MEETING OF THE BOARD OF CREDIT UNION ADVISORS

October 28, 2008

10:00 a.m.

Utah Department of Financial Institutions

324 South State Street, Suite 201
Salt Lake City, Utah
Minutes
BOARD MEMBERS PRESENT:

Brett Blackburn, Dennis Hymas, Sandra Garcia, Arleen Childs, and Brenda VanHoorn

DEPARTMENT OF FINANCIAL INSTITUTIONS PRESENT:
Commissioner Ed Leary, Orla Beth Peck, Paul Allred, and Sonja Long

OTHERS PRESENT: 
Kent Hodson, Credit Union One

1. Welcome and introductions – Orla Beth Peck
Orla Beth welcomed everyone and we went around the table and introduced ourselves and gave a brief background.  
Commissioner Leary gave a quick background of the department’s boards. He said that under state law, the department has a Board of Financial Institutions; there is a representative from each of the major industries that we have jurisdiction over. From the credit union industry, Scott Jorgensen has been sitting on that board. There is also a member that represents the industrial banks, the commercial banks, from the public at large, and when we lost all of the state chartered savings and loans our next largest industry is the payday lending industry, so they have a representative on that board. It is created in statue, appointed by the Governor and requires Senate confirmation for that board. Like this board it is appointed for a four-year term, they are looking for diversity both geographically, size of institution, and nature of the institution. Since he has been Commissioner, he feels that that board has functioned very well. It has performed its service and it meets quarterly as prescribed by law. By statute, their legally defined goal is to oversee our budget, because we are a restricted fund agency. 
The other two board envisioned in statute are this board, The Board of Credit Union Advisors; to advise the Commissioner and in kind the Governor. It has been a checkered board experience to keep this board functioning. It has been almost two years to the day since this board has met. The function that Commissioner Leary looks for from this board is kind of a feedback channel. What works, what doesn’t work, what are we doing, what are we doing wrong. We talk about some of the initiatives that we have in the examination process; we talk about what is going on in the Credit Union movement. We can talk about what is going on in the economy as a whole. Because the Commissioner is not officially a member of the board, what they ask for in statute is that you as a board elect a chair and vice-chair. 
There is also a Board of Bank Advisors that operates in the same manner as this board. We usually have about 14-20 additional bankers that attend that meeting. It has been very successful. 

Commissioner Leary hopes that in time we will be as successful with this board. It is a public meeting and anyone is welcome to attend. As we have done, the board will be asked for agenda items and then the minutes will be sent to the chair for approval. Then when they are finalized and there is an agenda in place it will be sent via email to all of the credit union presidents to let them know that it is coming up. Other than talking about individual institutions, there is not really a limit on what we can talk about at this meeting. Also, if there are not any items to discuss, we will cancel meetings if necessary. 

2. Elect chairperson and vice-chairperson
Paul explained that the board members elect a chair and vice chair from among the members of the board. Sandra Garcia nominated Dennis Hymas for the chair. Arleen Childs seconded the nomination. Sandra Garcia nominated Brenda VanHoorn as vice chair, Arleen Childs seconded the nomination. It was unanimous on both counts. Orla Beth turned the meeting over to Dennis.
3. Advisory board training – Paul Allred
Paul gave out copies of the board member handbook that was put together by the Governor’s office. He explained that Commissioner Leary had asked him to give an executive summary on it. He invited everyone to read it. 

Paul explained that in Utah there are three types of boards; there is a policy board, an advisory board, and a nominating committee. This board, as well as the other two boards in our department is an advisory board. That is spelled out in statute, Title 7 Chapter 9 (43), the purpose of the board is to advise the Commissioner and the Governor and that you should hold quarterly meetings. He went through the handbook, on page 2 it identifies the responsibilities; you provide advice, and you shouldn’t be concerned about the day-to-day administration of the department. The second area, you should know and respect your authority and the framework under which you operate. You should maintain a good working relationship with fellow board members. You should maintain a state-wide perspective. This is a public meeting; it falls under the Open Meetings Act. It is posted on the Public Meetings Notice website as directed by law. The handbook points out that what is covered in these meetings falls under GRAMA. GRAMA stands for the Government Records Access Management Act. GRAMA only applies to activities of the board. The minutes will be available under GRAMA, and any records that you create for this meeting also fall under that. 
You don’t need to worry about the section on Administrative Rule Making. This board does not play a role in the rules that the department writes. 

The next section is Ethics and Conflicts of Interest. It goes through Title 67 Chapter 16. You are public officers as members of this board, so the areas that are covered in this section are disclosure, and conflicts of interest. With your role on this board, there really isn’t very much to worry about in the area of disclosure and conflict of interest. We know that each of you are credit union officers and so you have the unique interest in the credit union that you are CEO of. You should read the manual and if you have any questions, you can talk to Paul or contact the League. 
The next section is the Parliamentary Procedure, Roberts Rules are followed. You should be familiar with that. The next section dealing with Due Process and Administrative Hearings is not something that you will have to deal with as an Advisory Board. 

The last section is important to you, as it covers Governmental Immunity. As members of the board, as public officers you are entitled to Governmental Immunity. What that means is that if you are performing your duties and functions as a board member and you are within the scope of that appointment, then you don’t need to worry about being exposed to any kind of personal liability. So if someone had a wild hair and decided that things were just going poorly, I can’t believe how bad our economy is and it is that darn Credit Union Advisory Board’s fault because they are not doing their job and I am going to sue everybody involved in it. You would be covered under Governmental Immunity, which would mean that if a lawsuit were brought you would tender your defense to the Attorney General’s office and they would represent you for no fee and you would be defended in the action. Dennis suggested that the board members review this and at the next meeting we can put it on the agenda and if there are any questions we can discuss it then. 
4. Current economic update – Orla Beth Peck
The department is a member of the National Association of State Credit Union Supervisors, NASCUS, they are an association for the regulators. There are also credit union members, they have a board of advisors, Orla Beth is currently on the board with NASCUS. She said that she gets to discuss issues with her counterparts in other states. We all seem to be in the same boat. Although some states seem to be going through severe economic issues right now. She doesn’t think things here in Utah are as bad as Michigan or California. In the last NASCUS meeting that Orla Beth attended she was in a meeting with some of the credit union CEO’s and their biggest concern was compliance with consumer compliance rules. These were all fairly large credit unions, $20 or $30 million and above, and they are having serious issues complying with all of the changes. One of the ones that was brought up, Red Flags, trying to prevent identity theft. You should have been notified that the implementation of Red Flags was postponed by about 6 months. The Federal Trade Commission has jurisdiction over this regulation for state chartered credit unions. Orla Beth had sent out an email trying to list the 26 Red Flags that may apply to your institution. A larger credit union may have products that touch on all of those areas; smaller credit unions may only have half of them that apply to what you do. It all seems to be fairly common sense, things that you already do to protect yourselves from being de-frauded. When you open an account, you get some type of identification. The Red Flag regulation requires that if there is funny looking about the driver’s license that you pay attention to that. If you have a teenager that presents a driver’s license that belongs to someone in their 50’s or 60’s that would be a tip off. If your identification indicates that this person is a female and it is a man… There may be more subtle things as you look at this identification; all they are asking you to do is be aware. As with any regulation, there is training to your staff that is required so that your front line people know what to look for. If you have a member that you know never goes anywhere and suddenly they have a credit card that is being used in New York that is something that would tip you off that there could be some identify theft. The examiners are going have to work through what we expect and you are going to have to work through what is going to be expected to be in compliance. She doesn’t want to see a compliance issue scare any small credit union out of existence. Hopefully we can work together and come up with something that makes sense for everybody and isn’t terribly onerous on any particular credit union. 
Orla Beth asked what are you seeing as your biggest challenges right now? Compliance, updating the policy and procedures when you have a small office staff. Orla Beth asked if anyone was experiencing a slow down in lending. Most said that their lending was holding up really well. They are getting good loans and their loan line was still strong. One thing that some have noticed is that their deposits have not grown as much as in past economic downturns. 
Brenda VanHoorn asked why are so many financial institutions going out of business right now, with the regulations that are in place? Commissioner Leary said that yes, they operate under the same regulations that the state chartered institutions operate under. He said that in the generality of it; credit unions didn’t generally delve into the acquisition and development loans and home construction loans. Community banks feel like that is the only piece left to them. Especially in the West and in Utah heavily concentrated in those types of loans and when there is suddenly have a dramatic drop off of homes being purchased, no builders can finish homes because nobody is there to buy them, and then the lots that were either in process or had some improvements put into them are suddenly sitting there no longer with an expectation that they will be developed. All of those hit banking fairly hard, so that those that chose to stay in those loans are paying a heavy price for having done that. Back East, with the exception of some of the really hot real estate markets, that is where it turned very quickly. It was a very stable kind of business for a lot of institutions and suddenly it was no longer there. At least you couldn’t earn any money off of it and you are fighting to collect and keep current the loans you do have out. Were there warnings? Sure, there were tons of warnings from regulators and industry discussions. Most meetings that you went to everybody was talking about the extraordinary concentration. Why did they not do something about it sooner Brenda asked? Commissioner Leary said it kinds of comes back to it depends on the quality and interplay between management and directors. Some of the institutions did not stick to the limits that they had set at one time because it was just too easy to make more money. 
A discussion was held on delinquency and loan issues. 
Orla Beth asked for any suggestions for anything the department can do to help you. Commissioner Leary said that it would be good for Michael Jones to come in at the next meeting to discuss how the department uses the survey. He said that if the institutions don’t let us know that there is a problem we can’t fix it. We use the survey to help with that. 

Kent Hodson asked in light of what NCUA is doing with the CAMEL ratings, has the state looked at that also? Are they changing their CAMEL ratings? Orla Beth said that we have tried to do examination ratings like the NCUA does and found that the matrix driven CAMEL ratings didn’t do what we needed it to do. It wasn’t telling us what we needed. We use the matrix as a tool, but the CAMEL rating that the examiner gave was much more subjective than the NCUA. We do not have any plans to change those. We find the CAMEL rating is more valuable as a regulator if the examiner is able to take everything they see; all of the ratios, the loan files, how organized the credit union is, all of that goes into the CAMEL rating. 

Brenda VanHoorn said that she is curious as to what everybody does with the income debt ratios and if the state has an opinion. Commissioner Leary suggested that Orla Beth prepare something for the next meeting. Where does the State like to see the debt ratio at, if you have a conservative Board of Directors that sets that, what does the state recommend? Something that can be reviewed and passed on to the Board of Directors. Orla Beth said that she could start with how the examiners calculate it first, what goes in to it. Commissioner Leary said to check and see if NCUA does it different. Check to see what the examiners are seeing in the examinations. 
5. Commissioner Comments – 
Commissioner Leary wanted everyone to know that he has a lot of confidence in Orla Beth, it is an area that she is very good and he is spread thin as it is so he has let her run her show. He also tries to do what he can in attending training in the credit union area periodically and he attends the NCUA meetings with the regulators and the meetings with NASCUS as often as he can. 
He thinks that the credit unions might be getting a bit more media attention in the next little while. He would hope that the department and the industry would do more about advertising the $250,000 coverage under NCUSIF. Make sure that your members know that. 
Pursuant to the Governor’s Executive Order, the department has gone to four 10 hour days. We made the decision at the department level that the examiners that are generally in your institutions nine hours a day, we are not going to change that. For the examiners nothing will change. We are trying to do the best we can, the big change has been in the office with the supervisors and the office staff. We have 11 hours a day, four days a week to cover the front desk. All of the supervisors have a Blackberry now, so you should be able to reach via email or her cell phone number. If you have feedback or comments, Commissioner Leary would love to hear it. The Governor is constantly asking for the feedback from the departments. He will review it after a year. 

Commissioner Leary explained that we are authorized for 41 examiners plus the other staff and support people. We have lost, due to retirement and hirings, four of those examiners. Because of a loss of revenue, predominately in the industrial bank arena, we have decided to fill those four empty examiner positions. We generally have some institutions that we try to visit annually. Other credit unions are at about 16 months. Out of the 37 examiners that we have they go to all of the financial institutions that we regulate and we also have over 600 payday lenders that are visited each year as well. Policy is that we send at least two people on an exam. 
6. Other business 

7. Date of upcoming meetings – January 13, and April 14, 2009 at 1:00 pm
8. Adjourn
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