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TEXAS SAVINGSAND LOAN DEPARTMENT
Self-Evaluation Report

I.  Key Functions, Powers, and Duties

Please provide the following information about the overall operations of the agency. More detailed
information about individua programs will be requested in alater section.

A. Provide an overview of the agency’s mission, key functions, powers, and duties. Specify
which duties are statutory.

The fundamental misson of the Savings and L.oan Department is to protect the depositors of Texas
by ensuring the safe and sound operation of Sate chartered savingsinditutionsin compliance with the state
and federd statutes and regulations governing financid inditutions, and establish aregulatory environment
that promotes a strong Sate thrift system to meet the credit needs of the Texas economy for consumer,
amdl business, and resdentid housing finance.

The Savings and Loan Department regulates nearly 50% of the Texas domiciled thrift industry
and 25% of the industry’s $52.8 hillion in total assets, serving the deposit and credit needs of Texas
citizens. Thestate chartered thrift systemincludessmall community institutionsand multibillion dollar
statewide institutions with sophisticated and sometimes highly complex operations. Following the
1998 Finance Commission decision to end its study on consolidation and support an independent
savings and loan department, the agency began its first sustained period of growth in more than a
decade with total assets under regulation increasing by more than 50% in the past year.

Texasbenefitsfrom statutory provisionsthat enhancethedual financia institution system of state
and federal charters with a full range of competitive state charter aternatives. Unlike the
congtituencies of many state agencies, depository institutions have a choice in chartering adepository
ingtitution which in turn determinesthe regulatory agency. Because of federal preemption, nationally
chartered ingtitutions are not subject to state regulatory control and the state has little or no influence
with these ingtitutions.

In a 1998 review by the Finance Commission of the need for a separate savings and loan
department, executives of state chartered thrift institutions expressed a strong desire to continue the
present structure. They believe that with the separate department, their regulator better understands
the unique aspects of their business. Separate regulatory agencies are available in the federal system
and the existence of separate state regulatory agencies encourages acceptance and expansion of the
satesystem. Texas separateregulatory structurefor thrift institutionsand the Finance Commission’s
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commitment to that structure have been cited asimportant factorsin the significant growth of the state
thrift system over the past year.

MORTGAGE BROKER LICENSING. In 1999, the responsbility of licensing mortgage
brokerswas assigned to the Savings and L oan Department by the 76th L egislature. Mortgage brokers
originate more than half of the mortgage loans nationwide and the percentage is expected to be the
same for Texas. The legidation provides for regulation of thisimportant part of the Texas housing
finance industry for the first time and takes advantage of the agency’s extensive experience with
residential housing finance.

STATUTORY DUTIESAND KEY FUNCTIONS. Theagency’s statutory dutieswith repect
to the state chartered thrift system are established through the provisions of the Texas Savings Bank Act
and theTexas Savings and Loan Act in responseto the Texas Congtitution mandate that “ The Legidature
ghdl by genera law, authorize the incorporation of state banks and savings and loan associations and shall
provide asystem of State supervision, regulation and control of such bodieswhich will adequately protect
and secure the depositors thereof.” The new Mortgage Broker License Act sets forth agency statutory
duties with respect to firdt lien resdentid mortgage brokers.

The agency meets these respongibilities by performing the following key functionsin regulation of the
thrift and mortgage broker indudtries:

& Efficient license, charter and application processng,

€ Comprehensive savings inditution examination and monitoring,

€ Respongve investigation and resolution of consumer complaints,

€ Objective enforcement action and hearing process, and

& Effective promulgation of regulations that promote statutory compliance with minimum regulatory
burden.

B. Doesthe agency’senabling law correctly reflect the agency’s mission, key functions,
powers, and duties?

Yes. Both the Texas Savings and Loan Act and the Texas Savings Bank Act provide sufficient
authority to the agency with respect to regulation and supervison of these inditutions.

The Mortgage Broker License Act establishes Texas firgt requirement for licensing and regulation
of mortgage brokers and loan officers rdated to their primary business of firg lien home mortgages. The
gatute’ s investigative authority is primarily consumer complaint driven and does not provide for regular
examination of mortgage brokers. It is expected that the gatute will require some refinement in the future
but, as enacted, the act provides consderable authority for the protection of Texas consumers.

C. Pleaseexplain why these functions are needed. Are any of these functionsrequired by
federal law?

Sunset Advisory Commission 2 August 1999
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The savings indtitution functions of the agency provide consumer protection to ensure the safety of
individud, business and public depositsin the State and the availability of credit to support the consumer,
amd| business, resdentid housing and rea estate finance needs of the Texas economy. The agency’s
monitoring and regulatory oversight ensures that the Texas savings indtitutions are operating in a safe and
sound manner.

States charter and regulate financid inditutions becauseit isone of the few ways a state can exert any
influence over the depository indtitutions operating in its jurisdiction. Nationdly chartered inditutions do
not have to comply with many state laws because of federal preemption. A date thrift system enables
Texasto ensure that itsthrift ingtitutions are respongive to Texas consumers and provide a safe and sound
system for this component of the housing finance industry.

Until the enactment of the Mortgage Broker License Act, the mortgage broker industry waslargely
unregulated with respect to its primary business of originating first lien home mortgages. Mortgage brokers
have been credited with originating more than haf of the mortgage loans made nationwide and recent
reports have suggested that number is as high as 70 percent. Texas consumers did not have a centrd
fadility for lodging complaints regarding these activities and no educationa or experience standards existed
in the dtate to ensure that mortgage brokers were competent or responsible. The statute establishes such
standards and provides for the active investigation of complaintsto protect Texas consumers.

D. Ingeneral, how do other statescarry out smilar functions?

Organizationdly, thrift regulation is conducted through awide range of regulatory structures. Severd
states haverdatively autonomousthrift regulatory functionswhile others have sructured the function as part
of adivison or unit of alarger agency, induding in some cases the full array of financid service providers
(i.e, insurance, securities, banking, thrift indtitutions, credit unions, finance companies, pavn brokers,
mortgage bankers, mortgage brokers, realtors, appraisers, etc.). Most states have structured thrift
regulation in the same agency as commercid bank regulation.

From aregulation and policy standpoint, Texas conducts its thrift functions in a manner much more
congstent with other states. Texas has designated the Finance Commission asthe body responsiblefor the
promulgation of policy and regulations for banks, thrift ingtitutions and consumer credit providers. Credit
unions are not part of this combined policy function. Numerous states have asingle entity responsible for
this function.

The mortgage broker regulatory function is usudly structured ether in the same agency as thrift
ingtitutions or as part of a consumer credit group. In nearly al cases, mortgage broker regulation is
combined with the regulation of mortgage bankers. Some states require mortgage brokers to pass atest
prior to licenang. Many dates conduct regular examinations of mortgage brokers to ensure compliance
with applicable satutes. It should be noted that the Mortgage Broker License Act did not vest in the
Finance Commissionthe responsibility for the promulgation of policy or regulationsfor mortgage brokers.
This respongibility resides with the Savings and Loan Commissioner.

August 1999 Sunset Advisory Commission 3
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E. Describeany major agency functionsthat are outsour ced.

Certain common adminigtrative functionsare outsourced to other specialized state agencies, including:
legd representation by the Office of Attorney Generd; telecommunication and procurement servicesfrom
the Genera Services Commission; risk assessment by the State Office of Risk Management; performance
and financid auditsby the State Auditors Office; USA Sand USPS accounting servicesby the Comptroller
of Public Accounts, and employee benefit services from the Employee Retirement System.  The agency
does not outsource any activities to private indudtry.

The Finance Commission has encouraged the use of shared adminidrative functions among the
agencies under itsjurisdiction. The agency sharesthe following adminidrative costs with the other Finance
Commission agencies (Department of Banking and Office of Consumer Credit Commissioner) to reduce
operating costs for each agency:

Finance Commisson Adminidrative Law Judge -- The Texas Banking Act of 1995 created the
Finance Commission Adminigtrative Law Judge (ALJ) position to hear contested cases related to the
agencies licensing, chartering, application and enforcement actions. As an employee of the Finance
Commission, the ALJ can provide the independent hearing process critica to best serve Texas citizens,
while developing vauable industry knowledge and understanding of the statutes and regulations enforced
by the agencies. Thiscreatesthemogt efficient environment for fair, timely and cost effective adminigtrative
hearing decisons. ALJ costs are shared by the agencies based on the time expended on their respective
hearings. These costsare generdly passed on to the applicant, protestant or appellant based onthe ALJ s
ruling and the governing Satute.

Building Services-- TheFinance Commission Buildingisshared by the Finance Commission agencies.
The building was acquired and is maintained with funds derived from fees and assessments paid by the
industries regulated. Certain shared building costs and services (e.g., telephone, malil, delivery services,
printing, security and building maintenance) are administered by the Department of Banking and reimbursed
by the other agencies basad upon costs and usage resulting in considerable savings to the agencies.

Reception Services -- The agency and the Office of Consumer Credit Commissioner share the
reception function for the second floor of the Finance Commission building. The receptionist is dso the
initia telephone contact for calsto the primary office telephone number for each of these agencies. The
primary staffing of this function is provided by the agency and the costs are shared based on usage.
Backup staffing is provided by both agencies based on usage.

Legd Services-- The Department has outsourced itslegal counsel and representation with the Office
of the Attorney Generd. The agency previoudy employed an in-house generd counsd but eiminated that
function as part of a comprehengve staffing reduction severa years ago. Because of recent increasesin
thrift activity and the addition of mortgage broker licensng and enforcement responsibilities, the agency
hired agenera counsd in August 1999. The Department will continue to outsourceitigation representation
to the Office of the Attorney Generd.

Sunset Advisory Commission 4 August 1999
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F. Discussanticipated changesin federal law and outstanding court cases asthey impact
the agency’s key functions.

Financid modernization legidation (H.R. 10 and S. 900), which has passed both the House and
Senate and is awaiting a conference committee, will impact dl financid inditutions as the Glass-Steegdll
regtrictions on the mixing of banking and commerce are repeded. Additiondly, authority for the
edablishment of unitary thrift holding companies which can be acquired by commercid businesses is
diminated in both versons of thelegidation. Exigting unitary thrift holding companieswill be grandfathered
and may continue to engage in afull range of diversfied activities a the holding company levd.

Although passed by both Houses, there are sgnificant differences in the bills and the Clinton
Adminigration has threstened to veto the bill if enacted inthe Senateform. Mgor palicy differencesthat
remain unresolved include: the scope of the Community Reinvestment Act; whether non-banking activities
can be conducted through bank subsidiaries or must be conducted in holding company affiliates; financia
privacy; and grandfathering of unitary thrift holding companies. If the legidation becomes law and the
unitary thrift holding company isdiminated, asignificant advantage for commercid banksto convert to the
state savings bank charter will disappear, removing arecent source of commercia bank conversionstothe
charter.

G. Pleasefill in thefollowing chart, listing citationsfor all state and federal statutesthat
grant authority to or otherwise significantly impact the agency.

TEXAS SAVINGS AND LOAN DEPARTMENT
Exhibit 1: Statutes/Attorney General Opinions

Statutes
Citation/Title Authority/Impact on Agency
Article 16, Sec 16(a) Texas Constitution Provides for a system of state supervision, regulation,
and control of banks and savings and loan
associations.

Title 2, Finance Code, Vernon's Texas Codes | Finance Commission structure and oversight of the
Annotated-- Financial Regulatory Agencies Department

Title 3, Finance Code, Vernon's Texas Codes

Annotated --

Texas Savings Bank Act, Subtitle C Chartering and regulation of state savings banks

Texas Savings and Loan Act, Subtitle B Chartering and regulation of state savings and loan
associations

Mortgage Broker License Act, Subtitle E Licensing and regulation of mortgage brokers and their
loan officers

Interstate Banking Provisions, Subtitle G Parameters for interstate operations of state S&Ls
and SSBs

August 1999 Sunset Advisory Commission 5
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Home Owners Loan Act, 12 USC §1461
et.seq

Federa Deposit Insurance Act, 12 USC
81811 et.seq

Federal regulation of state savings and loan
associations and holding companies

Federal regulation of state savings banks and deposit
insurance

National Bank Act, 12 USC 821 et.seq

Real Estate Settlement Procedures Act, 12
USC 82601 et.seq

Equal Credit Opportunity Act, 15 USC 81691
et.seq

Truth in Lending Act, 15 USC 81666 et.seq

Parity for state savings banks

Federd lending procedures applicable to mortgage
brokers

Federd lending laws applicable to mortgage brokers

Federal disclosure laws applicable to mortgage
brokers

Attorney General Opinion No.

Impact on Agency

N/A

H. Pleasefill in the following chart:

TEXASSAVINGSA

ND LOAN DEPARTMENT

Exhibit 2: Agency Contacts
Name Address Telephone Number
Fax Number
E-mail Address

Agency Head James L. Pledger 2601 N. Lamar Blvd. 512-475-1350 Office
Savings and Loan Suite 201 512-475-1360 Fax
Commissioner Austin, Texas 78705 TSLD@mail.capnet.state

X.us

Agency’s Sunset John T. De Marines Same Same

Liaison Director of Corporate
Activities and Planning

Sunset Advisory Commission 6 August 1999
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Il. History and Major Events

OO OO OO OO

Provide a timeline discussion of the agency’s history, briefly describing the key eventsin
the development of the agency, including:

the date the agency was established,;

the origind purpose and respongbilities of the agency;

magjor changes in respongbilities or atutory authority;

agency/policymaking body name and composition changes,

the impact of state/federd legidation, mandates, and funding;

the impact of sgnificant stateffederd litigation thet specificdly affects the agency’s
operations; and

key organizationd events and areas of change and impact on the agency’ s organization (e.g., a
major reorganization of the agency’ s divisons or program arees).

Prior to 1913 Texas savings and loans were chartered by specid acts of the Legidature.

Prior to 1961 State savingsand |oan associationswere chartered by the Commissoner of Insurance and

1961

1963
1979

1982

1986

Banking (1913-1923), Insurance Commissioner (1923-1929), and findly the Banking
Commissioner (1929-1961).

The Legidature created the Savings and L oan Department under the direction of aSavings
and Loan Commissioner gppointed by the Finance Commission of Texas, separaing the
agency from the Department of Banking.

There were 161 State chartered savings and loan associations with $1.8 hillion in assets.

The Texas Savings and Loan Act was enacted establishing a complete system of laws
governing state savings and loan associations.

There were 255 gstate chartered savings and |oan associations with $23.8 billion in asseats,
representing 80% of the savings and |oan associations operating in Texas.

The Garn-St. Germain Depository Ingtitutions Act was enacted, giving savings and loan
associations authority to lend up to 100% of the appraised vaue of red estate, and
expanding their authority to make commercid red estate loans, leading to much more
Speculative activities.

The Federd Savings and Loan Insurance Corporation (FSLIC) was declared insolvent,
resulting in insolvent Texas thrifts being forced to stay open up to three years after
reporting insolvency.

Therewere 235 state chartered savings and | oan associations with $84 billion in assets but
approximately one third of the Texas savings and loan industry was reporting insolvency
under generally accepted accounting principles.

August 1999
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1987

1988

1989

1989

1991

Texas adopted sgnificant amendments to the Texas Savings and Loan Act to enhance
enforcement authority of the Department and require applications for changes of control

The Tax Reform Act of 1986 was enacted, removing significant federa income tax
incentives for investment in red edtate.

Governor Clements appointed a Task Force to study the savings and loan industry to
ascertain the true status of the industry and make recommendations for resolving industry
problems.

The Governor’ s Task Forceissued itsreport on the Savingsand Loan Industry calling for,
among other things, enhanced enforcement of lending and investment regulations;
restrictions on equity investments; remova of the Savings and Loan Department from the
Appropriations process to ensure adequate funding for the Department; eimination of the
salary cagp on the commissoner’s sdary; and improved coordination between state and
federd thrift regulators.

The Southwest Plan was established by the Federd Savings and Loan Insurance
Corporation (FSLIC) resulting in the closure of many insolvent S&Ls in Texas and
converting nearly al such ingtitutions to afederd thrift charter.

There were 189 state chartered savings and |oan associations with $78.4 billion in assats.
There was a January reduction in force from 79 employees to 56.

TheFinancid IndtitutionsReform, Recovery and Enforcement Act (FIRREA) wasenacted,
abolishing the FSLIC and shifting its deposit insurance activities to the Federd Deposit
Insurance Corporation (FDIC). Insolvent indtitutions are placed under the control of the
Resolution Trust Corporation.  All state chartered indtitutions are placed under an
unprecedented tripleregulatory structure of the FDIC, Officeof Thrift Supervison, andthe
state chartering agency, further weakening the viability of the remaining Sate chartered
thrifts.

Texas Legidature enacted S.B. 607 which iminated the separateindustry sectionsof the
Finance Commisson; shifted regulatory and policy respongbility to the full Finance
Commissonand restructured the Finance Commission to provide for amgority of public
members.

There were 123 state chartered savings and |oan associations with $37.0 billion in assats.

There was an August reduction in force after enactment of FIRREA from 59 employees
to 30.

The last insolvent state chartered S& Ls of the 1980sfindly closed by FDIC.

Sunset Advisory Commission 8 August 1999
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1992

1993

1994

1995

1996

1997

1998

1999

There were 31 dtate chartered savings and loan associations with $8.3 hillion in assats.
There was a January reduction in force from 30 employeesto 6.

The Texas Savings Bank Act was enacted establishing a new financid inditutioncharter
having a mandatory level of housing and housing related loans and investments and a
regulatory structure more consstent with state commercia banks. The act also provided
broader consumer and commercid |oan lending authority than the savingsand loan charter.

The Department reestablished its examination force and expanded the supervisory staff
increasing tota agency personne to 15 in anticipation of federal conversons to date
savings bank charter.

First converson to a state savings bank charter by a state chartered savings and loan
association.

First de novo state savings bank charter approved. First new state thrift charter granted
in more than ten years.

Firgt converson of afedera thrift to the state savings bank charter.

There were 24 state chartered savings banks and savings associaionswith $8.2 hillionin
assets. Agency staffing fluctuatesto 12. One de novo savings bank charter gpproved.

Regulated assets under Department’ s jurisdiction increase 51 percent. The Department
received applications for and approved two de novo savings bank charters. First
commercid bank converted to a state savings bank charter.

Therewere 24 state chartered savings banks and savings and | oan associationswith $12.9
billionin assets. All but one dtate ingtitution had converted to the state savings bank
charter. One de novo state savings bank charter approved and four de novo charter
goplications in various stages of processing.

The Mortgage Broker License Act was enacted, establishing the sate' sfirst requirement
that mortgage brokers be licensed and prescribes standards of education and conduct.
Agency named aslicensing and regulatory agency. Texas Comptroller of Public Accounts
estimates 1,200 mortgage brokers and 3,000 loan officerswill require licensing under the
act before January 1, 2000.

August 1999
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lll. Policymaking Structure

A. Please complete the following chart:

Finance Commission of Texas
Exhibit 3: Policymaking Body

Center, TX 75935-0706

Term/ Quialification
Appointment (e.g., public Telephone Number
Dates/ member,
Member Name . ; Address Fax Number
All appointed industry .
. E-mail Address
by the representative
Governor )
W. D. Hilton, Jr. Term: 2/1/02 Public member | Trust Services, Inc. 903/454-3700
Chair Apptmt. date: 2608 Eastland Ave. 903/455-5830
10/11/95 Ste. 202 dhilton@trustservices.org
Greenville, TX 75402
Jeff Austin, Jr. Term: 2/1/00 Banking Austin Bank, TexasN.A. | 903/586-1526
Apptmt. date: executive P.O. Box 951 903/586-0643
5/3/94 Jacksonville, TX 75766 austinl6@ballistic.com
Steven C. Term: 2/1/00 Public member | Medcare Financial 817/695-1122
Hastings, Jr. Apptmt. date: CPA Solutions, Inc. 817/695-1228
5/3/94 600 Six Flags Dr., #524 shastings@medcarefin.com
Arlington, TX 76011
Deborah H. Term: 2/1/04 Banking State Bank of Jewett 903/626-4483
Kovacevich Apptmt. date: executive P.O. Box 125 903/626-5816
5/29/98 Jawett, TX 75846-0125 shoj @risecom.net
Marlene Martin Term: 2/1/02 Public member | Attorney at Law 210/737-3997
Apptmt. date: 6243 W. IH 10, Ste. 840 210/737-3990
6/28/96 San Antonio, TX 78201 mmmjdcpa@aol .com
Manuel J. Mehos | Term: 2/1/02 Savings Coastal Banc ssb 713/435-5315
Apptmt. date: executive 5718 Westheimer, 713/435-7878
6/28/96 Ste. 600 mehos@coastal banc.com
Houston, TX 77057
Victor (Buddy) Term: 2/1/04 Public member | Southwest Office 817/255-8602
Puente, Jr. Apptmt. date: Systems 817/255-8640
6/28/96 P.O. Box 612248 bpuente@sostexas.com
Dallas-Ft. Worth Airport,
TX 75261-2248
John Snider Term: 2/1/00 Savings Shelby Savings Bank, 409/598-5688
Apptmt. date: executive SSB 409/598-5350
5/29/98 P.O. Box 1806 sshbank @sat.net

Sunset Advisory Commission 10
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Term/ Quialification
Appointment (e.g., public
Telephone Number
Dates/ member,
Member Name : : Address Fax Number
All appointed industry .
. E-mail Address
by the representative
Governor )
Robert V. Wingo Term: 2/1/04 Public member | Sanders Wingo Galvin & 915/533-9583
Apptmt. date: Morton Advertising 915/533-3601
5/29/98 4050 Rio Bravo, Ste. 230 bobwingo@swgm.com
El Paso, TX 79902
B. How isthe chair of the policymaking body appointed?

Under Fin. Code §11.107, the Governor appoints a member of the Finance Commission as the presiding of

C. Describe the primary role and responsibilities of the policymaking body.

Thepimary rded theFHnenceCommissonistogppant theSaingsand LeenCommissong, theBarking Commissong, ad
theConsumea Credit Commissoner andoverssethegparationof thar regpediveagandes TheCommissondsoadoptsiules
implementingdautesfor mog butnatdl of theindudtriessupanvised by thethreeagendes Appedsaf catainadionstekenby the
corsuma aedtandberkingoommissone mey beheard by theCommisson andtheCommissan sadminisraivelawjuce(AL)
conduasheaingsonbehdf of theagancy heeds TheCommissondopafomsmandaied dudiesontheavaldality, qudity,ad
pricesdf finendd savicesofferedtoagriculturd, smal bus nessandindividud consumersinthestaleand onhomeenpity
lending in Texas.

D. List any special circumstances or unique features about the policymaking body or its
responsibilities.

TheRrenceCommissanisanumtdlaaganoy, aranoversghtboerd erdoyingarefull imeamdoyee(@nAL) adapatine
exanivedradar (aurentlyfilledby theberkingaommissang). Commissonmambassavewithoutramunadion All admindretive
fundionsaf theCommissanaretypicaly pafamedby thede of theagency hesdwho sarveesasexenutivediredior. Resporshlity
for themandated leg dativesudiesheshean coordinted among theagency heeds: St suppart and dfficegpecefor the AL Jare
providedby theBarking Depatmart, withtheather HnenceCommissonagandeshilledfor usedf the AL J ssavicssinprgpartion
totheamount of imedevatedtoeechagancy’ susiness Theoodsaf theFnenceCommissonbuldngandsaredsavicesare
omadly bameby thespavissdagandesinpropariontothar respedivesharedt Setfing, goproprigtionsar gpece (Sedion11.204
of the Texas Finance Code).

TheRnenceCammissonmug compy withdl lavsandreguiremenisgodicadletosateapandes(induding reparts), dthough
nearly all its activities are executed by its subsidiary agencies.

Althoughthebenkingandthriftindusrieshavegautory representaionontheF nenceCommisson, themgarity of the
Cammissan's marbasaepudicrarbas Spavisdirgitutiosathe thenberksandthiftsreguiated by theFnenceCommisson
agencies do not have statutorily mandated representation on the Commission.

August 1999 Sunset Advisory Commission 11
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E. In general, how often does the policymaking body meet? How many times did it meet in
FY 19987 in FY 1999?

Hn Code811.106renuiresthet theFnenceCommissonmedt et leedt Sxtimesayear. InFY 1998 theCammissonme Sx
times. To datein FY 1999, the Commission has met five times, with a sixth meeting scheduled for August 20,

F. What type of training do the agency’s policymaking body members receive?

A oneday aientaioniscondudiedfar new FnenceCammissonmambas whichindudesarevienv o satuiory reponshilities
o theFrenceCammissonanditsmambars goenmediingsprocedures goenrecardslans theRUdicFundsinvesmant A eéhics
admindrativelaw; Sateaooounting procedures andindrudionsonpreparation df trave vouchers Eachof thecommissonasd o
familiaizesthernav mambaswiththeadivitiesand pdlidesdf their reoediveagendes Addtiarelly, mambasareregulaty natified
of and encouraged to attend various seminars conducted by the Governor’s Office and the Office of the Attorn

G. Doesthe agency have policies that describe the respective roles of the policymaking
body and agency staff in running the agency? If so, please describe these policies.

Therdesdf theRnenceCommissonmembasareauinedinFin Code§811.101-107. Ingenerd, theFnenceCommisson
adoptsrues reviewspdicy, andmonitorspaformencedt theFnenceCommissonagendesthroughitsdred Lpavisonaf the
commissonas Eachagenoy’ scommissone gpaaesasthediief exeautivedfioar of hisher regpediveagency, andisresporsiile
fortheagancy’ sdally gparations Theexeautivedirediar of theFnenceCommissonisreporsbefor admindraiveppart of the
Commisson, andpreparationd al requiredrgpartsandrecards TheALJisenampoyeed theFHnenceCammissonandrepartsto
theFnenceCommissonthroughtheAudit Committee Under Fin Code811.201, theexenutivediredtor exadsesadminidrative
spavisonove, adpreparesananud evduaiond', the AL J fargaprovd by theFnenceCommisson. TheFRnenceCommisson
ALJindgpadatly paformsal quesjudidd duieswithoutdired spavison. Under Fin Code811.208 theAL Jisnat subjetto
thedredionarconrd df theDepatmant of Barking, Savingsand L cenDepartmart ar theOfficed Corumer Qedit Commissang.

Under the Mortgage Broker License Act, rule making authority is vested in the Savings and Loan
Commissioner, but subject to review and direction of the Commission, Smilar to the rule making authority
of the Banking Commissioner in the funera services industry and the Consumer Credit Commissioner’s
rulemaking authority for pawnshops.

H. If the policymaking body uses subcommittees or advisory committeesto carry out its
duties, pleasefill in the following chart.

Finance Commission of Texas
Exhibit 4: Subcommittees and Advisory Committees

Sunset Advisory Commission 12 August 1999
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Name of Subcommittee
or Advisory Committee

Size/Composition/How
member s are appointed

Purpose/Duties

Legal Basisfor
Committee

Audit Committee
(Standing Committee)

Three members
appointed by Chair.

To contract for and review arisk
evaluation of the agencies, set the
scope and review findings of
audits of selected internal
operations. Also, to annually
review the evaluation of the ALJ
and make recommendations to the
full Finance Commission with
regard thereto.

Fin. Code 11.107
R

Home Equity Study
Committee
(Ad Hoc Committee)

Three members
appointed by Chair.

Contract for, set the scope of, and
review findings of research on the
availability, quality, and prices of
financial services offered to
agricultural businesses, small
businesses, and individual
consumersin Texas (currently
home equity lending).

Fin. Code 11.107
©0Q)

Commissioner Search
Committee

Four members appointed
by Chair.

To select search firm, set profile of
successful candidate, and

Fin. Code 11.107
©0Q)

(Ad Hoc Committee) recommend final candidates for

the position of banking

commissioner.
Sunset Committee Four members appointed | To review and coordinate the Fin. Code 11.107
(Ad Hoc Committee) by Chair. agencies' response to the Sunset ©@®3)

Advisory Commission.

Other Finance Commission committees may be gppointed asthe presiding officer consders necessary
to carry out the business of the responsihilities of the Commission.

M ortgage Broker Advisory Committee. Additiondly, theMortgage Broker License Act crestes
the Mortgage Broker Advisory Committee (Fin. Code 8156.104) to advise and assst the Savings and
Loan Commissoner. The committee is composed of Six members, four gppointed by the Commissioner
and two appointed by the Texas Real Estate Commission. Membersareto befrom theindustry and serve
for staggered three year terms. The Commissioner may remove a committee member for failure to
discharge their responsibility or if it is determined the member did not have the qudificationsrequired a the
time of gppointment. The committee must meet at least twice each year and serves without remuneration.
Powers and duties are as delegated by the Commissioner, but specificdly include advising the
Commissioner with respect to rules, procedures, form and content of applicationsand documentsrequired
by the agency, interpretation, implementation and enforcement of the Act. The Hatute is effective
September 1, 1999.

I. How doesthe policymaking body obtain input from the public regarding issues under the
jurisdiction of the agency? How isthisinput incorporated into the operations of the
agency?
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TheFnenceCommissonaatainspublicinput throughitsopenmesting, andtheruemeking process Naticefar Finence
Commi ssonandsubcommitteemedtingsispogedwiththe Secretary of Sateand onthe HnenceCommissonwebsite
hip/Awwvicdatetxus Medingsaregenerdly hddintheHearingsRooma theFnenceCommisson Building, whichcan
setover S0mambasd thepuldic Membarsd thepuldicareadetoadresstheCammissonduring themedingstiroughasgnup
procecure Intereded partiesared oinvited topartidipeteintheFHnenceCommissondudiesa finendd savicesandhomeenity
lending.

All hearingsconduated by the AL Jaregpentothepuldicexaept sstormettarsthet aremedecorfidantial by law. Somesedions
d theFnenceCockerenuirepuidicnatioeds particlar typesal heaingstobepuldidiedinthenengogper and someimesfor compitars
o thegolicantandlaw efaroament agandestobegivennaticedf thegpplicationand anoppartunity tobeheardfar or againd the
application. These requirements are carefully observed in the hearing process.

All rueproposasarepublishedfor comment inthe TexasRegider. Many proposasaredsodidributedby theagandesfar
pre-commentamongidentifiedinterested pariesssameansaf achieving negatiated, consnaussolutions Precommatsare
smmaizadfar theFRnenceCommissonpriartoavaetoproposetherule andcommantsreoaved onproposasareummeari zdfar
the Finance Commission before a vote to adopt.

TheFnenceCommissonreviensthefesthedk resaved by itsapandesthrough aunveysmedk of ther repadivecondituendes

V. Funding

A. Describe the agency’s process for determining budgetary needs and priorities.

The Chief Adminigirative Officer and the Director of Corporate Activities and Planning prepare an
operating budget within gppropriations and revenue collection limits. The budget and personnd gaffing
levels are based on current and anticipated industry Size and condition. The budget is reviewed and
approved by the Commissioner and presented to the Finance Commission. Monthly operating reportsare
prepared and reviewed monthly by the Director of Corporate Activities, the Chief Adminigtrative Officer
and the Commissioner. Priorities are determined by the Sze and hedlth of the sate’ s thrift industry.

The Department also receives, as part of its gppropriations, a contingency rider which would engble
the agency to increase appropriated funds in the event of an increase in regulated assets, supervisory
problems or workload. The use of the contingency rider must be approved by the Finance Commission
and submitted to the Governor’s Budget Office and the Legidative Budget Board.

PLEASE FILL IN EACH OF THE CHARTSBELOW, USING EXACT DOLLAR AMOUNTS

B. Show the agency’s sour ces of revenue. Pleaseinclude all local, state, and federal
Sour ces.
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TEXAS SAVINGS AND LOAN DEPARTMENT
Exhibit 5: Sources of Revenue — Fiscal Year 1998 (Actual)

Source Amount
Appropriations from General Revenue (including employee benefits $1,201,624
appropriated elsawhere in the General Appropriations Act)
Appropriated Receipts 13472
TOTAL REVENUE SOURCES FROM APPROPRIATIONS $1,215,096
Less: Lapsed Appropriations (215,501)
TOTAL $1,002,821

Agency expenditures and revenue requirements are maintained at alevel conggtent with the size and
condition of the industry regulated. Growth through conversion of other financia ingtitutions to the State
savings bank charter occurred at a rate dower than anticipated when the agency made its request for

legidative appropriations, therefore, personnel staffing and expenditures were maintained below
appropriated levels.

Pursuant to “Specid Provisons Related to All Regulatory Agencies” Article VIII, Generd
Appropriations Act, 1998-1999 Biennium, the agency must collect sufficient revenueto cover the cost of
gppropriations as well as the amount of “Other Direct and Indirect Costs Appropriated Elsawhere in the
Act” as specified in the agency’ sappropriations bill pattern. In FY 1998 the agency collected $1,070,314
(Comptroller Object Code 3172) of revenue from the thrift industry in fees and assessmentsto fund these
requirements, fully covering the agency’s*costs’ under this provison. This requirement is repeated in the
Generd Appropriations Act for the 2000-2001 Biennium.

C. If you receive funds from multiple federal programs, show the types of federal funding
sour ces.
TEXAS SAVINGS AND LOAN DEPARTMENT
Exhibit 6: Federal Funds — Fiscal Year 1998 (Actual)
Type of Fund State/Federal State Share Federal Total Funding
Match Ratio Share
N/A

The agency receives no federd funds. The only federd assstance received is through an indirect
subsidy in the area of examiner training. The Office of Thrift Supervison dlows the agency’s examiners
to attend their schools on a space available bassat no tuition charge. The agency aso utilizesthetraining
courses available from the Federa Deposit Insurance Corporation, the Federa Reserve Bank and the
Federd Financid Ingtitutions Examination Council.
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D. Show the agency’s expenditures by strategy.

TEXAS SAVINGS AND LOAN DEPARTMENT
Exhibit 7: Expenditures by Strategy — Fiscal Year 1998 (Actual)

Goal/Strategy Amount
A.1.1 Examination $431,219
A.2.1 Monitoring 99,956
A.2.2 Enforcement 122,370
A.3.1 Applications Processing 37,621
B.1.1 Consumer Complaints 16,284
C.1.1 Indirect Administration 117,984
GRAND TOTAL: $325,434

E. Show the agency’s expenditures and FTEs by program.

TEXAS SAVINGS AND DEPARTMENT
Exhibit 8: Expendituresand FTEs by Program — Fiscal Year 1998 (Actual)

Program/Strategy Budgete Actual Federal State Total
d FTEs, FTEsas Funds Funds Actual
FY 1998 of Expended Expended | Expenditur
August e
31, 1998

PROGRAM : Regulation and supervision of state chartered savings banks and savings associations.

Examination 105 6.3 $0 $431,219 $431,219
Monitoring 1.7 15 0 99,956 99,956
Enforcement 2.0 20 0 122,370 122,370
Applications Processing 1.0 .8 0 37,621 37,621
Consumer Complaints 4 4 0 16,284 16,284
Indirect Administration 34 24 0 117,984 117,984
PROGRAM TOTAL 19.0 134 $0 $825,434 $825434

In 1998, the agency had one program--regulation of the state chartered thrift industry. Powers and
activities of dtate chartered savings banks and savings and loan associations are essentiadly the same.
Vaiaions in the federd regulatory structure for these inditutions do not significantly affect the manner of
the agency’ s regulation or the personnd used to regulate them. The functions of examination, monitoring,
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enforcement, gpplication processing, and consumer complaint resolution are inseparable components of
the regulation and supervision of the thrift industry, are performed or participated in by the same agency
personnd, and arenot easily bifurcated into separate programsin operation or theory. Accordingly, payroll
costs and expenditures are allocated to the various strategies based on estimated time spent by each
individud in performing duties in the designated Srategies.

The agency’s new responghbility to license and regulate mortgage brokers who originate firgt lien
resdential mortgages beginning in FY 2000 will create a separate and distinct program with an authorized
5 FTEs and appropriations of $400,039 in FY 2000 and $275,106 in FY 2001,

F. If applicable, please provide information on fees collected by the agency.

TEXAS SAVINGS AND DEPARTMENT
Exhibit 9: Fee Revenue and Statutory Fee Levels— Fiscal Year 1998

Description/ Current Number Fee Wher e Fee Revenue
Program/ Fee/ of Revenue is Deposited
Statutory Citation Statutory | persons (e.9., Genera Revenue
maximum or Fund)
entities
paying
fee

Annual Fee To Do Business-- See 25 $938,603 | Genera Revenue Fund

State Chartered Savings Banks Exhibit C

State Chartered Savings and for Fee

Loan Associations Schedule

Fee For Special Examinations $365 per 1 $2,925 | Generd Revenue Fund
(Cost of Regularly Scheduled day/per
Examination Included in Annual Fee) examiner
New Charter Applications $10,000 2 $20,000 | Genera Revenue Fund
7 TAC 863.1 and §79.91
Holding Company Registration $5,000 2 $10,000 | Genera Revenue Fund
7 TAC §79.107 (SSB Only)
Branch Office Application $2,500 5 $12,500 | Generd Revenue Fund
7 TAC 863.2 and §79.92
Merger Application $2,500 2 $10,000 | Genera Revenue Fund
7 TAC 863.9 and §79.99 Ea. Inst.
Purchase and Assumption $2,000 5 $25,000 | General Revenue Fund
Application Ea Inst.
7 TAC 863.9 and §79.99
Conversion to State Savings Bank Varies by 6 $27,500 | Generad Revenue Fund
Application asset size
7 TAC 8§79.105 (SSB Only)
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Change of Control $10,000 1 $10,000 | Genera Revenue Fund
7 TAC 863.11 and §79.101

Rebuttal of Control $2,500 1 $2,500 | General Revenue Fund
7 TAC §63.11 and §79.101

Investment in Subsidiary $2,500 3 $7,500 | Generd Revenue Fund
7 TAC 863.12 and §79.102

Subsidiary Name Change, Offices, Various 2 $700 | General Revenue Fund
or New Activity Designations
7 TAC 863.12 and §79.102

ATM Application $500 4 $2,000 | General Revenue Fund
7 TAC 863.10 and §79.100

Financia Ingtitution Change of $500 1 $500 | General Revenue Fund
Name or Location
7 TAC 863.4 and §79.94

All of the agency feesare assessed pursuant to authority of Sections61.007 and 91.007, Title3, Texas
Finance Code. Pursuant to Section 13.008, Title 2 of the Texas Finance Code, the agency’ s revenue
collections are limited to “ reasonable and necessary fees for the adminigration of Subtitle B and C, Title
3, and for the support of the finance commisson as provided by Subchapter C, Chapter 11.” See Exhibit
C for a schedule of the agency’s annua assessment fee gpplicable to date chartered savings inditutions
beginning with Cal Reports submitted as of December 31, 1998.

The annud fee charged to each dtate chartered savings bank and savings and loan association is an
asessment fee based on the totd asset size of the indtitution.  This fee includes regularly scheduled
examingions and normal supervison costs. Problem ingtitutions in the lowest three categories of the
financid inditution rating system pay a prescribed premium of up to 50% for additiona supervisonanda
fee for any specid or extra examinaions. The annua assessment fee is paid quarterly and adjusted as
needed to assure that agency revenue collections are adequate to cover al codts of its operations. The
assessment rate is set annudly by the Commissioner with the consent of the Finance Commission.

The amount of al gpplication fees required by datuteisestablished by Finance Commission rule upon
recommendation of the agency.

G. Pleasefill in the following chart.

TEXAS SAVINGS AND LOAN DEPARTMENT
Exhibit 10: Purchases from HUBs

FISCAL YEAR 1996

Category Total $ Spent Total HUB $ Per cent Statewide Goal
Spent
Heavy Construction $0 $0 0.0% 11.9%
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Building Construction $0 $0 0.0% 26.1%
Special Trade $0 $0 0.0% 57.2%
Professional Services $0 $0 0.0% 20.0%
Other Services $9,070 $120 1.3% 33.0%
Commodities $29,432 $12,849 43.6% 12.6%
TOTAL $38,502 $12,969 33.7% N/A
FISCAL YEAR 1997
Category Total $ Spent Total HUB $ Per cent Statewide Goal
Spent
Heavy Construction $0 $0 0.0% 11.9%
Building Construction $0 $0 0.0% 26.1%
Special Trade $0 $0 0.0% 57.2%
Professional Services $0 $0 0.0% 20.0%
Other Services $9,516 $0 0.0% 33.0%
Commodities $5,842 $1,224 21.0% 12.6%
TOTAL $15,358 $1,224 8.0% N/A
FISCAL YEAR 1998
Category Total $ Spent Total HUB $ Per cent Statewide Goal
Spent

Heavy Construction $0 $0 0.0% 11.9%
Building Construction $0 $0 0.0% 26.1%
Special Trade $340 $340 100.0% 57.2%
Professional Services $0 $0 0.0% 20.0%
Other Services $8,323 $2,737 32.8% 33.0%
Commodities $21,680 $7,839 36.1% 12.6%
TOTAL $30,343 $10,916 36.0% N/A

As indicated in the tables above, the agency purchases relatively few goods and services. With the
exception of occasona computer equipment and software purchases, most of the agency’ s purchasesare
from either proprietary single source service providers (i.e., West Publications for law books, financid
industry statuteand regulationlibrary on CD-ROM, financid indtitutionindustry information database, asset
and liability management interest rate modeing for financia indtitution data, etc.) or the Generd Services

Commisson.

H. Doesthe agency have a HUB policy? How does the agency addr ess perfor mance
shortfallsrelated to the policy?
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Yes. Because of the smal number of purchases made by this agency, the agency’s HUB poalicy isto
try purchasing al non-supply items, except Sngle source items, from a HUB with the sate performance
measure of purchasing a least 20% from HUB vendors. The agency purchaser isingtructed to that effect
and the purchaser’ s progressis monitored by the Chief Adminigtrative Officer and Director of Corporate
Activities and Planning through the requisition gpproval and payment authorization process for each
purchase.

V. Organization

A. Pleasefill in the chart below. If applicable, list field or regional offices.

TEXAS SAVINGS AND LOAN DEPARTMENT
Exhibit 11: FTEs by L ocation — Fiscal Year 1998

Headquarters, Region, or Field L ocation Number of Number of
Office Budgeted Actual FTEs
FTEs, as of August 31,

FY 1998 1998

Headquarters (Only Office) Audin 10 9
Field Examination Staff Various (Personal 9 6

Residence)
TOTAL 19 15

Within the limitation of FTEs authorized by the Genera Appropriations Act, agency FTEs are
maintained at alevel consstent with the Sze and condition of the industry regulated. 101998, the growth
of the gate thrift system through converson of other depository financia ingtitutions (e.g., federa savings
associations, state and nationa banks) to the state savings bank charter was dower than anticipated when
the agency made its gppropriation request, due to uncertainty created by pending financia inditution
modernization |legidation before Congress.

B. What was the agency’s FTE cap for FY 19987

The agency’ sFY 1998 FTE cap in the Generd Appropriations Act was 19.

C. How many temporary or contract employees did the agency have as of August 31, 19987

No temporary or contract employees were on staff as of August 31, 1998. The agency may use
temporary employeesbriefly in theinitia phase of mortgage broker license gpplication processing between
September 1, 1999 and January 1, 2000. During this period 1,200 mortgage brokers and 3,000 loan
officers must be licensed.
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D. Pleasefill in the chart below.
TEXAS SAVINGS AND LOAN DEPARTMENT
Exhibit 12: Equal Employment Opportunity Statistics
FISCAL YEAR 1996
Minority Workfor ce Per centages
Job Total . )
Category Positions Black Hispanic Female
Agency Civilian Agency Civilian | Agency | Civilian
L abor L abor Labor
Force % Force % Force%
OfficialyAdministration 3 0% 5% 0% 8% 0% 26%
Professional 10 0% ™0 0% ™ 60% 44%
Technical 0 0% 13% 0% 14% 0% 41%
Protective Services 0 0% 13% 0% 18% 0% 15%
Par a-Professionals 0 0% 25% 0% 30% 0% 55%
Administrative Support 3 0% 16% 67 % 1% 67% 84%
Skilled Craft 0 0% 11% 0% 20% 0% 8%
Service/M aintenance 0 0% 19% 0% 32% 0% 2%
FISCAL YEAR 1997
Minority Workfor ce Per centages
Job Total ) -
Category Positions Black Hispanic Female
Agency Civilian Agency Civilian | Agency | Civilian
Labor Labor Labor
Force% Force % Force%
OfficialyAdministration 3 0% 5% 0% 8% 0% 26%
Professional 11 0% ™% 0% ™% 36% 44%
Technical 0 0% 13% 0% 14% 0% 41%
Protective Services 0 0% 13% 0% 18% 0% 15%
Par a-Professionals 0 0% 25% 0% 30% 0% 55%
Administrative Support 2 0% 16% 100% 1% 50% 84%
Skilled Craft 0 0% 11% 0% 20% 0% 8%
Service/M aintenance 0 0% 19% 0% 32% 0% 2%
FISCAL YEAR 1998
Minority Workfor ce Per centages
Job Total ) -
Category Positions Black Hispanic Female
Agency Civilian Agency Civilian | Agency | Civilian
L abor L abor Labor
Force% Force % Force%
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Officials Administration 3 0% 5% 0% 8% 0% 26%
Professional 11 % ™% 0% ™% 36% 44%
Technical 0 0% 13% 0% 14% 0% 41%
Protective Services 0 0% 13% 0% 18% 0% 15%
Par a-Professionals 0 0% 25% 0% 30% 0% 55%
Administrative Support 3 0% 16% 100% 17% 67% 84%
Skilled Craft 0 0% 11% 0% 20% 0% 8%
Service/Maintenance 0 0% 19% 0% 32% 0% 2%
E. Doesthe agency have an equal employment opportunity policy? How does the agency
address performance shortfallsrelated to the policy?

The agency has an EEO policy. The agency’s god isto hire the best qualified individuals regardiess
of race, ethnicity, nationd origin, gender or sexua preference with the objective of achieving personnd
diversty consstent with the population. Because of the agency size (number of FTES), turnover hasin
recent years only provided the opportunity to hire two or three individuds annudly. Asindicated in the
professona category for FY 1998, progress has been made and would be better than indicated for both
FY 1998 and FY 1997 if Adan minorities were considered.

Agency requirements in the professond and officids category include significant experience in the
financid inditution industry, or regulation thereof. Therefore, the population of available candidates is
limited by the demographics of thefinancid inditution industry. Agency sizeonly permits hiring candidates
without specific industry experience in one or two examiner postions at atime. In FY 1998, the agency
enjoyed greater success in atracting qudified minority candidates than in other recent years, but retention
of thoseindividuashasnot been good. Frequently, quaified minority examinersarehired, and oncetrained
by the agency, are hired away by the financid indtitution industry a higher pay, or into jobs requiring less
travel.

VI. Guide to Agency Programs

Please complete this section for each agency program (or each agency function, activity, or service).
Copy and paste the question boxes as many times as needed to discuss each program. Please contact
Sunset staff with any questions about applying this section to the agency.

PROGRAM: Regulation and Supervision of State Chartered Savings Banks
and Savings and L oan Associations

A. Please complete the following chart.
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TEXAS SAVINGS AND LOAN DEPARTMENT
Exhibit 13: Program Information — Fiscal Year 1998

Name of Program Regulation and supervision of state chartered savings
banks and savings and loan associations.

L ocation/Division Austin, Texas/ Only Office

Contact Name John T. De Marines

Number of Budgeted FTEs, FY 1998 19.0

Number of Actual FTEs- August 31, 15.0

1998

The agency maintains its operating expenditures and FTE's at a level consistent with the size and
condition of the industry it regulates. When pending federa legidation slowed expected conversion of
federaly chartered ingtitutions to the state system, the agency deferred hiring the additiona staff budgeted
to examine these ingtitutions.

B. What arethe key services and functions of this program? Describe the major program
activitiesinvolved in providing all services or functions.

The agency’ s savingsindtitution program reates to the examination, supervison and regulation of Sate
chartered savingsingitutions. The key functionsrelated to this program are (@) on-Ste examinations of
savingsingitutions, (b) extensivesupervisory monitoring using dl availableinformation about the operations,
financid condition and safety and soundness of regulated ingtitutions, including call reports, audit reports,
gpplication submissions and other requested data; (c) evauation and approval or denial of corporate
goplications to branch, merge, reorganize, or acquire control of state chartered savings ingdtitutions; (d)
intiation of enforcement actions to correct unsafe or unsound activities or statutory and regulatory
violations, (€) review and resolve consumer complantsinvolving regulated ingtitutions; and (f) promulgation
of regulations in conjunction with the Finance Commisson.

C. When and for what purpose was the program created? Describe any statutory or other
requirementsfor this program.

Chartering and regulation of state savings and loan associations was separated from the Department
of Banking in 1961, with the creation of the Savings and Loan Department.  This change in regulaory
structure was a direct result of the thrift industry’ s desire for its own independent regulator and to create
an environment more conducive to the granting of new thrift charters and branch network expansion. With
that change, the current program of savings inditution chartering separate from commerciad banks was
established and athrift regulatory structure was established to provide oversght, regulation, and supervision
of date chartered thrift inditutions and ensure that those indtitutions were operated in a safe and sound
manner.

The program’ s statutory duties withrespect to the state chartered thrift system are established through
the provisions of the Texas Savings Bank Act and the Texas Savings and Loan Act in responseto the
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Texas Condtitution mandate that “ The Legidature shdl by generd law, authorize the incorporation of state
banks and savings and loan associations and shdl provide a system of State supervision, regulation and
control of such bodies which will adequately protect and secure the depositors thereof.”

D. Describe any important history not included in the general agency history section,
including adiscussion of how the services or functions have changed from the original
intent. Will there beatimewhen the mission will be accomplished and the program will
no longer be needed?

With the enactment of FIRREA in 1989, the dtate savings and loan system was subjected to an
unprecedentedly burdensomeregulatory structureimposing higher costsand regulatory obligationson sate
chartered savingsassociations. Numerous state savingsassoci ations converted to afederd charter toavoid
these additiona costs and redundant regulatory structure. In 1993, the Texas Savings Bank Act was
enacted to ensure that the state continued to have a viable State chartered thrift industry. State savings
banks, like savings and loan associaions, are required by law to maintain a sgnificant portion of their
investment portfolio in housing and housing rdaed loans and investments.

The regulation and supervison of savings inditutions and other depository financid inditutions is a
continuing obligation of government. As such, there will not be atime when the missonis completed and
no longer needed.

E. Describe who this program serves. How many people or entities are served? List any
qualifications or eligibility requirementsfor receiving services or benefits.

The program serves al the people of Texas by ensuring a safe and sound banking system to meet the
credit needs of consumers, smal businesses and othersindividuals for resdential housing and red edtate
finance. The deposit and credit services of savings inditutions are available to dl persons and business
entities. There are no qudifications or eigibility requirements associated with these services.

F. Describe how the program isadministered. Include flowcharts, timelines, or other
illustrations as necessary. List any field or regional services.

The program isadministered by the Savings and Loan Commissioner. Examinations are performed by
fidd examiners under the supervison of the Chief Examiner. The strategies of monitoring, enforcement,
application processing and administrative support are directed by the Director of Corporate Activities
and Planning. Supervisory Anaysts function as off site monitors of all activities of assigned savings
institutionsbetween examinations. TheChief Administrative Officer supervisestheadministrativeand
human resource functions of the agency and serves as the agency’s chief accounting officer. The
program is administered entirely from the headquarters office with field examiners on constant travel
status and headquartered from their homes at various locations around the state.
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G. If the program works with local units of gover nment, (e.g., Councils of Gover nments, Sail
and Water Conservation Districts), please include a brief, general description of these
entities and their relationship to the agency. Briefly discuss any memorandums of
under standing (M OUs), interagency agreements, or interagency contracts.

Thereis no direct involvement with local units of government.

H. Identify all funding sources and amountsfor the program, including federal grants and
pass-through monies. Describe any funding formulas or funding conventions. For state
funding sour ces, please specify (e.g., general revenue, appropriationsrider, budget
strategy, fees/dues).

As a single program agency in FY 1998, funding sources for this program are identical to the
funding sources for the agency as a whole as described in 1V(b). All funds are derived from the
regulatedinstitutions. No federal fundsareavailable, but somevery limited subsidy related to examiner
training is provided.

. Arecurrent and future funding resour ces appropriate to achieve program mission, goals,
objectives, and perfor mance targets? Explain.

Y es. In addition to application fees that are set by rule, the statute provides for an annual fee for
each ingtitution. Theannual feeisan assessment based on the savingsinstitution’ sasset size. Thefee
ispaid in quarterly installments and can be modified, with consent of the Finance Commission, to
ensure that agency revenue provides an adequate funding source to cover the agency’s cost of
operations and assure achievement of itsmission. Becausefinancia institution chartersare extremely
competitive and a savings institution has the option of changing to an alternate charter (i.e., to astate
or national bank, or federal savingsassociation), asignificant incentive existsfor the agency toremain
extremely efficient in order to keep overal regulatory costs competitive with those of other charters.

J. ldentify any programsinternal or external to the agency that provide identical or similar
services or functions. Describe the similarities and differences.

Financial ingtitution charters similar to the state savings ingtitution charter are available from the
Office of Thrift Supervision (federal savings association), Texas Department of Banking (state
commercia bank), Texas Credit Union Department (state credit union), the Comptroller of the
Currency (national bank charter) and the National Credit Union Administration (federal credit union).
All state savings ingtitutions are also regulated by one of the federal banking agencies. state savings
and loan associations by the Office of Thrift Supervision, state savings banksthat are members of the
Federa Reserve Bank by the Federal Reserve, and non-member state savings banks by the Federal
Deposit Insurance Corporation.

Savingsingtitutionsaredistinguished from other depository institution chartersthrough the statutory
requirement that a significant portion of their assets must be invested in housing and housing-related
loans and investments. Due to their concentration of mortgage lending, savings institutions must
empl oy sophisticated investment techniquesto control theinterest raterisk intheir investment portfolio.
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Interest rate risk management in savings ingtitutions is often more complex than in other types of
depository institutions and, therefore, familiarity with and understanding of such techniques is an
important factor in the choice of regulator by these ingtitutions. Consequently, most savings
institutions regulated by the agency contend that the only comparable aternative charter is afedera
thrift charter.

K. Discuss how the program is coordinating its activities to avoid duplication or conflict with
the other programslisted in Question J and with the agency’s customers.

State SavingsBanks. All state savings banks are subject to the federal regulatory jurisdiction of
the FDIC. The agency coordinates all regulatory actions with the FDIC and emphasisis placed on
regular communication with the FDIC. Examinations are performed jointly with one examination
report issued and supervisory actions are coordinated. Whenever possible, enforcement actions are
joint and a a minimum the particulars of the enforcement action are coordinated to minimize
duplication and/or conflicting regulatory requirements. To reduce duplication in the application
process, the agency permits applicants to submit FDIC application forms and supplement the FDIC
application by letter for any unique state requirements or additiona information the agency needs.
Final application approval is coordinated with the FDIC to assure consistent results and full sharing
of information.

There are currently no state savings banksthat are Federal Reserve Bank members and subject to
its regulatory jurisdiction.

State Savings and L oan Associations. The Office of Thrift Supervision isthe primary federal
regulator for these ingtitutions and the agency performs alternating examinationswith the OTS. This
reduces examination duplication, but islessdesirable than thejoint program with the FDIC because
of thelong delay between on-site visits by the examination staffs of each agency. All other regulatory
activities and actions are coordinated in essentially the same manner as with the FDIC. At July 31,
1999, there is only one state chartered savings and loan association in Texas. All others have
converted to the state savings bank charter.

L. Please provide any additional information needed to gain a preliminary under standing of
the program.

No additional information required.

M. Regulatory programsrelate to thelicensing, registration, certification, or per mitting of
a person, business, or other entity. If thisisaregulatory program, please describe:

why the regulation is needed;

the scope of, and procedures for, inspections or audits of regulated entities;
follow-up activities conducted when non-compliance is identified;

sanctions available to the agency to ensure compliance; and

procedures for handling consumer/public complaints against regulated entities.

OO OO
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The regulation provided by this program is needed to ensure a safe and sound system of thrift
ingtitutions in Texas and to assure that the State has a role and influence with respect to the thrift
industry operating in Texas. The thrift industry in Texas, including state and federal ingtitutions,
consists of more than $40 billion of financial assets. Since nationally chartered banks and thrifts are
not required to comply with all state laws because of federa preemption, the only way the state can
have arole in influencing this industry is through the maintenance of a strong and competitive state
thrift system. Theindustry has consistently stated its strong support for astate thrift regulatory system
that remains independent of the regulatory structure for commercial banks.

The program of regulation of the state chartered thrift industry is based primarily on regular
examination of the institutions under the agency’s jurisdiction, comprehensive off site monitoring
between examinations, initiation of prompt and appropriate enforcement actions when problems are
identified to ensure corrective action, careful review of applicationsfor corporate changes, particularly
relating to acquisition of control of a savings institution, and investigation of consumer complaints.
These procedures and activities are described more fully below.

Examination. Examination of state savings banksis performed jointly with the FDIC and ajoint
report of examination is issued to the savings ingtitution at the conclusion of the examination.
Examination frequency is determined by the ingtitution’ s size and rating under the Uniform Financial
Institution Rating System. Examinersnormally spend aweek in the office, or aconvenient FDIC field
office, reviewing informationrequested fromtheingtitutioninadvance, establi shing examination scope,
reviewing minutes and performing selected analysis. Examiners then spend two to four weeksin the
ingtitution examining records, verifying financial data, evaluating policies and systems, testing
compliance with statutes and regulations and reviewing the institution’ s operations and examination
findingswith appropriate officers. At the conclusion of the examination field work, an exit conference
is held with management and, if warranted, with the institution’s board of directors to discuss
examination findings and conclusions.

A written examination report is completed in the agency office, or aconvenient FDIC field office.
Thefina draft of thereport isagreed to by both the state and FDIC examiner-in-charge and forwarded
to the FDIC Regiona Office and the agency for fina review and editing. Typicaly, the FDIC
processesthereport initsfinal bound form and forwardsit to the agency for signature. When received
at the agency, acopy of thereport is circulated to the Commissioner and other supervisory personnel.
The supervisory analyst responsible for the agency’ s off-site monitoring of the institution reviewsthe
report of examination when received from the FDIC and prepares afile summary of the report. The
analyst also drafts aletter transmitting the report to the institution. Frequently, supervisory comments
are included requiring additional information, follow up reporting, or providing instruction to the
ingtitution regarding required remedial action. The Director of Corporate Activities and Planning
reviews the report and supervisory letter prior to its mailing. Institutions are normally requested to
respond in writing within a specified period.

Monitoring. A supervisory anayst isassigned acaseload of twelveto fourteen savingsinstitutions
to monitor between examinations. The supervisory analyst works closely with the Director of
Corporate Activitiesand Planning to maintain asupervisory history, institution profile and supervisory
plan for each ingtitution. The analyst reviews examination reports, independent audit reports,
applications and all correspondence with savings institutions included in their caseload. The analyst

August 1999 Sunset Advisory Commission 27



Texas Savings and Loan Department: Self-Evaluation Report

draftsvirtually al written correspondencewith theinstitution and frequently respondsto questionsfrom
the institution regarding requirements of the applicable statutes, regul ations and policies of the agency.
The analyst reviews quarterly call report submissions from each ingtitution, makes follow-up inquiry
for additional information and prepares quarterly supervisory reports summarizing the activities of al
savingsinstitutions under the agency’ sjurisdiction. The analyst also maintainsvariousindividual and
aggregate tracking and analysi s reports as required.

Enfor cement. Enforcement actionsaretypically theresult of examination and monitoring activities
of the agency. All enforcement actions are coordinated with the FDIC and, whenever possible, the
actions are taken jointly to ensure uniform regulatory action by both the state and federal agencies.
Actions may be informal or formal depending on the nature and seriousness of the issue and
management’ spast responsivenessto regulatory concerns. Enforcement actionsusually involveat least
one meeting with the institution’ s board of directors.

Informal actions are generally accomplished by written directive from the agency to take, or cease
an action and may be used in circumstances where the institution is well capitalized and there are
grounds for confidence that the management and directors of the institution will respond promptly and
affirmatively to the directive.

Forma enforcement actions are orders of the commissioner enforceable in District Court and
include: an order to cease and desist from a particular action, or to take an affirmative action, or both;
an order removing or prohibiting aperson from participating in the affairs of the savings ingtitution or
any other institution under the jurisdiction of the agency; an order requiring divestiture of control of a
savingsingtitution; an order requiring aperson to pay an administrative penalty of up to $25,000; or an
order placing the affairs of the savings institution under the control of a conservator. Whenever
possible, formal enforcement actions are issued jointly with the FDIC; however, more frequently the
FDIC defers to the State to initiate enforcement actions because the agency is able to take action more
quickly and with less administrative delay.

In less serious supervisory situations, a Memorandum of Understanding may be entered into as a
signed agreement between the board of directorsand the Commissioner with the board agreeing to take
particular corrective action within aspecified time period to address an unsafe and unsound condition.
Such agreements are normally reached in consideration for the Commissioner’ sforbearance from the
more formal issuance of a cease and desist order.

Provisions are available for appeal of an order to the Commissioner with a hearing and
reconsi deration; however, in such situations, the order isnot stayed during any appeal process. Orders
of the Commissioner are subject to judicia review in Travis County District Court.

Application Processing. The Savings and Loan Commissioner has authority to charter state
savings banks and savings associations. Additionally, state chartered savingsingtitutions are required
to obtain approval of the Commissioner for certain corporate transactions such as: establishing an
additional office, investing in a subsidiary corporation, merging with another ingtitution, bulk sale or
purchase of assets or deposits, or acquisition of control of asavingsinstitution. Approval is obtained
by submitting an application or notice to the agency with the prescribed application fee. The

Sunset Advisory Commission 28 August 1999



Texas Savings and Loan Department: Self-Evaluation Report

application is reviewed and evaluated by the supervisory analyst responsible for the ingtitution, and
supplemental informationisrequested from the applicant if necessary. When the applicationisdeemed
complete, ahearing is set, if required. Notice of the application is given to the industry by the agency
and the applicant is required to publish notice regarding the application to the genera public. If no
protest of the application isreceived, the Commissioner may waivethehearing. Theapplicationisalso
reviewed by Director of Corporate Activities and Planning, who works with the analyst to draft the
order for approval or the letter of denia as appropriate. In either case, the recommendations of the
analyst and director are made to the Commissioner for final determination of application approval or
denia. Deniasare subject to judicia review in District Court.

Consumer Complaint Resolution. Consumer complaints regarding state chartered savings
inditutions may be made in writing to the agency. When acomplaint is received, it is reviewed by the
analyst monitoring the ingtitution and the complainant is sent an acknowledgment letter. The analyst
refersthe complaint to the managing officer of the institution against whom the complaint is made and
requests a complete response within 30 days. After receiving the response from the institution, the
analyst evaluates the response to determine whether additional information is needed. In rare cases,
usually when possible fraud or safety and soundness issues are of concern, an on siteinvestigation is
performed. Theanayst makesafinal determination of whether applicablefinancia institution statutes
or regulations have been violated. Theanalyst draftsafina written response to advise the complainant
and the savings institution of the results of the agency’s review and forwards it to the Director of
Corporate Activitiesand Planning for approval and signature. Normally, thiscomplaint processresults
in the savings institution working aggressively to resolve its customer complaint.

N. Pleasefill in the following chart for each regulatory program. The chart headings may be
changed if needed to better reflect the agency’s practices.
TEXAS SAVINGS AND LOAN DEPARTMENT
(Regulation of the State Chartered Thrift Industry)
Exhibit 14: Complaints Against Regulated Entities— Fiscal Years 1997 and 1998
FY 1997 FY 1998

Number of complaintsreceived 25 21
Number of complaints resolved 26 22
Number of complaints dropped/found to be 0 0
without merit
Number of sanctions 0 0
Number of complaints pending from prior 2 1
years
Averagetime period for resolution of a 1 day 1 day
complaint
Number of entitiesinspected or audited by the 19 25
agency
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Total number of entitiesregulated by the 24 25
agency

The average period for resolution of acomplaint isan agency performance measure and is calculated
fromthe date that the agency hasdl information required to render adecision on the facts and merits of the
complaint. Typicdly fromthetimethe agency receivesthe complaint to completion of itsreview and thefind
correspondence to the complainant takes an average of 30 to 45 days.

PROGRAM: Licensing and Regulation of M ortgage Brokers Doing Businessin Texas
(NEW PROGRAM BEGINNING IN FY2000)

A. Please completethefollowing chart.

TEXAS SAVINGS AND LOAN DEPARTMENT
Exhibit 13: Program Information — Beginning Fiscal Year 2000

Name of Program Licensing and regulation of mortgage brokers doing
businessin Texas.

L ocation/Division Austin, Texas/ Only Office

Contact Name James L. Pledger

Number of Budgeted FTEs, FY 2000 5.0

B. What arethekey services and functions of this program? Describe the major program
activitiesinvolved in providing all services or functions.

Under the Mortgage Broker License Act enacted by the 76th Legidature, the agency received
authority for anew program beginning September 1, 1999, with the program’ s key functions being to: (a)
license Texas mortgage brokers and loan officers;, (b) investigate consumer complaints, (c) initiate
disciplinary action necessary to enforce the statute and protect consumers; (d) establish and monitor
continuing education requirements, and (€) promulgate regulation pursuant to the statute.

C. When and for what purpose was the program created? Describe any statutory or other
requirementsfor this program.

Until the enactment of the Mortgage Broker License Act (Subtitle E, Title 3, Texas Finance Code),
the mortgage broker industry waslargely unregulated with respect to its primary business of originating first
lienhome mortgages. Mortgage brokers have been credited with originating more than haf of the mortgage
loans made nationwide and recent reports have indicated that this number could be as high as 70 percent.
Texas consumers did not have a centrd facility for lodging complaints in these transactions and no
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experience or educationa standards existed in the Sate to ensure that mortgage brokers were competent
or responsible. Thegatute establishes such stlandardsand providesfor the active investigation of complaints
for the protection of Texas consumers. Other statutesrelated to this program and specificdly to mortgage
origingioninclude: the Redl Edtate Settlement Procedures Act; Truth in Lending Act; and the Equal Credit
Opportunity Act. All of these additiona statutes gpplicable to mortgage brokers are federa statutes.

D. Describeany important history not included in the general agency history section,
including adiscussion of how the services or functions have changed from the original
intent. Will there beatimewhen the mission will be accomplished and the program will
no longer be needed?

During the enactment of the statute, the two key trade associations promoting its enactment found
themsdvesin disagreement about which agency should serve asregulator for mortgage brokers. The Texas
Association of Mortgage Brokers supported the Office of the Consumer Credit Commissioner and the
Texas Association of Redtors supported the Texas Red Egstate Commisson. Unable to resolve this
disagreement, they each gpproached thisagency because of itslong standing experiencein mortgagelending
through savings indtitutions.

The regulation of mortgage brokersis an ongoing regulatory process designed to protect consumers
in mortgage lending transactions related to brokers. It is not expected that this will reach a point of
completion whereit will no longer be necessary.

E. Describewho this program serves. How many people or entities are served? List any
qualifications or eligibility requirementsfor receiving services or benefits.

Mortgage brokers originate more than haf of the mortgage loans nationwide and athough no datais
available asto the percentage of mortgage loans originated by mortgage brokersin Texas, it is expected to
be equdly sgnificant. Individuaswho perform these activities for depository financid ingtitutions such as
savings and loan associations and savings banks operate in a highly regulated environment designed to
protect consumers and ensure availability of credit to dl consumers.

The mortgage broker licensing and regulation program extends this consumer protection to individuas
who obtainfirst lien resdentia mortgages through mortgage brokersthat are not employees of adepository
finencid indtitution. Because mortgage brokers collectively originate at least asmany mortgageloansasthe
thrift industry, this program establishes standards of education and conduct and provides for active
investigation of complaints as an important new element of protection for Texas consumers.

Potentia mortgage broker licensees served by the program are estimated by the Texas Comptroller
of Public Accountsto include 1,200 mortgage brokersand 3,000 loan officers. Thequdificationsto receive
a license are st forth in the governing statute and include a combination of education, training and
experience.

F. Describe how the program isadministered. Include flowcharts, timelines, or other
illustrations as necessary. List any field or regional services.
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The program will be administered by aDirector of Mortgage Broker Licensang whowill report directly
to the Commissioner. Thismanager will serve asthe primary supervisor of anadminigtrative saff (3.5 FTES)
and will receive support of the agency’s Generd Counsd (.5 FTE), who will dedicate gpproximately half
time providing legd advice regarding investigations and enforcement actions, hearings, and rule making
related to this program. The other half of the Generd Counsd’stime will be dedicated to reguletion of the
state chartered thrift industry. The program will be administered from the agency’ s headquarters office with
occasond trave to various aress of the state to investigate complaints and disseminate information to
licensees and consumers.

G. If theprogram workswith local units of government, (e.g., Councils of Gover nments, Soil
and Water Conservation Districts), please include a brief, general description of these
entities and their relationship to the agency. Briefly discuss any memorandums of
under standing (M OUs), interagency agreements, or interagency contracts.

No direct involvement with locd units of government is anticipated.

H. Ildentify all funding sources and amountsfor the program, including federal grantsand
pass-through monies. Describe any funding formulas or funding conventions. For state
funding sour ces, please specify (e.g., general revenue, appropriationsrider, budget
strategy, fees/dues).

Fundsfor this program come from generd revenue but, asfor al Article VI11 agencies, are reimbursed
through fees and assessments paid by the regulated entities. Mortgage brokers will pay a biennia license
fee of up to $375 and loan officers required to be licensed by the act will pay abiennia licensefee of up to
$175. Adminidrative pendty fines for violation of the satute and a fee for registering new branch office
locations of mortgage brokers will provide supplemental funding to the program. Appropriations are
provided in the agency’ s bill pattern by Rider 6: Contingency Appropriationsfor S. B. 1074. All feesand
fineswill be deposited to genera revenue.
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I. Arecurrent and future funding resour ces appropriate to achieve program mission, goals,
objectives, and perfor mance targets? Explain.

Aswith the agency’s program for regulating state chartered savings indtitutions, licensing fees will be
st a alevd adeguate to cover al cogts of administering the program. At present, the exact number of
potentia licensees under the Mortgage Broker License Act is not known. Further, the full extent of
complaint investigation, adminigtrative hearings and other actions required to enforce the provisions of the
statute can only be estimated. While the upper limit of fees established in the statute was established based
uponthe agency’ s estimation of the costs to conduct this program, as the agency gains experience with the
programand the actual number of licenseesinvolved isascertained, these statutory licensing feeswill require
reevauation and may require revison to fully fund the program.

J. ldentify any programsinternal or external to the agency that provide identical or similar
services or functions. Describe the similarities and differences.

Mortgage origination is an important business component of the thrift industry and as such is very
familiar to the agency. Likewise many agency personnd are familiar with the federa statutes that are also
applicable to mortgage brokers.

This program is Smilar to the regulation of home equity lenders and second lien lenders conducted by
the Officeof the Consumer Credit Commissioner (OCCC), athough these programsare oftenlikely to share
more Smilarities with generd consumer lending.

K. Discusshow the program is coordinating its activities to avoid duplication or conflict with
the other programslisted in Question J and with the agency’s customers.

Some mortgage brokers engage in the types of lending that require licenses from the OCCC.
Background checks may have aready been completed by OCCC for some of these mortgage brokers. In
licenang mortgage brokers under this program, the agency will make the maximum use permitted by statute
of crimina background checks dready completed by OCCC to minimize duplication and cost for these
Texas businesses.

To the extent possible, the agency has dso been willing to accept data in formats other than theform
it prescribesin order to reduce regulatory burden on savings banks and it will continue to do so, whenever
possible, for mortgage brokers.

L. Pleaseprovide any additional information needed to gain a preliminary under standing of
the program.

No additiond information required.
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M. Regulatory programsrelate to the licensing, registration, certification, or permitting of a
person, business, or other entity. If thisisaregulatory program, please describe:

why the regulation is needed;

the scope of, and procedures for, inspections or audits of regulated entities;
follow-up activities conducted when non-compliance is identified;

sanctions available to the agency to ensure compliance; and

procedures for handling consumer/public complaints against regulated entities.

DO OO OO

Desgnation of the Savings and Loan Department as the licenaing agency permits full utilization of the
agency’s experience in regulating resdentid red edtate lending in Texas. Prior to the 1980's, date and
federal savings and loan associations provided the mgority of mortgage credit to borrowers requiring
resdential housing financein Texas and the nation. With the advent of securitization of mortgage loansand
the related national development of the secondary market for mortgage loans, the pool of available credit
for housing was greetly expanded and it became possible for non-depository inditutionsto actively engage
in mortgage origination. As aresult of this trangtion, mortgage brokers became a sgnificant source of
resdential housing crediit.

Today, savingsingditutionscontinueto makeamost 30% of firgt lien mortgageloans, directly or through
ther subsdiaries. The agency’s experience in regulating these depository mortgage lenders gives its
management and staff broad experience in this type of lending, resulting in a perfect fit with the gat€ snew
mortgage broker licensng program.

Licensing. Unless specificaly exempted, mortgage brokers and the loan officerswho work for them
will be required to apply to and obtain alicense from the agency. The statute contemplates the licensing of
individud mortgage brokersrather than licensing of the corporate and other business entities through which
they oftenoperate. Theagency will, however, maintain dataregarding the names and addresses of business
entities through which alicensee operates and dl branch addresses of such entities.

The agency will determinewhether an gpplicant for amortgage broker or loan officer license meetsthe
educationa, training and experience requirements of theact and it will perform acrimina background check
of the gpplicant. The agency will maintain records of dl licensees and make information regarding which
individuas are licensed available to the public.

Employeesof adepository financid inditution, itssubsdiary or &ffiliate, an insurance company licensed
or authorized to do businessunder thestate I nsurance Code, mortgage bankers, and 501(c)(3) organizations
are exempt from the act and not required to obtain alicense provided the employeeisacting for the benefit
of the employer.

Continuing Education. Under the program, the Commissioner will establish criteriafor educationd
programs and courses that meet the statute’ s continuing education requirements for mortgage brokers and
loanofficers. Licensed mortgage brokersand |oan officers must complete 15 hours of continuing education
biennidly to be digiblefor licenserenewd. The agency will maintain continuing education records for each
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licensee and maintain alist of quaifying course criteria. The agency will aso approve course sponsors and
specific courses for qudification under the continuing education regquirement.

Complaint Investigation. Investigation of the activities of mortgage brokersis generaly consumer
complant driven under the statute. There is no provison for regular examination of mortgage broker
operations to ensure compliance with statutory and regulatory requirements. The consumer complaintswill
be actively investigated and corrective actions required for compliance with the statute. The agency will
maintain arecord of al consumer complaints made againgt alicensee.

The Commissioner may impose an adminigrative pendty of up to $2,500 on a licensee who violates
the statute, issue a cease and desist order, or after hearing, take disciplinary action againgt a licensee who
violates the statute. A mortgage broker recovery fund is established by the statute and maintained by the
agency from payments of $20 with each license gpplication and renewa. The purpose of the fund is to
remburse aggrieved persons to whom a court has awarded damages because of the actions of alicensee.
The Commissioner may revoke alicenseissued under the statute in caseswhere such payment ismade from
the recovery fund.

Rulemaking. Under the Mortgage Broker License Act, rule making authority isvested inthe Savings
and Loan Commissioner, subject to review and direction of the Finance Commisson, smilar to the rule
making authority of the Banking Commissioner in the funerd services industry and the Consumer Credit
Commissioner’ s rule making authority for pawnshops.

Program policies, procedures and regulations are currently being developed for implementation after
the statute becomes effective on September 1, 1999.

N. Pleasefill in thefollowing chart for each regulatory program. The chart headings may be
changed if needed to better reflect the agency’s practices.

Exhibit 14: Complaints Against Regulated Entities is omitted because the mortgage broker
licensing program begins September 1, 1999, and, therefore, has no complaint history.

VII. Agency Performance Evaluation

A. What arethe agency’s most significant accomplishments?

1. Rebuilding a Sound State Thrift System. The most significant accomplishment of the
agency is rebuilding a hedlthy and viable state chartered thrift system after the financia crisis of the
1980's. Since that time the state thrift system has shown aremarkable recovery. Every state chartered
thriftinstitutionisnow considered well capitalized and rated “ satisfactory” for year 2000 preparedness.
96 percent of theinstitutions are rated by both state and federal regulatorsin the two highest categories
of the CAMEL Srating system. Industry capital has continually improved and nonperforming assets
have declined. Inaddition, during 1998, the regul ated assets of the agency increased by 51 percent and
now stand at $12.9 billion.
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2. Development and Enactment of a New Competitive State Savings Bank Charter. A
cornerstone of the rebuilding of the state thrift system isthe enactment of the Texas Savings Bank Act
in 1993. Thismodel legidation was devel oped based upon the Model Savings Bank Act adopted by
the American Council of State Savings Supervisors (ACSSS). The Department was instrumental in
thedevel opment of thismodel |egislation onthenational level throughthe Commissioner’ sparticipation
on the committee that drafted the model act, which has been used as afoundation for all saving bank
statutes throughout the country over the past decade.

In Texas, the Department was the key proponent of the enactment of the legidation which
provides a savings institution charter with a competitive regulatory structure and the flexibility in
powers to compete effectively in an increasingly competitive market. The act also provides strong
regulatory and enforcement authority to ensure a safe and sound industry within awell regulated state
thrift system.

The agency continuesto attract interest in new savings bank charters and conversions from other
charterswith interest by applicantswith both thrift and commercial banking experience. Currently four
de novo charters are in various stages of organization under the application process and discussions
continue almost daily with representatives of interested parties considering both new charters and
conversions of existing ingtitutions to the state savings bank charter.

2. Improving Efficiency in Departmental Operations with Strong Budgeting and
Expenditure Management. Since the crisis of the 1980's, the size of the state thrift system has
fluctuated dramatically. Through strong budgeting and management, the agency hasbeen ableto adjust
its operations to match the demands of these changes. These adjustments have been possible through
regular cross training and emphasis on internal operational controls.

B. Describetheinternal process used to evaluate agency performance, including how often
performanceis formally evaluated and how the resulting information is used by the
policymaking body, management, the public, and customers.

The primary measure of the agency’s performance is the condition of the state chartered thrift
industry and its ability to maintain astrong, cooperative working relationship with the Federal Deposit
Insurance Corporation, the federal regulator for state savings banks. Another measure of the agency’s
performanceisitseffectivenessin communicating with the savingsingtitutionsunder itsjurisdictionand
its responsiveness to the needs of the public and the institutions it regul ates.

Performance Measures. The agency’s performance measures, agreed to by the Legidative
Budget Board and the Governor’'s Office of Budget and Planning, are key evaluative indicators.
Measures regarding both the size of theindustry and the percent of safe and sound ingtitutions are key
indicators of the success of the examination process and rel ated monitoring and enforcement activities.
Additionally, the performance measures relating to the timeliness of responses to applicationsfiled by
savingsingtitutions and complaintsreceived from the public arekey indicators. The agency’ sprogress
in achieving these measuresis evaluated quarterly in the formal process of reporting the measures.
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M anagement Participation and Review. A key to assuring the effectiveness of the agency’s
performancein achieving qualitative measuresisthe commitment and action by management and other
senior staff to ensure quality is maintained. The agency’ swork is cooperative and collaborative effort
by management and staff. Everyone’'s work product is reviewed by someone else. No written
correspondence (I etter or report) leavesthe office, whether prepared by Commissioner or staff, without
a second review before the document is released. Additionally, all correspondence is circulated to
Commissioner and staff to assure collaboration and a sharing of information. Work performed by
examiners and supervisory anaystsisin all casesreviewed by more senior personnel. Internal reports
are prepared in connection with the quarterly analysis of call report financial data submitted by each
institution. The Quarterly Supervisory Report to the Commissioner focuses not only on key measures
of how regulated institutions performed during the quarter, but also reports on examination timeliness,
history andfollow-upon'Y 2K compliance, timely review of examination reportsand independent audit
reports, etc.

Industry Satisfaction Survey. Financia institutions have several charter alternativesto achieve
their business objectives. While the agency must remain effective in addressing issues of regulatory
compliance and matters affecting the safe and sound operation of state chartered savings ingtitutions,
the agency must communicate effectively with the industry and be responsive to questions and
applications. Theagency must befair and consistent in applying policies, regulations and statutes, and
must not be arbitrary in the regulation of an institution (i.e., the standards must be the samefor al). To
evaluate the agency’ s effectiveness in achieving these issues, the agency conducted a written survey
of the chief executive officers of al state chartered thriftsin 1998. The survey was completed by 54%
of the CEO’ s and clearly indicated the agency’ s successin achieving the desired performance. The
full results of thissurvey areincluded in the agency’ s Strategic Plan for 1999-2003. The agency plans
to make this survey aregular part of the biennial planning process.

Survey of Organizational Excellence. The agency has participated twice in the Survey of
Organizational Excellence conducted by the University of Texas. The survey results areincluded in
the agency’ s Strategic Plan for the 1999-2003 period and reflect ahighly favorable view of the agency
by its employees.

Accesstothe Commissioner. When warranted by important events or i ssues, the Commissioner
has invited the chief executive officers of the savings institutions under the agency’s jurisdiction to
attend group discussion meetings with the Commissioner. Such ameeting was held as“A Day With
the Commissioner” after enactment of the Texas Savings Bank Act to discuss changesin the agency
and opportunitiesunder thenew act. 1n 1998, ameeting washeld that included the Chairman and other
interested members of the Finance Commission to discuss the Finance Commission’s review of
combining the agency’ s regulation with the Department of Banking. This meeting, which was well
attended by some 30 CEO’ sfrom both state and federally chartered savingsinstitutions, provided the
agency and the Finance Commission a better understanding of the industry view of the importance of
maintaining astate savingsbank charter asavital and distinctivefinancia institution charter to enhance
the dua thrift system in Texas. Asadirect result of this meeting with savings ingtitution CEO’s, the
Finance Commission passed a resolution supporting the state savings bank as an independent and
separately regulated state charter aternative needed to strengthen and expand the state’ sthrift system
to serve the credit needs of citizens.
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The Commissioner also issuesaquarterly newsdetter to industry CEO’ sto communicateimportant
and timely issues at both the state and federal level that affect the regulation of the industry. Thisis
combined with the Commissioner’ sregular attendance and presentations at sel ected industry meetings
and conferences.

Review of Commissioner’s Performance. On several occasions over the past few years, the
Finance Commission has conducted formal reviews of the performance of the commissioners under
their oversight. In 1999, the Finance Commission reinstated thisreview process. Each commissioner
submitted a statement of goas and objectives that was reviewed and modified by the Finance
Commission. See Exhibit B for acopy of the mid-year performance report.

The results of these surveys, meetings and performance measures are reported to the Finance
Commission and considered by management in establishing policies and adapting agency procedures
and regulations to better serve its constituents and ensure accomplishment of the agency’ s mission.

C. What arethe agency’s biggest opportunities for improvement?

1. Continued Promotion and Expansion of the Dual System through the State Savings
Bank Charter. The state savings bank charter is viewed by many as the most progressive and
innovative financial ingtitution charter in the State.  While growth in regulated assets has been
significant over the past few years, the process of encouraging new chartersand conversionsof existing
institutionsis slow and tedious. Significant opportunity for expansion of the State's role in the thrift
industry and thefinancial servicesindustry in general existswith the savingsbank charter. Theexisting
thrift industry has indicated that it believes growth and expansion of this charter will be best
accomplished with aregulatory and supervisory system separate from that for commercia banks.

2. Attracting and Retaining the Best Personnel. Another important opportunity for
improvement is the challenge of continuing to bring the brightest, best qualified and most diverse
personnel into the agency, ensuring that they are well trained and have opportunities to develop their
skillsand talents, and retaining them in the organization. Thisisan areathe agency hasbeen successtul
in over the past ten years in spite of significant down sizing. As the state chartered thrift system in
Texasgrowsin numbersof savingsinstitutionsthrough new chartersand conversions, the agency must
continueto improveitsrecruitment and retention of such individualsand ensurethey are provided with
the best training and technical tools necessary to provide effective and efficient regulation of the
industry.

D. How doesthe agency ensureits functions do not duplicate those of other entities?

Agency functions are directed specificaly to the savings ingtitutions it charters and for which it
has primary regulatory responsibility. The only duplication that exists is between state and federal
regulatory agencies under the dual system of state chartering of these ingtitutions and federal insurance
of deposits provided by the FDIC. By conducting examinations jointly with the FDIC, regulatory
resources are efficiently pooled, both the common and diverse interests of both agencies are met, and
theregulatory burdenisminimized. Thiscoordination and cooperation extendsto joint supervisory and
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enforcement actions and joint meetings with savings ingtitution boards and management, whenever
possible.

E. Arethereany other entitiesthat could perform any of the agency’s functions?

The functions of this agency are similar to those performed by the Department of Banking in
regulating the state’s commercial banks and the Credit Union Department in the regulation of state
credit unions. However, the thrift industry’ s historical emphasis on resdential housing and real estate
lending, securitization of mortgages for sae in the secondary markets, mortgage servicing, and
investment in mortgage backed securitiesresultsin markedly different interest raterisk profilesfor these
ingtitutions. As a result, for those ingtitutions whose primary lending and investment strategies are
focused ontheindustry’ shistorical role, different operating and borrowing strategies are employed and
smilar but distinctively different training and experience with asset and liability management is
required.

Theindustries are subject to adifferent body of state and federal statutes and regulations, different
economic considerations, and their complexitiesvary asaresult of the different investment and lending
strategies of thrifts and commercia banks asthey serve their respective borrower constituencies. At
aminimum, these differences require examiners and other regulatory staff to have specialized training
and experience to effectively understand and regulate these industries as they compete and innovate
to provide credit and deposit alternatives to Texas citizens and businesses.

F. What process doesthe agency use to determine customer satisfaction and how doesthe
agency use thisinformation?

As described in Section B above, the agency has begun the policy of biennialy surveying the
CEO's of the savings ingtitutions subject to its regulation for feedback. The most important
congtituency, the public, ismore difficult. However, the agency receives input through the consumer
complaint process and less frequently from elected officials. When received, these comments and
inquiries are helpful as ameasure of satisfaction and areas that must be addressed.

G. Describethe agency’sprocessfor handling complaints against the agency, including the
maintenance of complaint files and procedures for keeping partiesinformed about the
process. |f the agency has a division or office, such as an ombudsman, for tracking
and resolving complaints from the public or other entities, please provide a description.

One of the agency’ s supervisory analysts is designated as Ombudsman for the agency. Industry
complaintsare processed by the supervisory analyst responsiblefor the specificinstitutionsasdescribed
elsawherein thisreport. Complaintsreceived against ingtitutions chartered by other thrift and banking
regulatorsarereferredto thoseregulators. Complaintsagainst theagency are seldom received but when
they arise they are referred to the Chief Examiner, Director of Corporate Activities and Planning, and
the Commissioner for appropriate resolution. Complaints involving the Commissioner are also
forwarded to the Chairman of the Finance Commission.
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H. Pleasefill in the following chart. The chart headings may be changed if needed to better
reflect the agency’s practices.

TEXAS SAVINGS AND LOAN DEPARTMENT
Exhibit 15: Complaints Against the Agency — Fiscal Years 1997 and 1998

FY 1997 FY 1998
Number of complaintsreceived 0 0
Number of complaintsresolved 0 0
Number of complaints dropped/found to be without 0 0
merit
Number of complaints pending from prior years 0 0
Averagetime period for resolution of a complaint 0 0

I.  What process does the agency useto respond to requests under the Public I nformation
(Open Records) Act?

Requests are routed to the agency’ s Records Administrator, researched, reviewed and appropriate
response drafted. If it is unclear whether the information requested is confidential under the governing act,
or subject to open records, the request is reviewed with the Office of the Attorney Genera. The
Commissioner reviews the request and response for any comments and revisons.

J. Pleasefill in the following chart:

TEXAS SAVINGSAND LOAN DEPARTMENT
Exhibit 16: Contacts

INTEREST GROUPS
(groups affected by agency actions or that represent others served by or affected by agency actions)
Group or Association Name/ Address Telephone Number
Contact Person Fax Number

E-mail Address

Consumers Union Southwest Regional Office Phone: 512-477-4431
Robert F. Schneider, 1300 Guadalupe, Suite 100 Fax:  512-477-8934
Senior Staff Attorney Austin, Texas 78701 Email: schnro@consumer.org

INTERAGENCY, STATE, OR NATIONAL ASSOCIATIONS
(that serve as an information clearinghouse or regularly interact with the agency)
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Group or Association Name/
Contact Person

Address

Telephone Number
Fax Number
E-mail Address

- Eric Sandberg, President

Texas Savings & Community Bankers

910 Congress, 2nd Floor
Austin, Texas 78701

Phone: 512-476-6131
Fax: 512-474-6240
Email: TSCBA @swhbell.net

Texas Association of Mortgage
Brokers - Gary Akright, President

P. O. Box 140647
Austin, Texas 78714

Phone: 972-385-2152
Fax: 972-233-6816
Email: gakright@domin.com

Texas Association of Realtors -
Bill Stenson

1115 San Jacinto Blvd
Austin, Texas 78701

Phone: 512-480-8200

- Dianne Hughes, Director

- Larry Temple, General Counsel

Texas Mortgage Bankers Association

823 Congress, Suite 700
Austin, Texas 78701

Phone: 512-480-8622
Fax: 512-480-8621
Email: dhughes@texasmba.org
Phone: 512-477-4467

LIAISONSAT OTHER STATE AGENCIES
(with which the agency maintains an ongoing relationship, e.g., the agency’ s assigned analyst at the Legislative
Budget Board, or attorney at the Attorney General’ s office)

Agency Name/
Relationship/
Contact Person

Address

Telephone Number
Fax Number
E-mail Address

Legislative Budget Board - Budget
Analyst - David Pagan

105 W. 15th Street, Suite 300

Austin, Texas 78701

Phone: 512-463-1200
Fax:  512-475-2902
Email: david.pagan@lbb.state.tx.us

Governor’ s Office of Budget and
Planning - Budget Analyst - Wayne
Kelley

P.O. Box 12428
Austin, Texas 78711

Phone: 512-463-1778

Fax:  512-463-1880

Emall:
wayne.kelley@governor.state.tx.us

State Auditor’s Office - Analyst -
Barney Gilmore

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

Phone: 512-479-4785
Fax: 512-479-4884

Office of the Attorney General -
David Mattax, Chief Financial
Litigation Section

300 W. 15th, 8th Floor
Austin, Texas 78701

Phone: 512-463-2018
Fax: 512-463-2348
Email: david.mattax@oag.state.tx.us

Comptroller of Public Accounts-
Revenue Estimation - Doug Freer

P.O. Box 13528
Austin, Texas 78711-3528

Phone: 512-463-4900
Fax: 512-475-1559
Email: doug.freer@cpa.state.tx.us

Comptroller of Public Accounts -
Financial Reporting Analyst -
Theresa Baney

P.O. Box 13528
Austin, Texas 78711-3528

Phone: 512-936-6280
Fax: 512-463-4965
Email: theresa.baney @cpa.state.tx.us

Comptroller of Public Accounts-
Appropriation Control Officer-
Pat Sheehan

P.O. Box 13528
Austin, Texas 78711-3528

Phone: 512-463-4524
Fax:  512-475-0527
Email: pat.sheehan@cpa.state.tx.us
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VIII. 76th Legislative Session Chart

Fill in the chart below or attach information if it is aready available in an agency-devel oped
format. In addition to summarizing the key provisions, please provide the intent of the
legislation. For example, if a bill establishes a new regulatory program, please explain why the
new program is necessary (e.g., to address specific health and safety concerns, or to meet federal
mandates). For bills that did not pass, please briefly explain the issues that resulted in failure of
the bill to pass (e.g., opposition to a new fee, or high cost of implementation).

TEXASSAVINGSAND LOAN DEPARTMENT
Exhibit 17: 76th L egislative Session Chart

L egislation Enacted in the 76th L egislative Session

Bill Number Author Summary of Key Provisiong/I ntent
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SB. 1074

Carona

Providesfor the Licensing of Mortgage Brokers

EFFECTIVEDATE: September 1, 1999
LICENSE REQUIRED: January 1, 2000

MORTGAGE BROKER LICENSE QUALIFICATIONS: U. S, citizen over
eighteen years of age with a designated physical officein the state who
has a bachelor's degree in finance, banking or business administration
from an accredited college or university and eighteen months mortgage
or lending experience as amortgage broker or loan officer with a
mortgage broker or persons and entities exempted under the Act, or
three years of experienceif theindividual isnot degreed. The Act
deemslicensed and active real estate brokers, attorneys, or recording
agents or insurance solicitors or agentsfor alegal reserve insurance
company under Chapter 21 of the Insurance Code as meeting the
education and experience requirement. Criminal background checks
required.

LOAN OFFICER LICENSE QUALIFICATIONS: Qudlificationsfor a
loan officer license are similar, including eighteen months of the
previously defined experience and the specified degree, or license, or 15
hours of approved educational courses, or for applications received
prior to 1/1/2000, a mortgage broker sponsorship and certification of
appropriate education and training.

LICENSE EXEMPTIONS: The Act exemptsthe following entities and
their employees. depository financial institutions and their
subsidiaries; insurance companies licensed or authorized to do
businessin the state; mortgage bankers; 501(c)(3) tax exempt
organizations and certain other defined individuals and companies
who make mortgage loans from their own funds, for their own
portfolio.

RENEWAL: Theindividual isrequired to have attended 15 hours of
approved continuing education courses during the term of the current
license or maintain an active license asareal estate broker or sales
person, attorney, or previously described insurance agent or solicitor.
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S.B. 1074
(continued)

Carona

EXAMINATION/ INVESTIGATION OF RECORDS: No authority for
regularly scheduled examinations. Authority to prescribe and
examine records, but investigations/ examinations will be complaint
driven.

ENFORCEMENT ACTIONS: Commissioner has authority to revoke a
license for violation of the statute and related rules, i ssue cease and
desist orders enforceable in Travis County District Court and
administrative penalties of up to $2,500 per day may be assessed for
violation of the Act, arule or an order of the Commissioner.

RULEMAKING: Commissioner has rulemaking authority, subject to
review of the Finance Commission. The Act establishes a six member
advisory committee, four appointed by the Commissioner and two
appointed by the Texas Real Estate Commission, to advise and assist
with rulemaking, interpretation, implementation and enforcement of
the Act.

H.B. 2066

Marchant

Interstate Banking Act
EFFECTIVEDATE: September 1, 1999

Provides interstate branching authority for state banks and savings
banks consistent with the Riegle Neal Interstate Banking Act. Permits
de novo interstate branching with reciprocity and provides for a system
of registration of out of state financial institutions with the Secretary of
State.

L egislation Not Passed in the 76th L egislative Session

Bill Number

Author

Summary of Key Provisionsg/l ntent/Reason the Bill did not Pass

H.B. 2068

Marchant

Thisbill would have repealed the Texas Savings and Loan Act and
converted the remaining state savings and | oan association charter to a
state savings bank and changed the name of the agency to the Texas
Savings Bank Department. After passing the House, the bill was
referred to the Senate in the last month of the session and died in the
Senate Economic Development Committee due to the press of other
business and lack of a Senate sponsor.
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IX. Policy Issues

ISSUE 1. Should the Department be combined with other financial services
regulatory agencies?

A. Brief Description of Issue

For more than a decade, the issue of agency consolidation for financia inditution regulators has been
sudied in Texas. Some believe that Sgnificant efficiencieswould result from such areorganization. Others
have suggested that any cost savings would be absorbed by adding an additiona layer of bureaucracy to
the process.

The most important aspect of this issue is whether the state will be more effective in building and
enhancing its dud system of financid inditution chartering and regulaion with a combined regulatory
gructure for dl depogtory inditutions or with a sysem smilar to the present structure involving different
charters with separate regulators.

B. Discussion

Texas benefits from statutory provisions that enhance the dual financia institution system of state
and federal charterswith afull range of competitive state charter aternatives. Unlikethe constituencies
of many state agencies, depository institutionshave achoicein chartering adepository institution which
in turn determines the regulatory agency. Because of federa preemption, nationaly chartered
institutions are not subject to state regulatory control and the state has little or no influence with these
ingtitutions.

In a 1998 review by the Finance Commission of the need for a separate savings and loan
department, executives of state chartered thrift institutions expressed a strong desire to continue the
present structure. They believethat with the separate department, their regul ator better understandsthe
unique aspects of their business. Separate regulatory agencies are available in the federal system and
the existence of separate state regulatory agencies encourages acceptance and expansion of the state
system because the agency is not dominated by the interests of their competitors. The choice of
Separate agencies remains available in the federal system.

It isvery difficult to reach definitive conclusions about preferable financia institution regulatory
structures by looking at other states. There are almost as many different structures asthere are states.
But theimpact of those regulatory structure choices on non-commercial bank chartersin various states
is more reveding.

Several states that have merged financia institution regulatory agencies have not experienced
growthin statethrift systems. Virginia, Florida, and Louisianaare excellent examples, al of which had
significant state chartered thrift industries at one time. Each of these states has a progressive state
savings bank charter similar to Texas but there have been no thrift conversionsor de novo chartersinto
their state thrift system.
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Other states have seen some growth in their state thrift systems. Both Michigan and Missouri have
experienced conversionsfrom federa thrift charters: fivein Michigan, onein Missouri. Several states
have shifted from independent regulatory structures to a combined agency and based on information
obtained from the American Council of State Savings Bank Supervisorsthese states, I1linois, Ohioand
Wiscondn, experienced sgnificant growth of their state systems when the regulatory structure was
independent but it gppearsthat the leve of growth has declined since the agencies were combined.

Texas has experienced conversionsto the state savings bank charter from nationd banks, state banks,
and federa savingsassociations. After severd years of significant decreases or no growth, regulated assets
increased in caendar 1998 by 51 percent (see chart below). During FY 1999, one application for
conversion from outside the state system and three applications for de novo charters had been received by
the Department at July 31, 1999. Based on this experience, the Department believesthat the growth in the
state chartered thrift industry in Texas has benefitted from the Sat€ svariety in types of financid inditutions,
eachwith different powersand different regulators. Texas separateregulatory structurefor thrift inditutions
isone of the only reasons that would support the difference that exists in the experience of Smilar Sates.

Number of
Total Assets Number Conversionsto
Number of Supervised of DeNovo Savings Bank
August 31, Charters (millions) Charters Charter
1988 189 $78428 0 0
1989 123 $36,999 0 0
1990 67 $17,214 0 0
1991 37 $10,102 0 0
1992 31 $ 8324 0 0
1993 29 $ 8,400 0 0
194 27 $ 9483 0 6
1995 25 $ 9,768 1 5
1996 25 $10,633 0 3
1997+ 24 $8224 1 5
1998 25 $10,969 1 5
1999+ * 25 $12,900 1 3

*  Thedeclineintotal assetsregulated by the agency in FY 1997 was due to the unexpected conversion of a$2 hillion
state savings and loan association from the state system to take advantage of broader federal interstate branching
opportunities.

** August 31, 1999 amounts are based on actual numbers on the date of filing this evaluation report. In addition to the
number of charters shown in the chart, the agency currently has three de novo charter applications and an application
for conversion from afederal charter pending.
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The Finance Commission has studied whether to consolidate the agenciesunder itsjurisdiction numerous
times over the past 10 years. None of those studies have resulted in recommendations favoring
consolidation and, in the most recent sudy, completed in April 1998, the Finance Commission concluded
that "thevaue of the state savings bank charter and the expangon of the dua banking systemin Texaswould
be enhanced and encouraged by the maintenance of the state savings bank charter under a separate Saving
and Loan Department, continuing to report to the Finance Commisson.”

For the complete resol ution adopted by the Finance Commissionin April 1998 and the minutesand list
of attendees of the meeting between Finance Commi ssion representativeand thrift industry CEO' sin January
1998, see Exhibit A.

C. Possible Solutions and I mpact

The current system offers clear opportunities for further expansion of the state€ srole and influence with
respect to its depository ingditutions. Agency consolidation would diminish the state' s ability to expand its
date chartered financid inditutions industry.

ISSUE 2. Should the Savings Bank and Credit Union Statutes be amended to
clarify that state and federal credit unions can directly convert to or merge
Into a mutual state savings bank charter?

A. Brief Description of Issue

Over the past few years, an increasing number of credit unions around the country have converted to
the mutud thrift charter. Whenthe Texas SavingsBank Act wasenacted in 1993, the Department proposed
to include credit unionswithin the definition of afinancid ingtitution which would have permitted anindtitution
to fredy choose under which type of charter it would operate. This incluson was opposed by the credit
union trade association.

Since then, converson among federd charters has become easier and severd ingtitutions have done so
but Texas law does not specifically permit such a converson involving state savings banks or state credit
unions.

B. Discussion

Until recently, federal credit union regulations made conversion by afederally insured credit union
to athrift charter extremely difficult and burdensome. At theinsistence of Congress, those regulations
have been modified but state law in Texas remains unclear and does not expresdy authorize such a
conversion.

Several credit unions in Texas have converted to thefederal thrift charter and the Department has
received inquiries about conversion to a state savings bank charter. The uncertainty of whether the
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National Credit Union Administration would permit the merger of a credit union into a de novo or
interim state savings bank (even though it would be functionally equivaent to aconversion) hasthus
far hindered such transactions.

C. Possible Solutions and I mpact

The Department believesthat since such conversions are permitted to afederal thrift charter, state
law should be modified to expresdly authorize credit union conversionsto amutual state savings bank
charter, alowing these ingtitutions a free choice of typefinancia institution charter under which they
operate.

X. Comments

None.
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ATTACHMENTS

The following supplemental data or documents with the hard copy of the Self-Evaluation Report.
Attachments are labeled (e.g., Attachment 1, etc.) as requested and included in a separate binder.

Attachments Relating to Key Functions, Powers, and Duties

1. A copy of the agency’s enabling statute. If the enabling statute is too burdensome to
attach, explain and list the citation of the statute.

& Texas Savings Bank Act - Provided in Separate Binder
€ Texas Savingsand Loan Act - Provided in Separate Binder
€& Mortgage Broker License Act

2. A copy of each annual report published by the agency from FY 1995 - 1999.

3. A copy of each internal or external newsletter published by the agency from FY 1998 -
1999.

4. A list of publications and brochures describing the agency.
é Web Page -- http://link.tgl.state.tx.us/tx/TSLD/

5. A list of studies that the agency is required to do by legislation or riders adopted in the
76th Legislative Session.

e None.

Attachments Relating to Policymaking Structure

6. Biographical information (e.g, education, employment, affiliations, honors) or resumes of
all policymaking body members.

7. A copy of the agency’s most recent rules, or an explanation that the rules are too
burdensome to attach.

& State Savings Bank Rules and Regulations - Provided in Separate Binder
€ State Savings and Loan Association Rules and Regulations - Provided in Separate
Binder

Attachments Relating to Funding

8. A copy of the agency’s Strategic Plan For the 1999-2003 Period.

9. A copy of the agency’s Legislative Appropriations Request for FY 2000-2001.
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11

. A copy of each annual financial report from FY 1996 - 1998.

. A copy of each operating budget from FY 1996 - 1998.

Attachments Relating to Organization

12.

13.

An organizational chart of the agency that includes major divisions and programs, and
that shows the number of FTEs in each division or program.

If applicable, a map to illustrate the regional boundaries, headquarters location, and field
or regional office locations.

€ Headquarters Office Only

Attachments Relating to Agency Performance Evaluation

14.

15.

16.

17.

18.

19.

A copy of each quarterly performance report completed by the agency in FY 1997 -
1999.

A copy of any recent studies on the agency or any of its functions conducted by outside
management consultants or academic institutions.

€  Comparison of Authority: Credit Union Department, Banking Department &
Savings and L oan Department. (See Finance Commission Self-Evaluation Report)

&  Survey of Organizational Excellence
(See Attachment 8, Agency Strategic Plan, Appendix 8)

A copy of the agency’s current internal audit plan.

€ Theagency isnot subject to internal audit requirement of the Texas Internal
Audit Act (82102.001 et seq., Government Code). The Finance Commission has
directed the agency to contract with an independent accounting firm to perform a

risk assessment for the agency.

A list of internal audit reports from FY 1995 - 1999 completed by or in progress at the
agency.

€ None. Internal Audit Risk Assessment Report will be provided when issued.

A list of State Auditor reports from FY 1997 - 1999 that relate to the agency or any of its
functions.

e None.

A list of legislative or interagency studies relating to the agency that are being performed
during the current interim.
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é None.

20. A list of studies from other states, the federal government, or national groups/associations
that relate to or affect the agency or agencies with similar duties or functions.

e None.
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EXHIBITS

A. Finance Commission April 1998 Resolution Supporting the State Savings Bank
Charter, a Separate Savings and L oan Department and the Dual Thrift System

B. Savingsand Loan Commissioner’sInterim Report on Goals and Objectives

C. Texas Savingsand L oan Department Fee Assessment Schedule
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FINANCE COMMISSION RESOLUTION

April 1998
(Copy from Minutes)
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