership.

Chair Minge thanked the Commissioner and truly appreciated what he has

done to help Texaié"‘_ehz“iﬁ‘érs.
M. Future Commission Meetings: Agenda Items, Arrangements, and Dates.

Chair Minge reminded everyone that the next regular meeting of the Commission

has been tentatively scheduled for September 16, 2022 at 9:00 a.m., in Austin.
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ADJOURNMENT - There being no further business for the Credit Union

Commission, Chair Minge adjourned the meeting at 11:28 a.m.

Jim Minge Isabel Velasquez
Chairman Recording Se

Distribution:

Legislative Reference Library
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FOLLOW-UP ACTION REPORT

CREDIT UNION COMMISSION MEETINGS

MINUTES DATE AND
REFERENCE/TOPIC

FOLLOW-UP
ACTION REQUIRED

STATUS
(As of 09-08-2022)

June 10, 2022

7 TAC, Part 6, Chapter 95
Subchapter A, B, C, and D
Share and Depositor Insurance
Protection

7 TAC Section 91.720
Small-Dollar, Short-Term Credit

Chapter 153, Part 8
The Home Equity Lending
153.1

7 TAC, Part 6, Chapter 91
Subchapter E, Section 91.515
Financial Reporting

7 TAC, Part 6, Chapter 91
Subchapter I, Section 91.901
Reserve Requirements

7 TAC, Part 6, Chapter 97
Subchapter C, Section 97.208
Vendor Protests (New Rule)

Published in Texas Register as readopted
rules.

Published in Texas Register as adopted
rule.

Published in Texas Register as adopted
rule.

Published in Texas Register with a 31 day
comment period.

Published in Texas Register with a 31 day
comment period.

Published in Texas Register with a 31 day
comment period.
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Published in Texas Register on
06/24/2022.

Published in Texas Register on
06/24/2022.

Published in Texas Register on
07/08/2022.

Published in Texas Register on
06/24/2022.

Published in Texas Register on
06/24/2022.

Published in Texas Register on
06/24/2022.






DEPARTMENT’S FY 2022 BUDGET FINANCIAL PERFORMANCE

C. Discussion and Consideration of the Department’s FY 2022
Budget and Financial Performance.

BACKGROUND: In 2022 the Commission adopted a strategic plan for
Fiscal Years 2023-2027. The $4.8 million* FY 2022 Budget approved by
the Commission in June 2021 includes the maintenance and operating
budget and capital improvement budget in support of the Strategic Plan.

The following report highlights the Department’s BY 2022 financial results
for the fiscal year 2022. At the end of August 2022, total expenditures were
$961,327 or approximately 20% less than budgeted projections. Aggregate
expenses for each major expenditure category ended the year below budget,
with only two sub-categories ending the year above budget estimates. In
those two sub-categories, the largest over budget variances were a result of
higher than anticipated costs related to state services (SWCAP), and costs
related to temporary staffing utilized for the Legal Assistant position.

The significant cost savings realized for FY 2022 was due primarily to travel
related savings as a result of a reduction of on-site examination work,
personnel savings due to vacancies, and the budgeted roof replacement
which did not occur due to an assessment indicating only repairs were
necessary.

*Net of an annual reserve allocation of 351,250 approved by the
commission in 2020.

RECOMMENDED ACTION: No action is anticipated.
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Credit Union Department
BY 2022 Budget Analysis
For the Period Ended 08/31/22

BY 2022 YTD | BY 2022 YTD Budget Percent of YTD
BY 2022 Budget Budgeted Actual Variance Budget
REVENUES:
Operating Income
Operating Fees $4,894,832 $4,894,832 $4,333,045 ($561,786) 89%
Out-of-State Branch Fees $0 $0 $9,500 $9,500 100%
Examination Fees $0 $0 $0 $0
Application Fees $0 $0 $500 $500
Penalties $0 $0 $18,977 $18,977
Other ($51,250) ($51,250) ($51,250) $0
Operating Income Subtotal $4,843,582 $4,843,582 $4,310,772 ($532,809) 89%
Interest Income (Operating Acct) $0 $0 $9,819 $9,819
Interest Income (Contingency Acct) $0 $0 $4,778 $4,778
TOTAL REVENUES - FUNDS
AVAILABLE TO COVER
EXPENDITURES $4,843,582 $4,843,582 $4,325,370 ($518,212) 89%
EXPENDITURES:
Personnel Expenses:
Salaries and Wages $2,750,629 $2,750,629 $2,526,161 $224,468 92%
Employee Benefits $899,512 $899,512 $812,478 $87,034 90%
Total Personnel Expenses $3,650,141 $3,650,141 $3,338,639 $311,502 91%
Travel Expenses:
In State
Examinations $117,252
Training/Conferences $14,487
Meetings $17,706
Public Forums 50
Other $504
Total In-State $375,073 $375,073 $149,950 $225,123 40%
Out-of-State $30,000 $30,000 $9,284 $20,716 31%
Commission $26,500 $26,500 $13,039 $13,461 49%
Total Travel Expenses $431,573 $431,573 $172,272 $259,300 40%
Other Operating Expenses:
Communication/Utilities $51,001 $51,001 $55,441 (%4,440) 109%
Professional Services/Fees $221,790 $221,790 $85,124 $136,666 38%
Supplies/Materials $59,470 $59,470 $31,832 $27,638 54%
Printing and Reproduction $2,755 $2,755 $261 $2,494 9%
Repairs/Maintenance $290,665 $290,665 $15,631 $275,034 5%
Rentals and Leases $5,500 $5,500 $4,137 $1,363 75%
Other Operating $130,688 $138,469 $186,699 ($48,230) 135%
Total Other Operating Expenses $761,869 $769,650 $379,125 $390,525 49%
TOTAL EXPENDITURES $4,843,583 $4,851,364 $3,890,037 $961,327 80%
REMAINING FUNDS TO COVER
EXPENDITURES (Actuals) $435,333
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STATUS OF THE STATE CREDIT UNION SYSTEM

D.  Status of the State Credit Union System.

BACKGROUND: The Texas economy continues to perform well, although
inflationary pressures continue to increase at both the state and national
levels. The unemployment rate for Texas declined to 4.1 percent at month-
end June 2022, down from 5.0 percent six months earlier. The Texas
Workforce Commission reported that Texas ended June with approximately
13.43 million non-agricultural jobs, a new Texas record, and approximately
465,000 jobs more than the pre-pandemic levels in February 2020.
Additionally, approximately 82,500 nonagricultural jobs were added during
the month of June alone. The number of unemployed in Texas totals
approximately 639,500, down approximately 263,000, or 29 percent, during
the last twelve months and over 60 percent lower than the pandemic high of
1.73 million unemployed in April 2020. In addition, the unemployment rates
for three of the four metropolitan areas in Texas remains similar or below
the national average of 3.8 percent. Overall, the Texas economy and
employment trends will continue to be impacted on local inflationary
pressures, the war in Ukraine and as well as supply chain shortage trends as
a result of the COVID-19 and struggles to return the production of goods to
pre-pandemic levels.

Overall, the financial performance of Texas credit unions has remained
strong during the first half of 2022. Capital strength is sound, and earnings
and asset quality performance ratios continue to be at their strongest levels
over the last seven years. The strong financial performance for Texas state-
chartered credit unions is illustrated as follows:

Key Ratio 2016 2017 2018 2019 2020 2021 | 06-2022
Net Worth/Total Assets 10.26 1030 10.82 | 11.10  10.36 10.43 10.49
Delinquent Loans/Total Loans 0.82 0.89 0.75 0.71 0.75 0.52
Net Charge-Offs/Average Loans 0.69 0.75 0.68 0.69 0.57 0.36

Return on Average Assets 0.62 0.71 0.88 0.88 0.70

Earnings performance data for Texas credit unions reflects that strong net
income performance continues to strengthen net worth ratios. Further,
deposit growth has slowed slightly during the first half of 2022 and, if this
trend continues, will result in further enhancement of net worth positions for
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Texas charters. While the outlook for the Texas industry remains positive, it
will remain imperative for credit unions to adapt to the ever-changing
economic trends (i.e. inflation, etc.), and political implications (i.e. local,
national and worldwide) to safeguard the financial interests of millions of
Texans.

INDUSTRY STATUS: At June 30, 2022, there were 174 state-chartered
credit unions in Texas, down one charters from twelve months ago. Assets in
these credit unions totaled $59.17 billion, an increase of $4.95 billion since
June 30, 2021, for an annualized growth rate of 9.1 percent. The average net
worth ratio is 10.49 percent, up 28 basis points from the 10.21 percent level
at June 30, 2021.

Loans for Texas chartered credit unions totaled $40.90 as of June 30, 2022.
This is an increase of $5.40 billion since June 30, 2021, for an annualized
growth rate of 15.2 percent.

Shares for Texas chartered credit unions totaled $51.03 billion as of June 30,
2022. This is an increase of $3.63 billion, or 7.7 percent since June 30, 2021.

Texas chartered credit unions average loan delinquency ratio is at 0.45
percent as of June 30, 2022, compared to a ratio of 0.52 percent as of June
30, 2021.

At June 30, 2022, state-chartered credit unions reported year to date
aggregate net income of $281.14 million, which compares similarly to the

$280.37 million net income generated for the same six-month period during
2021.

PROBLEM INSTITUTIONS: As of June 30, 2022, there were 23 credit
unions assigned a CAMELS rating of 3 or higher, compared to 16 credit
unions at June 30, 2022. Although the number of problem institutions has
increased, the aggregate regulated assets of these institutions has declined by
53.5 percent during the same twelve-month period, from $2.06 billion to
$0.96 billion. The average asset size of these credit unions is $41.6 million.
Credit unions in this are monitored through a combination of off-site
monitoring, regular on-site or remote contacts, and ongoing reviews for
compliance with outstanding Documents of Resolution and other
supervisory agreements or orders.
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ENFORCEMENT ISSUES: As of June 30, 2022, the Department had the
following administrative sanctions outstanding:

Dividend Restrictions
LUAs

Determination Letters
Conservatorships
Cease and Desist

h—_O0O OO

CHARTERING ACTIVITY
New Charters* 0

*Since last commission meeting.

RECOMMENDED ACTION: No formal action is anticipated.
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RULEMAKING MATTERS

Four items are being presented to the Commission for its information,
consideration, and/or possible action. Specifically, the Commission will
discuss, consider and possibly take action on:

1.  Adoption of Rule Review of 7 TAC, Part 6, Chapter 91, Subchapter
E §§91.501, 91.502, 91.503, 91.510 and 91.516 (Direction of Affairs),
and Subchapter F §§91.601, 91.602, 91.608 and 91.610 (Accounts
and Services) and Re-adoption of Rules.

2. Adoption of Proposed Amendments to 7 TAC, Part 6, Chapter 91,
Subchapter E, Section 91.515 (Financial Reporting).

3.  Adoption of Proposed Amendments to 7 TAC, Part 6, Chapter 91,
Subchapter I, Section 91.901 (Reserve Requirements).

4.,  Adoption of Proposed Amendments to New Rule 7 TAC, Part 6,
Chapter 97, Section 97.208 (Vendor Protests).

RECOMMENDED ACTION: The Department requests that the
Commission take action as indicated in the documents contained in TAB E.
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PROCEDURES FOR ADOPTING A PROPOSED RULE

1. 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.

10.

11.

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

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.

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.

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.

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

At a public meeting, the Rules Committee accepts public testimony on
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.

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

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

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

A 30-day comment period follows initial publication which also is
announced in the Department's monthly newsletter.

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.
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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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MANDATORY RULE REVIEW

E. (1) Adoption of Rule Review of 7 TAC, Part 6, Chapter 91,
Subchapter E §§91.501, 91.502, 91.503, 91.510 and 91.516 (Direction of
Affairs), and Subchapter F §§91.601, 91.602, 91.608 and 91.610
(Accounts and Services) and Re-adoption of Rules.

BACKGROUND: Section 2001.039, 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 February 2020 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 E (Direction of
Affairs), and Subchapter F (Accounts and Services). Prior to the rule
review, the Commission determined that certain changes were necessary for
7 TAC, Section 91.515, which was published, which is scheduled for
adoption in the next agenda item.

Notice of the review and a request for comments on the rules in this chapter
was published in the July 29, 2022 issue of the Texas Register. No
comments were received regarding the review. The Department believes that
the reasons for adopting the noted rules continue to exist.

RECOMMENDED ACTION: The Department recommends that the
Commission readopt the rules as previously published.

RECOMMENDED MOTION: I move that the Commission find that the
reasons for adopting 7 TAC, Part 6, Chapter 91, Subchapter E (Direction of
Affairs), and Subchapter F (Accounts and Services) continue to exist and
that the Commission readopt these rules.
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The Credit Union Commission (Commission) has completed its review of Chapter 91 Subchapter
E (relating to Direction of Affairs) and Subchapter F (relating to Accounts and Services).

The rules were reviewed as a result of the Department’s general rule review under Texas
Government Code Section 2001.039.

Notice of the review of 7 TAC, Part 6, Chapter 91, Subchapters E through F were published in the
Texas Register as required on July 29, 2022 (47 TexReg 4561). The Department received no
formal comment on the notice of intention to review.

The Department hereby certifies that the adoption has been reviewed by legal counsel and found
to be within the agency’s legal authority to readopt.
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Subchapter E. Direction of Affairs
§91.501. Director Eligibility and Disqualification.

(a Board Representation. The credit union’s bylaws shall govern board selection and election
procedures. No credit union shall adopt or amend its articles of incorporation or bylaws to
designate or reserve one or more places on the board of directors for any classification that results in
a restriction or infringement upon the equal rights of all members to vote for, or seek any position
on, the board of directors of the credit union. In addition, each credit union shall adopt policies and
procedures that are designed to assure that the elections of directors are conducted in an impartial
manner.
(b)  Qualifications. A member may not serve as director of a credit union if that member:

(1)  has been convicted of any criminal offense involving dishonesty or breach of trust;

(2)  isnoteligible for coverage by the blanket bond required under the provisions of the
Act, or §91.510 of this title (relating to Bond and Insurance Requirements);

(3)  has had a final judgment entered against him/her in a civil action upon the grounds
of fraud, deceit, or misrepresentation;

(4)  has a payment on a voluntary obligation to the credit union that is more than 90
days delinquent or has otherwise caused the credit union to suffer a financial loss;

(5)  has been removed from office by any regulatory or government agency as an
officer, agent, employee, consultant or representative of any financial institution;

(6) has been personally made subject to an operating directive for cause while serving
as an officer, director, or senior executive management person of a financial institution; or has
caused or participated in a prohibited activity or an unsafe or unsound condition at a financial
institution which resulted in the suspension or revocation of the financial institution’s certificate
of incorporation, or authority or license to do business;

(7)  has failed to complete and return a director application in accordance with
subsection (c) of this section; or

(8)  refuses to take and subscribe to the prescribed oath or affirmation of office.

(c) Director application. Any member nominated for, or seeking election to, the board of
directors shall submit a written application in such form as the credit union may prescribe. The
application shall be submitted either to the nominating committee prior to its selection of nominees;
or to the board chair within 30 days following the election of a member who was not nominated by
the nominating committee or who was appointed by the board to fill a vacancy. The applications of
the elected/appointed directors shall be incorporated into and made part of the minutes of the first
board meeting following the election/appointment of those directors. Applications of unsuccessful
candidates shall be destroyed or returned upon request. The commissioner may review and require
that changes be made to any application form, which is deemed inadequate or unfairly discriminates
against certain classes of members.

@ Director continuing education. Directors must develop and maintain a fundamental, ongoing
knowledge of the regulations and issues affecting credit union operations to assure a safe and sound
institution. A credit union shall, by written board policy, establish appropriate continuing education
requirements and provide sufficient resources for directors to achieve and maintain professional
competence. The policy shall include a provision requiring the credit union to prepare, on an annual
basis, a continuing education plan for its Directors that is appropriate to the size and financial
condition of the credit union and the nature and scope of its operations.

(e) Prohibited conduct. A director shall not:
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(1)  Divulge or make use of, except in the performance of office duties, any fact,
information, or document not generally available to the membership that is acquired by virtue of
serving on the board of the credit union.

(2)  Use the director’s position to obtain or attempt to obtain special advantage or
favoritism for the director, any relative of the director, or any person residing in the director’s
household.

(3)  Accept, directly or indirectly, any gift, fee, or other present that is offered or could
be reasonably be viewed as being offered to influence official action or to obtain information that
the director has access to by reason of serving on the board of the credit union.

® Recall of director(s).

¢)) Petition. Under procedures set out in the credit union’s bylaws, members may
request a special membership meeting to consider removing the entire board or individual directors for
cause relating to serious mismanagement or a breach of fiduciary duties. The board shall conduct
any resulting special meeting as prescribed in the credit union’s bylaws.

2 Membership Vote. The members of a credit union may remove a director by a vote
of two-thirds of those members voting at the special meeting; provided, however, that:
(A) a separate vote is conducted for each director sought to be recalled;

B) the members voting shall constitute not less than 10% of the membership
eligible to vote in the recall election;
(C)  all members are given at least 30 days notice of the meeting which shall
state the reasons why the meeting has been called; and
(D) the affected director(s) is afforded an opportunity to be heard at such
meeting prior to a vote on removal.

3) Vacancy on the Board. If a vacancy occurs as a result of a recall, the vacancy shall
be filled by the affirmative vote of a majority of the remaining directors. If the entire board is
removed as a result of the recall, the members shall fill the vacancies at the recall meeting.
Directors elected to fill a recall vacancy shall hold office only until the next annual meeting when
any unexpired terms shall be filled by vote of the members.

® Absences. Any director who fails to attend three (3) consecutive regularly scheduled
meetings without an excuse approved by a majority vote of the board, or who fails to attend six (6)
regularly scheduled meetings during any twelve-month period following the director’s election or
appointment is automatically removed from office. A new person shall be appointed to fill any
vacancies resulting from poor attendance within sixty days of the date of the meeting that led to the
automatic removal. The commissioner in the exercise of discretion may extend the deadline for
filling the vacancy.

§91.502. Director/Committee Member Fees, Insurance, Reimbursable Expenses, and Other
Authorized Expenditures.

(a) Expense reimbursement. A credit union may reimburse out-of-pocket travel and related
expenses that are reasonable and appropriate for the business activity undertaken. A credit union
shall adopt a written board policy to administer and control travel expenses paid or incurred in
connection with directors or committee members carrying out official credit union business.
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b) Payment of fees. Subject to the provisions of this rule, a credit union may pay a reasonable
meeting fee to any of its directors, honorary directors, advisory directors,(hereafter referred to as
directors) or committee members for attending duly called meetings at which appropriate credit
union business is conducted. Any credit union electing to pay any type of meeting fee shall
annually disclose to the membership the fees paid in the prior calendar year and scheduled to be
paid in the current calendar year. This disclosure may be provided to the members as part of the
credit union’s annual report as prescribed in §91.310 of this title (relating to annual report to
membership). A credit union, however, may not pay any meeting fees to a director or committee
member if the credit union is operating under a Net Worth Restoration Plan; or an order issued
under Finance Code §122.257 or §122.258.
(©) Enforcement Authority; Prohibition. The commissioner may prohibit or otherwise limit or
restrict the payment of meeting fees to directors or commitiee members if, in the opinion of the
commissioner, the credit union has paid, is paying, or is about to pay meeting fees that are
excessive as defined in §91.502(f).
(d) Use of credit union equipment. A credit union may provide personal computers, access to
electronic mail, and other electronic conveniences to directors during their terms of office provided:

(1)  the board of directors determines that the equipment and the electronic means are

necessary and appropriate for the directors to fulfill their duties and responsibilities;
(2)  the board of directors develops and maintains written policies and procedures
regarding this matter; and

(3)  the arrangement ceases immediately upon the person’s leaving office.
(e) Insurance. A credit union may, in accordance with written board policy, provide health,
life, accident, liability, or similar personal insurance protection for directors and committee -
members. The kind and amount of these insurance protections must be reasonable given the credit
union’s size, financial condition, and the duties of the director or committee member. The
insurance protection must cease upon the director or committee member’s leaving office, without
providing residual benefits beyond those earned during the individual’s term on the board or
committee.
® Review by board. A credit union shall implement and maintain appropriate controls and
other safeguards to prevent the payment of fees or expenses that are excessive or that could lead to
material financial loss to the institution. At least annually, the board, in good faith, shall review the
director/committee member fees and director/committee member-related expenses incurred, paid
or reimbursed by the credit union and determine whether its policy continues to be in the best interest
of the credit union. The Board’s review shall be included as part of the minutes of the meeting at
which the policy and the fees and expenses were studied. Fees and expenses shall be considered
excessive when amounts paid are disproportionate to the services performed by a director or
committee member, or unreasonable considering the financial condition of the institution and similar
practices at credit unions of a comparable asset size, geographic location, and/or operational
complexity.
(® Guest travel. A credit union’s board may authorize the payment of travel expenses that are
reasonable in relation to the credit union’s financial condition and resources for one guest
accompanying a director or committee member to an approved conference or educational program.
The payment will not be considered compensation for purposes of Finance Code §122.062 if:
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(1)  itis determined by the board to be necessary or appropriate in order to carry out the
official business of the credit union; and
(2)  itis in accordance with written board policies and procedures.

§91.503. Change in Credit Union President

The board of directors, in executing its fiduciary responsibilities, may find it necessary to replace
the credit union’s president. The board shall submit written notification to the commissioner
within ten days of any such personnel change. For purposes of this section, the term president
refers to the individual responsible for the day-to-day operation of the credit union, irrespective of
the actual title given to such individual.

§91.510. Bond and Insurance Requirements.

@) Fidelity bond. Each credit union shall purchase and maintain a blanket fidelity bond
covering the officers, directors, employees, committee members, and its agents, against loss caused by
dishonesty, burglary, robbery, larceny, theft, holdup, forgery or alteration of instruments,
misplacement or mysterious disappearance. All carriers writing credit union blanket bonds must be
authorized by the Insurance Commissioner for the state of Texas as an acceptable fidelity on bonds
in this state.

4] Subject to approval by the credit union’s board of directors, the amount of coverage
to be required for each credit union shall be determined by the credit union, based on its assessment of
the level that would be safe and sound in view of the credit union’s potential exposure to risk.

) Each credit union may maintain bond coverage in addition to that provided by the
insurance underwriter industry’s standard forms, through the use of endorsements, riders, or other
forms of supplemental coverage, if, in the judgment of the credit union’s board of directors,
additional coverage is warranted.

3) The commissioner may require additional coverage of any credit union when, in
his opinion, the fidelity bond in force is insufficient to provide adequate fidelity coverage. It shall be
the duty of the board of directors to obtain the additional coverage within 30 days after the date of
written notice of the findings by the commissioner.

(b) Cancellation. A fidelity bond must include a provision requiring written notification by
the fidelity to the commissioner prior to cancellation of any or all coverages set out in the bond
which includes a brief statement of cause for termination.

(©) Other insurance. Each credit union shall, subject to approval by the board, purchase
appropriate insurance coverages to insure the credit union and its assets against loss or damage by fire,
liability, casualty or any other insurance risks.

(d) Board review. The board of directors of each credit union shall formally approve the credit
union’s bond and insurance coverages. In deciding whether to approve the coverages, the board
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shall review the adequacy of the standard coverage and the need for supplemental coverage.
Documentation of the board’s approval shall be included as part of the minutes of the meeting at
which the board approves coverages. Additionally, the board of directors shall review the credit
union’s bond and insurance coverages at least annually to assess the continuing adequacy of
coverage.

(e) Review by fidelity company. Credit unions which are analyzed by a fidelity company shall
notify the commissioner of the analysis within 30 days of the review commencement. The report of
the review is to be provided to the commissioner upon request. The confidentiality of the report shall
be preserved in the same manner afforded a report of examination conducted by the department.
® Insuring organization’s bond requirements. A credit union shall also comply with all bond
requirements imposed by an insuring organization as a condition to maintain insurance on share and
deposit accounts. Any credit union that fails to meet the minimum fidelity bond specifications
contained within Part 741.201 of the NCUA Rules and Regulations may be deemed to be engaged in
an unsafe practice pursuant to Finance Code §122.255.

§91.516. Audits and Verifications.

(a) Audit requirements. At least once every calendar year, the board of directors shall obtain
or cause to be performed an annual audit of the credit union which must cover the period elapsed
since the last audit period. A summary of the audit must be reported to the members at the next
membership meeting. The audit must be conducted in accordance with generally accepted auditing
standards by a licensee of the Texas State Board of Public Accountancy or as permitted under the
provisions of §741.202(a) of the National Credit Union Administration’s Rules and Regulations (12
CFR, Chapter VII, Part 741).
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(b)  Definitions.

(1) A record-keeping deficiency is serious if the commissioner reasonably believes that
the board of directors and management of the credit union have not timely met financial reporting
objectives and established practices and procedures sufficient to safeguard members’ assets.

(2) A serious recordkeeping deficiency is persistent when it contin