APPENDIX F
WORKFORCE PLAN FY 2009-2013

I. AGENCY OVERVIEW

The Department has two key areas of regulatory responsibility: the chartering, regulation and
supervision of the state’s thrift industry; and the licensing/registration and regulation of the
state’s mortgage industry. These two areas of responsibility cover the vast majority of
residential mortgage lending in Texas.

A. AGENCY MISSION

The Department of Savings and Mortgage Lending’s mission is to ensure the safety and
soundness of state chartered savings institutions in Texas and continue to promote and
enhance the savings bank charter to provide the credit necessary to support the residential
housing and real estate finance needs of an expanding Texas economy.

B. GOVERNING LEGISLATION

Acrticle 16, Section 16(a) of the Texas Constitution of 1876 provides that, "The Legislature
shall by general law, authorize the incorporation of state banks and savings and loan
associations and shall provide a system of State supervision, regulation and control of such
bodies which will adequately protect and secure the depositors and creditors thereof."

The 73rd and 58th Legislatures, respectively, enacted the Texas Savings Bank Act (Subtitle
C. Savings Banks, Finance Code, Vernon’s Texas Codes Annotated) and the Texas Savings
and Loan Act (Subtitle B. Savings and Loan Associations) for the chartering, regulation,
examination and supervision of state chartered savings banks and savings and loan
associations and enforcement of these statutes. Although there are no remaining state savings
and loan associations in Texas, the Texas Savings and Loan Act remains in effect.

The 76th Legislature enacted the Mortgage Broker License Act (Subtitle E. Other Financial
Businesses, Chapter 156) for licensing and regulation of first lien residential mortgage
brokers and loan officers doing business in Texas. The statute, as amended by the 80th
Legislature, applies to all residential mortgages regardless of lien position. The statute
prescribes requirements for licensing and inspecting licensees, and processing consumer
complaints.

The 78th Legislature enacted the Mortgage Banker Registration Act (Subtitle E. Other
Financial Businesses, Chapter 157) for registering mortgage bankers conducting business in
Texas and providing their borrowers with notice of the process for filing consumer
complaints.
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C. STRATEGIC STRUCTURE

GOAL A: THRIFT SAFETY AND SOUNDNESS. Aggressively enforce safety and soundness
standards in the state chartered thrift industry and compliance with the Texas Finance Code
in a manner that is constructive and maintains the interest of depositors, creditors and
borrowers of savings institutions as paramount. [Subtitle B, Savings and Loan Associations
and Subtitle C, Savings Banks, Texas Finance Code]

STRATEGY A-1-1.  THRIFT EXAMINATION AND SUPERVISION. Perform full and limited
scope examinations and participate with federal regulators in examinations according to the
priority examination schedule; monitor and enforce the safe and sound operations of state
chartered savings institutions and their compliance with applicable laws and regulations.

GOAL B: MORTGAGE REGULATION. Protect Texas home buyers through fair and effective
regulation of mortgage originating individuals and businesses. [Subtitle E, Mortgage Broker
License Act, Chapter 156, and Mortgage Banker Registration Act, Chapter 157, Texas
Finance Code]

STRATEGY B-1-1. MORTGAGE BROKER LICENSING. Process, investigate and evaluate
mortgage originator license applications and registrations; establish continuing education
course standards; enforce compliance with standards of conduct.

STRATEGY B-1-2. MORTGAGE BROKER EXAMINATION. Ensure effective and efficient
examination of mortgage originators through fair, responsible, and comprehensive
investigation and enforcement of regulatory requirements regarding procedures and standards
of conduct.

STRATEGY B-1-3.  TEXAS ONLINE. Provide for the processing of occupational licenses,
registrations, or permit fees through TexasOnline. Estimated and nontransferable.

GoAL C: CONSUMER RESPONSIVENESS. Ensure responsiveness to inquiries, requests and
complaints from the industry, citizens, public officials, and other state and federal
governmental entities. [Texas Finance Code-Chapter 13, Savings and Loan Department,
813.011; Chapter 156, Mortgage Brokers, 8156.301, et. seq.; and Chapter 157, Mortgage
Bankers, §157.007 and §157.008]

STRATEGY C-1-1.  COMPLAINT AND INQUIRY PROCESS. Provide a forum for registering
complaints, responding to requests and inquiries and taking appropriate action when
warranted. Respond appropriately to requests or inquiries to obtain information regarding
financial institutions and mortgage originators, giving particular priority to requests from
state and federal agencies conducting civil and criminal investigations.
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1. AGENCY DEMOGRAPHICS

A. COMPOSITION OF AGENCY STAFF

The following chart profiles agency staff as of April 30, 2008. The current workforce of 62
employees is comprised of 37 females (59.7%) and 25 males (40.36%). Four employees
(6.5%) are over age 60, sixteen (25.8%) are over age 50, fifteen (24.2%) are in their 40s, and
the average age of staff is 43 years. The Department will face a massive departure of
knowledge in the next ten years. Due to growing FTEs and reduced turnover, the disparity in
agency longevity has grown; 21.0% (up from 15.1% two years ago) of employees have less
than one year of agency service, but 22.6% (up from 15.1% two years ago) now have more
than five years service. Although the 23 field examiners have impressive relevant
experience, either auditing or working in the regulated industries, seven have less than two
years agency experience, and only four have more than five years. The newness of the
mortgage regulation programs has caused rapid growth in authorized FTES every biennium
beginning in FY 2000-01. With 72 authorized FTEs the agency now has access to adequate
staffing, but turnover combined with the time taken to fill vacant positions and a decline in
revenue, has plagued the agency with FTE levels below the cap. The Department has filled
the gap with temporary employees whenever feasible.

Workforce Age Distribution
at April 30, 2008

40-50 30-40

24.2% 24.2%
Over 50 Under 30
32.3% 19.4%

The following table and chart compare the percent of African American and Hispanic
American employees as of April 30, 2008 to the statewide civilian workforce as reported by
the Civil Rights Division of the Texas Workforce Commission in January 2007.

Job Category % African % Hispanic % Female
American American
SML State SML State SML State
Officials/Administrators 0 6.6 0 14.2 0 37.3
Professionals 9.7 8.3 9.7 13.4 57.1 53.2
Technical Support 0 12.4 0 20.2 0 53.8
Administrative Support 8.1 11.2 11.3 24.1 76.5 64.7
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SML Workforce Ethnicity 6.45%
Asian

17.74%
African
American

54.84%
White

20.97%
Hispanic
American

B. EMPLOYEE TURNOVER

Turnover challenges every employer, impacting recruitment, selection and training, and
diminishing productivity, experience and talent. The Department enjoyed exceptionally low
turnover before the FTE growth generated by the advent of mortgage regulation. Beginning
with the mortgage broker licensing program in FY 2000, turnover exploded, generally
trending higher the first year of a biennium as new or expanded programs and additional
FTEs were absorbed and then dropping in the second year as new staff was trained and
settled into programs. The agency has developed new processes and reorganized, using
additional staff, increased training, and other internal changes to combat turnover. FTE
growth from FY 2000 to FY 2007 was spread across functional areas as follows: complaint
resolution, 700%; mortgage regulation, 536%; thrift regulation, 38%; and administration,
20%. The graph below compares agency turnover to statewide turnover for FY 2000-2007.
Interagency transfers are included because the negative effects of turnover are experienced
regardless of the former employee’s destination. The exceptionally high statewide turnover
in FY 2004 is due to the reorganization of the health and human services agencies.

Employee Turnover
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FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006 FY 2007

FYOO | FYO1 | FY02 | FYO03 | FY04 | FY05 | FY06 | FYO7
Authorized FTEs 22 22 31 36 55 71 63 63
% of Growth 29% 0% 41% | 12% | 53% | 29% | -11% 0%
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Fiscal Year 2006-07 Length of Service and Agency Turnover

Employees with less than five years of experience accounted for 100% of agency turnover.
Turnover is particularly high among short service administrative and complaint investigation
staff due to low salaries and a heavy workload and among field examiners due to salary
levels and extensive travel. Turnover is calculated for the biennium to level the impact of the
Department’s history of high turnover in year one and lower turnover in year two.

i SML % of State % of % of SML % of State
Length of Service
Employees Employees Turnover Turnover
Less than 2 years 37.4 36.5 50.0 63.8
2-5 years 43.8 27.4 50.0 20.0
5-10 years 6.9 18.1 0 9.3
10-15 years 10.2 12.2 0 5.0
15-20 years 1.7 5.8 0 1.9

Fiscal Year 2006-07 Age and Agency Turnover

Employees under the age of 40 comprised 50.0% of the Department's turnover.

SML % of State % of % of SML % of State
Age
Employees Employees Turnover Turnover
Under 30 years 23.1 15.5 11.1 35.6
30-39 years 21.6 23.9 38.9 23.6
40-49 years 25.9 29.1 27.8 17.7
50-59 years 21.0 25.1 16.7 16.3
60 years and over 8.4 7.1 55 6.8

C. RETIREMENT ELIGIBILITY

Retirement will account for a significant number of separations over the next three years, and
a critical loss of institutional knowledge and expertise in key positions. The commissioner,
chief fiscal officer, director of licensing, and chief thrift examiner are eligible for retirement
within five years, leaving only two executive management positions (general counsel and
chief mortgage broker examiner) ineligible. By the end of fiscal year 2013 seven employees
will become eligible for retirement under the rule of 80, and eleven more will become
eligible with age 60 and five years service. Besides the four executives mentioned above, the
potential retirees include an attorney, seven examiners, and two investigators. These
employees have extensive tenure with the Department and a wealth of institutional
knowledge. It is important to ensure that this knowledge and organizational experience is not
lost. In the past the Department has sometimes opted to reorganize to compensate for
retirements and terminations because of the concentration of specialized knowledge in so few
individuals and the difficulty of finding replacements with the same skill sets.
Reorganization is likely to be the best option for dealing with at least some future separations
for the same reason.
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I1l. THE DEPARTMENT'S FUTURE WORKFORCE PROFILE

A. WORKFORCE CHANGES

As programs become increasingly complex, necessitating process improvements and
continued cross training, the agency increasingly relies on information technology to respond
to customers, provide quality services, and conduct business, in the process becoming more
dependent on IT staff. Assessing the need for current technological knowledge is crucial to
effective planning. The agency diligently monitors industry changes, identifies necessary
adjustments, and uses its resources to implement programs for the benefit of the public. The
Department is actively exploring and implementing technological initiatives, including:

e Improving licensing database functionality to provide faster, more accurate information;

e Ensuring continued connectivity to the FDIC examination reporting system;

e Enhancing the agency intranet to provide centralized, immediate access to important
documents, tools, and training materials; and

¢ Increasing use of technology in examination and inspection activities.

Challenges to the implementation of technological initiatives include:

e The national mortgage licensing system currently being rolled out in other states may be
mandated for Texas, despite its initial expense and lack of some features necessary for
effective regulatory oversight including examination, complaint, and enforcement
information;

e Workforce decentralization; and

e Loss of experienced, long tenured employees in critical positions.

As Texas’ population continues to diversify, the Department must tailor programs and
services for citizens who do not speak or comprehend English. Increased diversity directly
affects the licensing, examination, enforcement, and complaint programs, requiring
additional bilingual staff to offer services in languages other than English.

B. THE CHANGING NUMBER OF EMPLOYEES

Each of the last five legislatures has increased the state's regulatory coverage of the financial
services industry by adding FTEs to the mortgage originator regulation program. With the
growth in this program, the Department has added additional examiners, investigators,
licensing technicians, accountants, attorneys, and general administrative support staff.
Employees with other primary duties currently perform budgeting and planning, purchasing
and facilities management, and human resources tasks.

C. FUTURE WORKFORCE SKILLS NEEDED

The Department's most valuable resource is its well-qualified, loyal employees, whose skills
are critical to our ability to operate and successfully achieve our mission. General skills such
as written and verbal communication, analytical reasoning, and interpersonal skills continue
to be needed. Additionally, the following skills are necessary to enable the Department to
perform its core business functions:
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Financial institution regulation and examination experience;

In-depth knowledge of the depository financial and mortgage services industries;
Audit and investigative techniques;

Knowledge of business, accounting, finance, economics and the law;

Technical skills associated with new programs;

Familiarity with regulatory processes, especially those necessitated by economic changes;
Accounting, budgeting and strategic planning;

Risk assessment modeling;

Business process re-engineering, analysis and redesign;

Negotiation and change management;

Ability to interpret and apply relevant rules, regulations and statutes;
Information technology expertise;

Customer service orientation;

Clear, concise, and accurate report and technical writing;

Effective written and verbal communications; and

Bilingual abilities.

IV. GAP ANALYSIS

After analyzing the workforce needs of the Department, there appear to be two critical gaps
between the agency’s workforce supply and demand.

A. EMPLOYEES NEED ADDITIONAL TRAINING IN CRITICAL SKILLS

A significant percentage of employees identified as eligible retirees are either in
management positions or positions requiring extensive knowledge of a program. To
ensure successful administration of programs without interruption, these key positions
must be targeted for succession planning. Previously the staff was stretched just to
perform necessary tasks without taking additional time for training of replacements and
FTE caps had negatively impacted the Department’s ability to effectively cross-train.
With the additional FTEs granted during recent legislative sessions, the Department now
has adequate authorized FTEs to manage its programs, but the more tenured staff still has
difficulty finding time to cross train new employees.

Four of the six executive management employees will be retirement eligible within the
next three years. The financial institution, mortgage industry, legislative, management,
and state reporting experience imbued in these individuals will almost certainly force the
agency to compete with other state and federal agencies for a dwindling pool of persons
qualified to handle the agency’s intricate regulatory and reporting requirements unless
cross-training and exposure of current employees is accomplished. To be successful,
succession planning must include exposure to these activities, and preferably for more
than one employee. The agency tested its preparedness in FY 2008 when the
commissioner, general counsel, and executive assistant all left state employment within a
45 day period. Operations continued uninterrupted during the three months it took to fill
the positions. The new commissioner and general counsel were promoted from within
and their former duties have been distributed to their replacements.
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Seven examiners (30% of the current examination team), including the chief thrift
examiner, will be retirement eligible within five years. The remaining examination staff
has an average tenure of 36 months of agency service, a dramatic increase from the 26
month average two years ago, and a direct result of the decrease in turnover. The
increase in tenure, as well as the dramatic gap between employees who will soon be
eligible for retirement and the tenure of remaining staff is common throughout the
agency. Average tenure is especially important because, as noted above, 100% of FY
2006-2007 turnover was in staff with less than five years agency experience. A recent
initiative by federal regulatory counterparts to rehire retired examiners emphasizes the
importance of competitive salaries and working conditions if the agency is to attract
examiners with the management and depository financial institution experience necessary
to ensure a continued high level of thrift regulatory oversight. The Department’s cross-
over examination program in which thrift examiners are trained for and conduct mortgage
broker examinations and selected mortgage broker examiners assist with thrift
examination activities is highly successful not only to manage workload and reduce travel
expense, but also in alleviating employee burnout. The Department regularly conducts
joint thrift and mortgage broker examiner training conferences.

Growth in the programs administered by the Department requires skill in managing
change. Managers must be able to motivate change, choose a suitable change approach,
compare change initiatives to avoid failure, and define implementation strategies to
support the agency’s goals. These desired skill sets must be further developed.

The Department serves a diverse range of customers. We can best meet the needs of all
customers only if we have a fully diversified and trained staff. Despite intensified effort
in the hiring process, in exploring our customer base and the services they request, we
expect that in the future we will not have enough employees with bilingual skills.

. ATTRACT AND RETAIN THE RIGHT EMPLOYEES FOR THE JOB.

The pool of qualified applicants, especially for executive management and examiner
positions, is small, due in part to competition with the federal regulatory agencies’ and
private sector’s ability to offer higher pay and greater flexibility.

Extensive travel requirements negatively impact the number of applications for positions
in key program areas, particularly examiner positions.

Developing and retaining examiner staff is key to the Department's continued ability to
perform its core functions.

Younger employees (by age and length of service) are not staying with the agency. This
group is driven by salary. The rate at which younger, less tenured employees are leaving
affects the agency’s ability to position key staff members for promotion, career development,
and succession planning.
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V.STRATEGY DEVELOPMENT

To address the gaps between the current workforce and future demands, the Department has
developed the following goals for the current workforce plan.

Gap | Current employees lack critical and future workforce skills.

Goal | Further develop a competent and well-trained workforce.

Employees are the agency's most valuable resource. Their training and

development is critical to the Department’s success. We continue to analyze

knowledge levels and tailor training to develop competencies and prepare
staff for additional responsibilities. The Department also must prioritize
critical competencies to determine its ability to develop staff for anticipated
vacancies. The FDIC provides the premier training in financial regulation
free of tuition and lodging in Washington DC, but the precipitous drop in
revenue during FY 2008 restricts the Department’s ability to fully participate.

e Identify new skill sets required as a result of vacancies or program
changes and expand training opportunities accordingly.

e Use in house training and mentoring programs in addition to outside
training to reduce training costs and combat turnover.

e Expand training opportunities to include programs on management skills.
Develop future leaders by creating development paths to prepare lower-
level examiners to move into jobs with higher-level requirements.

e Develop strategies to retain knowledge by promoting the transfer of
knowledge as an agency value.

Rationale

Action
Steps

Gap | Attract and retain the right employees for the job.

Goal | Become an employer of choice among Texas agencies.

Employee retention is critical to the Department’s success. Working within

Rationale | the strictures of the appropriation process and revenue collection, we must

strive to attract and retain capable employees.

e Encourage managers to recruit, select and retain quality staff.

e Recruit mid-level managers from outside the agency.

¢ Identify internal candidates with the qualifications to fill key positions and
use mentoring programs to match seasoned employees with new ones.

¢ Hold management accountable through performance evaluations for their
outreach and retention efforts.

e Consider developing a pay differential for multi-lingual staff.
Use any mechanism available within the appropriation structure to hire
employees at a compensation level adequate to attract them.

e Use any mechanism available within the appropriation structure to reward
employees with compensation adequate to retain them.

Action
Steps
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