
HOUSE BILL REPORT
HB 1560

As Reported By House Committee On:
Financial Institutions & Insurance

Title: An act relating to credit unions.

Brief Description: Regulating credit unions.

Sponsors: Representatives L. Thomas, Wolfe, Smith, Benson and Mason.

Brief History:
Committee Activity:

Financial Institutions & Insurance: 2/10/97, 2/27/97 [DPS].

HOUSE COMMITTEE ON FINANCIAL INSTITUTIONS & INSURANCE

Majority Report: The substitute bill be substituted therefor and the substitute bill do
pass. Signed by 11 members: Representatives L. Thomas, Chairman; Smith, Vice
Chairman; Zellinsky, Vice Chairman; Wolfe, Ranking Minority Member; Grant,
Assistant Ranking Minority Member; Benson; Constantine; DeBolt; Keiser; Sullivan
and Wensman.

Staff: Charlie Gavigan (786-7340).

Background: State credit unions are regulated by the Department of Financial
Institutions. Federal credit unions are regulated by the National Credit Union
Administration. Federal credit unions belong to a national share (deposit) insurance
fund. State credit unions in Washington may belong to the national share insurance
fund or to the private Washington Credit Union Share Guarantee Association
(WCUSGA). WCUSGA is in the process of dissolving; by 1998, all state-chartered
credit unions must be members of the national share insurance fund.

State statutes and rules regulate, among other things, the organization of credit
unions, the governance of credit unions, the membership in credit unions, the powers
of credit unions, the examination and supervision of credit unions by regulators, the
permissible lending and investment activities of credit unions, and the merger or
liquidation of credit unions.

Summary of Substitute Bill: Statutory provisions regulating state credit unions are
modified. These modifications clarify existing law, make regulation of credit unions
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more consistent with the regulation of banks, deregulate some practices, and provide
expanded authority in some instances.

Generally, many credit union administrative and bylaw provisions are deregulated; the
credit union board of directors is given more discretion in these areas, although the
board must address certain items. Bylaw changes need approval by a simple majority
of the board, not the two-thirds majority of all board members under current law;
field of membership changes must also be approved by the director of the Department
of Financial Institutions (DFI). Provisions in the bill specifically provide for limiting
personal liability of directors and indemnifying directors, supervisory committee
members, officers, and employees. The fiduciary duties owed to credit unions by
directors and officers are clarified. Expelled members’ shares and deposit accounts
must be paid promptly; the credit union can deduct penalties for early withdrawals
when expelling members. Credit unions need not document loans in writing. The
ability of out-of-state and foreign credit unions to operate a branch in Washington is
clarified and expanded; the current requirement that 50 percent of the members be
from Washington is removed.

The authority and powers of credit unions are clarified in many cases and expanded in
some cases. For instance, credit unions are given specific authority to enter into
leases or sell group life insurance to members; this authority likely is implied now.
Several areas in which credit union authority and powers are expanded include: (1)
credit unions can borrow money up to 50 percent of total shares, deposits, and net
capital (current law allows up to 50 percent of paid in and unimpaired capital and
surplus); (2) credit unions can sell most of their assets without prior approval of the
director of the DFI (current law requires DFI approval when selling over 10 percent
of assets); (3) credit unions can purchase loans from others if the credit union’s
policies would have permitted originating the loan (current law requires the
originating credit union hold at least 10 percent of the loan); (4) credit unions can
loan to one borrower up to 25 percent of the credit union’s capital (current law allows
up to 2.5 percent of the credit union’s assets be loaned to a member); (5) credit
unions can invest in loans held by other credit unions, loans made to members of the
credit union by other financial institutions, and, with DFI’s approval, loans to
nonmembers made by other lenders; and (6) credit unions can lend to other credit
unions up to 25 percent of total shares, deposits, and net capital (current law allows
up to 25 percent of paid-in and unimpaired capital).
DFI charges fees to credit unions to cover the costs of operating the Division of
Credit Unions. The DFI director’s ability to serve notice to remove or suspend a
credit union director, supervisory committee member, or officer or employee is
clarified. The process, including the right to a hearing, is specified.

Credit unions must comply with generally accepted accounting principles as specified
by rule by the director of the DFI (beginning January 1, 1999).
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The director of the DFI is given authority, in addition to current authority to appoint
a liquidating agent, to place a credit union under supervisory direction, appoint a
conservator, and appoint a receiver for dissolving or failing credit unions, similar to
the authority the DFI has for banks.

Substitute Bill Compared to Original Bill: The substitute bill makes technical
changes and removes some provisions that may expand credit union powers. The
compliance review privilege is removed, as is the statutory set-off provision.

Appropriation: None.

Fiscal Note: Available.

Effective Date of Substitute Bill: Ninety days after adjournment of session in which
bill is passed except for section 36, which takes effect one year after the effective date
of this act, and section 51, which takes effect on January 1, 1999.

.
Testimony For: This bill updates and modernizes laws related to the regulation of
credit unions. It also adds important tools for the DFI to use to deal with troubled or
failing institutions. This bill makes credit union laws easier to understand.

.
Testimony Against: The part of the bill that makes technical changes or modernizes
credit union statutes is acceptable. However, credit unions should not be given
additional powers and authority to make them more like banks; if credit unions
become like banks, they should not enjoy the tax exemptions granted to credit unions
and not banks.

Testified: Stacy Augustine, Washington Credit Union League (supports); Don
Larsen, Supply Credit Union (supports); Mitch Lucas (supports); Scott Nelson and
Jim Pishue, Washington Independent Community Bankers Association (oppose); Mike
Edwards, First Community Bank (opposes); Gary Gardner, Boeing Credit Union
(supports); Bruce Koppe, Washington Bankers Association (concerns); David Brown,
Puyallup Valley Bank (concerns); and Parker Cann, Department of Financial
Institutions.
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