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C.S.H.B. 1307

By: Marchant

Financid Inditutions
Committee Report (Substituted)

BACKGROUND AND PURPOSE

The Credit Union Department (“the department”) oversees 249 state-chartered credit unions that have
assetstotdingmorethan$16.7 billion. The department iscomprised of the Credit Union Commission (“the
commisson”), the commissioner, and the department’ s staff.  Section 15.103, Finance Code requires the
department to perform a comprehensive study of the credit union statutes on a periodic basis.

Following the completion of such a study, the department met with representatives of the credit union
indugtry to develop abill to modernize the credit union statutes. This cooperative effort was intended to
enable the credit union statutes to dlow credit unions to providefinancid servicesinaresponsive, efident
manner and the department to ensure that credit unions operate in a safe and sound manner.

C.S.H.B. 1307 proposes the revisons to the credit union statutes recommended by the department and
the credit union industry.

RULEMAKING AUTHORITY

It isthe committee’ sopinionthat rulemaking authority isexpressy granted to the Credit UnionCommission
in SECTION 3 (Section 15.4032, Finance Code), SECTION 5 (Section 15.414, Finance Code),
SECTION 13 (Section 122.014, Finance Code), SECTION 35 (Section 123.111, Finance Code),
SECTION 36 (Section 123.211, Finance Code), and SECTION 45 (Section 126.002, Finance Code)
of thishill.

ANALYSIS

C.S.H.B. 1307 amends various sections of the Finance Code rdaing to the adminigtration, operation, and
regulation of credit unions.

Regulatory Changes

C.S.H.B. 1307 authorizesthe credit unioncommissoner to issue, amend, or repeal interpretive satements
on matters of general policy and opinions on specific matters affecting credit unions. An interpretive
gatement or opinion has the force of law and is a rule if the commisson adopts it pursuant to the
Adminidrative Procedures Act (Chapter 2001, Government Code). Aninterpretive statement or opinion
may be relied upon by credit unions operating inthis state and is entitled to great weight if it is reasonable
and does not conflict with applicable law.

C.S.H.B. 1307 expresdy dlowsthe credit union commissoner to convene hearings regarding any matter
under the commission’sjurisdiction. Matterscons dered confidentia by law must beconsidered inaclosed
hearing. The bill expresdy permits the commissioner to examine entities related to credit unions including
acredit union service organization, a credit union management organization, and athird-party contractor
providing member services for a credit union. The commissoner may collect a fee from these related
entities to cover the cost of the examination.

C.SH.B. 1307 78(R) Page 1 of 4



Thebill permits the department to accept giftsof money or property for any purpose authorized by statute.
A gft mug be used for the specific purpose identified by the grantor. The commisson must gpprove
acceptance and use of any gift. The bill expresdy permits the commissoner to contract for professonad
or persona services to carry out the department’ s duties. The commission shall adopt rules for soliciting
and awarding contracts.

C.SH.B. 1307 edtablishes criteria that the commissonshdl consider when adopting rules, and it clarifies
that the commission’ s rulemaking authority is neither enlarged nor diminished by the presence or absence
of specific rulemaking authority in Chapter 15 or Sulttitle D, Title 3, Finance Code. The bill daifiesthe
commission’ sauthority to administer and enforce the laws under its jurisdictionand to establishreasonable
and necessary fees for this adminigtration.

The hill expandsthe list of reasons for which the commissoner may revoke or suspend the authority of a
foreign credit union by adding operating in an unsafe or unsound condition and engaging in a pattern of
unsafe or unsound practices. The hill darifies that a foreign credit union cannot exercise powers or
authorities avallable to it initshome jurisdictionthat are not exercised by credit unions in Texas without the
commissioner’s gpprovd. If the commissoner goproves such a power or authority, then dl credit unions
would be authorized to use such a power or authority in this state. However, a Texas credit unionwould
not have the field of membership powers of aforeign credit union operating in this Sate.

C.SH.B. 1307 clarifies the commissoner’ s authority to accept credible evidence, other than through an
examination, induding reports of other regulators, auditors, and accountants. The bill permits the
commissioner to issue a determination letter to a credit union that would outline the requirements a credit
unionmust satisfy to avert further adminigtrative action. Such adeterminationletter would be confidentid,
but the commissoner may release information regarding the existence of a find order if doing so would
enhance effective enforcement of the order. The hill clarifies provisons related to the disclosure of
confidentid information, incdluding disclosure to the commissioner, to an individud conducting discovery
under subpoena or other lega process, and to credit union officids and employees. The bill confirmsthe
authority of the commissioner to issue subpoenas.

The bill enables the commissioner to prohibit a person from participating any further in the effairs of any
credit union in addition to removing the person from a credit union’s office or terminating the person’s
employment at a credit union. The bill provides that a certificate from the commissioner indicating the
falure to pay an adminidrative pendty is prima facie evidence of the imposition of the pendty and the
department’ scompliancewith the lav. Theattorney generd isentitled under the bill to recover reasonable
attorney’ sfeesfromthe credit unionor adesignated person, or both, if the state prevalsinajudicid action
for collection of an adminidrative pendty.

The hill authorizes the commissioner to release limited information concerning a conservatorship order and
related documents to the public and to determine and recoup conservatorship expenses. In such cases,
the department has a lien againgt the credit union, and this lien has a higher priority than dl other liens
agang the credit union. Thebill clarifiesthe department’ s respongbilities when the Nationa Credit Union
Adminidration is the liquidating agent for a state credit union. The bill clarifiesthe requirement thet dl suits
againg a credit union under conservatorship befiled in Travis County. The bill provides procedures for
withdrawas and issuance of credit whenacredit union’smembersare consdering avoluntary liquidation.
A credit union in the process of a voluntary liquidation is il subject to laws governing credit unions.

Definitiond Changes

C.S.H.B. 1307 redefines capitd as “equity capitd,” which conssts of retained earnings, appropriated
retained earnings, induding net worth and other reserves; undivided earnings; and other forms of capital
in accordance with generdly accepted accounting practices approved by the commissioner. The hill
redefines reserves as “ net worth reserves’ and requires a credit union to contributeto net worth reserves
to protect the interests of its members.

The bill provides new definitions for “membership share,” “organization,” “unsafe or unsound condition,”
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and “unsafe or unsound prectice.” It establishes that an “individua development account” is a type of
deposit account. The bill dso provides a definition of “secondary capita account” with respect to the
powers of an underserved-area credit union.

The bill darifiesthat confidentia information provided to credit unions, organizations, or service providers
of credit unions by the department remains the confidentia property of the department and may not be
disclosed except under certain circumstances. The bill clarifies what condtitutes a quorum for purposes of
avote of a credit union's members on voluntary liquidation.

Credit Union Operational Changes

C.S.H.B. 1307 clarifies severd mattersrelated to sharesand permits a credit union to limit the number of
membership shares that may be owned by a member, so long as the limitation gpplies to dl members.
Membership shares may not be pledged as security for any loan. The bill clarifies who may be admitted
to membership and enhances a credit union’s ability to terminate or suspend a person’s membership,
including for an act of physical or verba abuse toward another member or employee.

C.SH.B. 1307 permits a credit union to sell check and money transfer servicesfor afee to people within
ther field of membership. The bill permits acredit unionto engage inany activity or action believed to be
reasonably necessary to mitigate or avoid aloss as authorized by law or commissonrule. Thebill requires
credit unions to submit cal reports to the department more frequently, changing the interva to quarterly
from semiannudly. Thehill clarifies procedures for serving clams againgt credit unions.

The commisson by rue may authorize a credit union to issue certificates of indebtedness that are
subordinatetodl other damsof credit unioncreditors. The hill darifiesthat a senior management employee
may act as comaker, guarantor, or endorser of aloan or receive aloan or line of credit. A credit unionis
not permitted to contract out or delegate the management responsbilities for the credit union to an
organization or individud who is not an officer, director, or employee of the credit union without the
commissioner’ s written gpprovd.

The hill defines a credit union’s respongbilities related to a trust account with limited documentation,
permits a credit union to accept and administer such atrust, and provides procedures for the payment of
proceeds from such atrust on the death of the trustee or the last survivor of two or more trustees.

Credit Union Organizationd Changes

C.S.H.B. 1307 adds athree-year busnessplanto the lig of requirementsfor an gpplication to incorporate
acredit union. The bill permits the credit union commissioner to make approva of an gpplication subject
to any conditions. The bill permits the use of the abbreviation* CU” inlieuof the words “credit union” for
the name of acredit union. Thehill expresdy requirescredit unionsto follow thelaws of thisstateregarding
interest rates, loan fees, and other applicable licenang and regulatory requirements.

The bill permits a credit union to apply for designation as an underserved-area credit union and indicates
the minimum criteria for the commissoner to approve the application. Such credit unions may issue
secondary capital accounts with the advance gpprova of the commissioner and may accept shares and
deposits from nonmembers, powers not available to dl credit unions. The bill alows the commisson to
adopt rules governing the organization and operation of underserved-area credit unions.

C.S.H.B. 1307 requires a credit union board to meet at least monthly. It permits a credit union board to
authorize voting by an ectronic means and to permit adirector to participate inaboard meeting by means
of dectronic communications. The bill specifies that an amendment of a credit union’s articles of
incorporation or bylaws requires a two-thirds vote of the board. If an amendment is a sandard bylaw
previoudy adopted by the commission, then the commissioner would not be required to approve the
amendment. A credit union board may aso establishaminimumage requirement for amember to be able
to vote.
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The bill provides that the president or an employee of a credit union may serve as a director only as
permitted by the credit union’ sbylaws, and only if the president and employees never condtitute amgority
of theboard. A director’ s office becomesvacant if adirector isabsent from more meetings than permitted
by commissonrule. The hill darifies that the board shal dect its officers annualy at an organizationd
meeting, and the offices of secretary and treasurer may be hdd by the same person. A credit union board
may aso establishaminmumage requirement to hold office in the credit union. C.S.H.B. 1307 specifies
that a board member holds office until a successor is elected or appointed.

EFFECTIVE DATE

September 1, 2003

COMPARISON OF ORIGINAL TO SUBSTITUTE

The subgtitute adds language specifying that a credit union must follow the laws of this Sate regarding
interest rates, loanfees, and other gpplicable licenang and regulatory requirements. The subgtitute deletes
aprovisonof the origind permitting a credit unionto purchase the assets of another financid ingtitutionwith
the prior gpprova of the commissoner.

The subgtituteaddslanguage requiring the commissioner’ sapproval before a credit unionmay contract with
a person who is not an officer, director, or employee of the credit union or with an organization that
manages credit unions. The subgtitute darifies the definition of “equity cgpitd” fromthe origind to specify
that “other forms of capitd” must be in accordance with generaly accepted accounting principles.

The subgtitute adds |language permitting a credit union to sal check and money transfer servicesfor afee
to people within ther fidd of membership. The substitute adds language specifying that the commisson
must use a gift for purposes specified by the grantor and must approve use of the gift.

The subgtitute makes numerous other technica and conforming changes.
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