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GARZA GONZALEZ & ASSOCIATES
CERTIFIED PUBLIC ACCOUNTANTS

Finance Commission Members and

Audit Committee Members
Texas Department of Banking
Austin, Texas

We performed procedures to assess the effectiveness and efficiency of the Texas Department of Banking’s
(DOB) internal control structure over the Consumer Assistance Area (the Area) and its compliance with
applicable provisions of the Texas Finance Code, relevant rules of the Texas Administrative Code, and the
Area’s established policies and procedures, for the seven-month period ended March 31, 2026.

Our audit procedures determined that DOB’s internal control structure over the Area was generally adequate,
and no material instances of noncompliance were noted. However, we identified certain matters, detailed in this
report, that present opportunities to strengthen internal controls and enhance compliance with DOB’s policies
and procedures. Based on their degree of risk or effect in relation to the audit objectives, these matters were
rated as Priority, High, Medium, or Low, as described in the “Summary and Related Rating of
Observations/Findings and Recommendations” section of this report.

We also conducted follow-up procedures on findings and recommendations from the prior year internal audit
report. This report reflects the results and implementation status of those follow-up procedures and includes all
information required for compliance with State of Texas Internal Audit Annual Report requirements.

We have discussed the audit findings and recommendations for the Area, as well as the follow-up results, with
various DOB personnel. We are available to provide additional information if needed.

This report was prepared by Garza/Gonzalez & Associates, LLC, an independent Certified Public Accounting
firm, following Generally Accepted Government Auditing Standards, International Standards for the
Professional Practice of Internal Auditing, and the Institute of Internal Auditors’ Code of Ethics contained in the
Professional Practices Framework.

May 22, 2026
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INTRODUCTION

The Texas Department of Banking (DOB) is a Texas state agency responsible for maintaining a financial
regulatory system in Texas that ensures a stable banking environment while providing the public with convenient,
safe, and competitive banking and other financial services. DOB operates under the oversight of the Finance
Commission of Texas as authorized by various provisions of the Texas Finance Code, Texas Health and Safety
Code, and the Texas Administrative Code.

DOB’s primary functions are to:

e Charter, regulate, and examine state-chartered commercial banks, trust companies, and foreign bank
branches, agencies, and representative offices;

e License, regulate, and examine money services businesses (MSBs) and cemetery & prepaid funeral
businesses; and,

e Register check verification entities.

DOB was granted Self-Directed, Semi-Independent (SDSI) status by the 81st Legislature. As an SDSI agency,
DOB does not require legislative budget approval; instead, the Finance Commission determines its spending
authority or limits. DOB’s operating funds are generated from fees assessed to regulated businesses, with no
reliance on legislative appropriations.

2026 Internal Audit Plan

Following were the internal audit functions to be performed, as identified in DOB’s 2026 Internal Audit Plan,
dated November 17, 2025, and approved by the Audit Committee and Finance Commission on December 12,
2025:

Risk Assessment & Preparation of the 2026 Internal Audit Plan
Consumer Assistance Audit

Follow-up of Prior Year Internal Audit Recommendations
Other Tasks — Liquidity Reports Reconciliation Validation
Preparation of the 2026 Internal Audit Annual Report

This report (Report No. 2) contains the results of the Consumer Assistance Audit, the results of the follow-up
procedures performed this year on findings from the prior internal audit report, and information required for the
State of Texas Internal Audit Annual Report. The Liquidity Reports Reconciliation Validation report, dated March
11, 2026, was presented to and approved by the Audit Committee and Finance Commission on April 17, 2026.
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Compliance with Posting Requirements

To comply with the provisions of Texas Government Code, Section 2102.015 and the State Auditor’s
Office guidelines, within 30 days of approval by the Finance Commission, DOB will post the following
information on its website:

e An approved fiscal year 2027 audit plan, as provided by Texas Government Code, Section
2102.008.

o A fiscal year 2026 internal audit annual report, as required by Texas Government Code, Section
2102.0009.

DOB will also post periodic internal audit reports on its website, unless the content is considered
confidential or exempt from public disclosure under Texas Government Code Chapter 552. These periodic
and internal audit annual reports will include any identified weaknesses, deficiencies, wrongdoings, or
other concerns raised by internal audits and other functions performed by the internal auditor, as well as a
summary of the actions taken by DOB to address such concerns.

Consulting and Nonaudit Services Completed

The internal auditor did not perform any consulting services, as defined in the Institute of Internal Auditors’
International Standards for the Professional Practice of Internal Auditing or any non-audit services, as
defined in the Government Auditing Standards, 2024 Revision, Sections 3.64-3.106.

External Quality Assurance Review

The internal audit department’s most recent Peer Review Report, dated January 20, 2025, indicates that its
system of quality control has been suitably designed and conforms to applicable professional standards in
all material respects.

Internal Audit Plan for Fiscal Year 2026

The approved Internal Audit Plan (Plan) included one audit to be performed during fiscal year 2026. The
Plan also included a follow-up on prior year internal audit recommendations that had not been fully
implemented as of fiscal year 2025, other tasks as assigned by the Finance Commission or Audit
Committee, and preparation of the 2026 Internal Audit Annual Report.
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Risk Assessment

Utilizing information obtained through the completed questionnaires received and background information
reviewed, 18 potential audit topics were identified. A risk analysis utilizing 8 risk factors was completed
for each individual audit topic and then compiled to develop an overall risk assessment.

Following are the results of the risk assessment performed for the 18 potential audit topics identified:

HIGH RISK

MODERATE RISK

LOW RISK

Bank Examinations
Legal — Penalty Monitoring
Asset Management
IT Examinations

Revenue Accounting Process

Consumer Assistance

Financial Reporting

Travel
Procurement/Contract Management/HUB

Management Information Systems (MIS) — IT
General Controls and Disaster Recovery Plan

Payroll and Human Resources
Imaging & Records Management
Prepaid Funeral Guaranty Fund
Trust Examinations
Corporate Activities
Money Service Businesses
Perpetual Care Cemeteries

Prepaid Funeral Contracts

In the prior 3 years, the following audits and functions were performed by the internal auditor:

Fiscal Year 2025:

o Risk Assessment & Preparation of the Internal Audit Plan

e Money Services Businesses

Revenue Accounting Process

Follow-Up of the Prior Year Internal Audits
Preparation of the Internal Audit Annual Report

Fiscal Year 2024:

o Risk Assessment & Preparation of the Internal Audit Plan
e Payroll and Human Resources Audit

e Trust Examinations Audit

e Follow-Up of the Prior Year Internal Audits
o Preparation of the Internal Audit Annual Report

Fiscal Year 2023:

¢ Risk Assessment & Preparation of the Internal Audit Plan

o Corporate Activities Audit

e Procurement/Contract Management/HUB Audit
o Follow-Up of the Prior Year Internal Audits
o Preparation of the Internal Audit Annual Report
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The internal audits and other tasks performed for fiscal year 2026 were as follows:

Report No.

Audits/Report Titles

Report
Date

Other Tasks — Liquidity Reports Reconciliation Validation

Obijective: To validate the reconciliations prepared by
management for the revised quarterly Liquidity Reports for fiscal
years 2024 and 2025.

Consumer Assistance Audit

Objective: To assess whether DOB’s policies, procedures, and
internal controls are adequately designed and operating effectively
to ensure the proper receipt, review, response, resolution, and
closure of consumer complaints and other consumer assistance
requests in accordance with state requirements and Finance
Commission mandates.

Internal Audit Annual Report — Follow-up on findings and
recommendations that were presented in the Prior Year Internal Audit
Report.

3/11/26

5/22/26

5/22/26
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V. Executive Summary

Consumer Assistance

Background

The Texas Finance Code Section 12.108 requires DOB to maintain a system to promptly and efficiently act on
complaints filed with the department and retain the following information related to each complaint:

Parties to the complaint

Subject matter of the complaint

Summary of the results of the review or investigation
Disposition

The code also requires DOB to make available information describing its procedures for complaint investigation
and resolution, and to periodically notify affected parties of the complaint status until final disposition.

In accordance with 7 TAC 8§11.10(b), a complaint alleging misconduct by a DOB-regulated entity must be
submitted to DOB in writing and include all of the following:

The complainant’s name and contact information

The name of the entity subject to the complaint

The date, place, and description of the alleged violation
Supporting documentation

oo oTe

Communications submitted to DOB that do not include all of the required elements above are classified as
inquiries under TAC §11.10(c). Requests for general information are also considered inquiries.

TAC 811.11 establishes agency-wide rules for complaint processing, including processing timelines, tracking,
and required communications to complaint parties, to ensure all complaints are resolved within 90 calendar days
of receipt while maintaining quality service. Specific requirements to ensure DOB’s compliance with the 90-day
resolution timeline are as follows:

a. If nonjurisdictional, notify the complainant and, if applicable, refer the nonjurisdictional complaint or
inquiry to the appropriate regulatory entity within 5 business days of receipt.

b. Within 10 business days of receiving a complaint, send a copy of the complaint and supporting
documentation to the entity that is the subject of the complaint (“subject entity”).

c. The subject entity must respond within 30 calendar days from the date complaint is sent by DOB, as
indicated on the DOB cover letter.

d. DOB must notify the complainant of the complaint status at least quarterly if the complaint has been open
for more than 45 calendar days from the receipt date.

e. DOB must notify all parties to the complaint within 10 business days of closing the complaint.
In accordance with TAC §11.12, a sample of nonjurisdictional and dismissed complaints must be internally

reviewed each quarter by the head of the division that received the complaint. Additionally, complaint activities
must be reported to the Finance Commission at least quarterly.
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Complaint Processing

Consumer complaints received by DOB are processed by either the Division of Strategic Support (DSS) or the
Non-Depository Supervision (NDS) division, depending on the subject entity’s license type. The Consumer
Assistance Activities group within DSS is responsible for processing complaints against state-chartered banks,
trusts, and foreign bank agencies, while administrative staff in NDS are responsible for processing complaints
against money services businesses (MSB) and prepaid funeral contract sellers and perpetual care cemeteries
(PFC/PCC). Both divisions process complaints in accordance with the TAC rules described above and with
division-specific procedures tailored to the unique nature of the entities each division regulates and the complexity
of complaints typically received.

DSS and NDS staff follow general steps below when processing complaints and inquiries:

1. Determine whether the communication is a complaint or an inquiry, and whether it is jurisdictional. If
determined to be nonjurisdictional or an inquiry, respond to the consumer within 5 business days and, if
applicable, provide information about the agency that regulates the subject entity and/or refer the
complaint to that agency.

2. For jurisdictional complaints, contact the subject entity and request a timely response either to DOB (DSS)
or directly to complainant with DOB copied (NDS).

3. Consumer assistance staff and manager in each respective division monitor the subject entity’s response
and follow up as necessary.

4. Once a satisfactory response is received from the subject entity, a closure letter is sent to both the subject
entity and the complainant.

5. All complaint records, correspondence, and supporting documentation are imaged for retention upon
closure.

Complaints received by DSS and NDS are tracked in the Consumer Help Information Processing System (CHIPS),
and the Complaint module of the Supervisory Administrative Regulation Application (SARA), respectively. Both
systems have built-in controls and safeguards to ensure data consistency and completeness, such as required fields,
drop-down menus for classification, and automatically-generated sequential record numbers. Staff responsible for
complaint processing in each division enter complaint information into the respective systems throughout the
complaint process. Examiners in each division have read-only access to complaints in their respective systems.

Both systems are designed to collect and maintain all complaint data required by Finance Code Section 12.108,
as described in the Background section above, and serve as the source for computing the following performance
measures:

e Outcome Measure 01-04.01: Percentage of Written Complaints Closed Within 90 Days.
e Output Measure 01-04.02: Number of Written Complaints Closed.

DOB records reflect the following number of complaints and inquiries received during the period from September
1, 2025 to March 31, 2026:
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Entity Jurisdictional Jurisdictional ~ Nonjurisdictional Nonjurisdictional

Type Complaints Inquiries Complaints Inquiries
Bank &Trust 15 340 6 743
MSB 68 183 14 0
PFC/PCC 14 7 1 0
Total 97 530 21 743

Monitoring and Review

Both DSS and NDS have developed formal procedures to ensure compliance with the 90-day complaint processing
requirement. Both divisions review 100% of written complaints on a monthly basis, and division directors conduct
the review required by TAC 811.12(b) monthly — exceeding the required quarterly frequency.
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Audit Objective, Scope, and Methodology

Objective

The objective of this audit was to assess whether DOB’s policies, procedures, and internal controls are adequately
designed and operating effectively to ensure the proper receipt, review, response, resolution, and closure of
consumer complaints and other consumer assistance requests in accordance with state requirements and Finance
Commission mandates.

Scope

The audit scope included selected activities and functions relating to consumer assistance (the Area) during the 7-
month period from September 1, 2025 through March 31, 2026 (audit period).

Methodology

The audit methodology included reviewing applicable laws and rules, as well as the Area’s policies, procedures,
and supporting documentation. In addition, interviews and walkthroughs were conducted with DOB staff to obtain
an understanding of current practices and control activities.

Audit procedures were designed using a risk-based approach, prioritizing areas of higher risk exposure within the
audit scope. Procedures included the following:

1. ldentified the relevant criteria:
a. Texas Finance Code Section 12.108.
b. Texas Administrative Code, Title 7, Part 2, Chapter 11.
c. Finance Commission of Texas Directive.

2. Reviewed written procedures and supplemental documents, including screenshots and reports, and
conducted interviews and walkthroughs to assess processes, controls, and current practices.

3. Reviewed users with elevated access rights in CHIPS and the SARA complaint module to determine
whether those rights are appropriate based on job position.

4. Selected a non-statistical sample of 35 complaint/inquiry communications received by DOB during the
audit period (20 Bank & Trust, 10 MSB, and 5 PFC/PCC) and tested them for the following attributes:

a. Data entered into CHIPS/SARA is accurate based on supporting documentation.

b. The complaint was processed in compliance with the following timeline and communication
requirements of 7 TAC 811.11:

i. Ifnonjurisdictional or an inquiry, the complainant was notified within 5 business days of receipt
and, if applicable, the complaint was referred to the appropriate regulatory agency.
ii. If jurisdictional complaint:
1. A copy of the complaint and supporting documentation was sent to the subject entity
within 10 business days of receipt.
2. The complainant was notified of complaint status at least quarterly if more than 45 days
have elapsed since the complaint was received.
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3. The complaint was resolved within 90 days of receipt.
4. All parties were notified within 10 business days of complaint closure.

c. Complaint was processed in compliance with division-specific procedures, including:

DSS

i. A response was sent to the complainant within 5 business days of complaint/inquiry receipt,
using the same communication method through which the complaint was received (letter, email,
telephone, or fax).

ii. The closure letter was approved by the Director of Strategic Support and the Executive Deputy
Commissioner.

NDS

i. A Complaint Letter was sent to the subject entity, the complainant, and, if applicable, the
referring agency.

ii.  If no response is received, a second request is sent via certified mail allowing 15 days to
respond.

d. The consumer communication is properly classified (complaint vs. inquiry; jurisdictional vs.
nonjurisdictional, etc.) in respective database.

e. Imaged complaint records, correspondence, and supporting documentation are available and legible.

5. Traced fiscal year 2026, quarters 1 and 2 performance measures and supplemental information related to
the Area to supporting documentation.

10
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VI.

Observations/Findings and Recommendations

SUMMARY AND RELATED RATING OF
OBSERVATIONS/FINDINGS AND RECOMMENDATIONS

As DOB’s internal auditors, we exercised our professional judgment in rating the audit findings identified
in this report. The rating system was developed by the Texas State Auditor’s Office and is based on the
degree of risk or impact of the findings in relation to the audit objective(s). The table below presents a
summary of the observations/findings and recommendations in this report and their corresponding ratings.

Summary of Observations/Findings & Recommendations and Related Ratings

Finding No. Title Rating
1 Performance Reporting Low
Observation
No.
-- None --

Description of Rating

A finding is rated Priority if the issues identified present risks or effects that if not addressed could
critically affect the audited entity’s ability to effectively administer the program(s)/function(s) audited.
Immediate action is required to address the noted concern(s) and reduce risks to the audited entity.

A finding is rated High if the issues identified present risks or effects that if not addressed could
substantially affect the audited entity’s ability to effectively administer the program(s)/function(s)
audited. Prompt action is essential to address the noted concern(s) and reduce risks to the audited entity.

A finding is rated Medium if the issues identified present risks or effects that if not addressed could
moderately affect the audited entity’s ability to effectively administer program(s)/function(s) audited.
Action is needed to address the noted concern(s) and reduce risks to a more desirable level.

A finding is rated Low if the audit identified strengths that support the audited entity’s ability to
administer the program(s)/functions(s) audited or the issues identified do not present significant risks or
effects that would negatively affect the audited entity’s ability to effectively administer the
program(s)/function(s) audited.

11
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OBSERVATIONS/FINDINGS AND RECOMMENDATONS

Report | Report Name of
No. Date Report Observations/Findings and Recommendations
2 5/22/26 | Consumer Performance Reporting
Assistance

Consumer complaint activities for the first and second quarters of fiscal year 2026, as
reported to the Finance Commission on April 17, 2026, contained errors attributable to
the following:

(a) System (CHIPS) issue (one instance)

A system-generated report incorrectly included one complaint closed in Q3 as
resolved in Q2.

Effect: Bank complaints resolved in Q2 should have been 2, not 3.
(b) Clerical error — misclassification (two instances)

A consumer communication was recorded in CHIPS as a complaint rather than an
inquiry because staff did not check the Inquiry checkbox due to oversight.

Effect: (1) Bank complaints resolved in Q1 should have been 5, not 6, with an
average of 18 days to close rather than 15. (2) The average days to close for Bank
complaints in Q2 should have been 24, not 16.

In addition to these two instances, our testing of 35 complaints and inquiries
identified one additional instance in which an inquiry was incorrectly classified
as a complaint in the system due to the same error. This did not affect Q1 or Q2
reporting, as the inquiry was closed in Q3.

(c) Clerical error — data entry (one instance)

Incorrect data was manually entered into the spreadsheet template compiled by
DSS to report the Complaint Activities Information by Quarter.

Effect: The average days to close for PFC/PCC complaints in Q2 should have been
28, not 25.

Recommendation
We recommend that DSS:

(@ work with the Information Technology department to identify the cause of the
error in the system-generated report and resolve the matter, and

(b) strengthen controls over performance reporting to prevent misclassification and
data entry errors.

Management’s Response

System (CHIPS) Issue:

The instance of the CHIPS report error was the result of the reporting formula including
all open complaints in the period rather than those complaints closed within the reporting
period. Management Information Systems (MIS) corrected the formula at the end of May
2026 for the affected report and DSS verified that the reports are now generated
accurately. Performance measures for Q1 and Q2 will be restated in the June 2026 DSS
Finance Commission memo.

12
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Report | Report Name of
No. Date Report Observations/Findings and Recommendations
2 5/22/26 | Consumer Strengthen Reporting Controls:
Assistance The misclassification of inquiries were oversights as the CHIPS system automatically

creates a complaint unless the inquiry checkbox is selected. To prevent further errors,
MIS will be updating CHIPS in June 2026 to require the analyst manually select either
complaint or inquiry, instead of defaulting to complaints. This process update should
prevent future errors and is planned to be in effect by the end of June 2026. To prevent
further reporting errors, DSS updated its internal procedures in May 2026 to provide more
descriptive review and verification process. For instance, all DSS complaints included in
performance measure reporting will be individually verified to ensure that there are no
misclassifications. Specific data points within the Finance Commission memo that require
manual tie-back have been identified in the updated procedures, as well as those that
require data sampling for accuracy using data pulls. The updated procedures will provide
verification of the data used for reporting.

13




TEXAS DEPARTMENT OF BANKING

Internal Audit Annual Report
Fiscal Year 2026

Status (Fully
Implemented,
Substantially
Implemented,
Incomplete/Ongoing, or
Not Implemented) with

Following is the status of the recommendations made in prior year
that had not been fully implemented.

Revenue Accounting Process (Report date 4/30/2025)

1.

Assessment Calculation

DOB should ensure the enhanced controls developed by the
NDS Division in response to this issue are fully implemented
and functioning as intended prior to the FY26 assessment.

Observation

2.

NDS Assessment Schedule

DOB should review the tiered assessment structure during its
next rulemaking cycle and, specifically, explore options to
smooth fee transitions between tiers. This would help ensure
that assessments remain equitable and proportional across all
licensees.

DOB’s Explanation for FY26 Status

Any changes to the Department’s assessment schedules involve
a rule approval by the Finance Commission of Texas (FC).
Prior approval from the Office of the Governor (OOG) is
necessary to present the assessment rule to the FC. The
Department has submitted a proposed rule to the OOG for the
MSB assessment schedules that, among other things, addresses
the audit recommendation for consistent transitions between
the applicable tier thresholds under the Texas Administrative
Code. As of the date of this response, the Department is
working with the OOG to be able to move forward.

Report | Report Name of explanation if not yet
No. Date Report Observations/Findings and Recommendations fully implemented
2 5/22/26 2026 Follow-Up of Prior Year Internal Audits
Follow-Up

Fully Implemented

Not Implemented

14
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VILI.

VIII.

External Audit Services Procured in Fiscal Year 2026

DOB procured the internal audit services documented in the approved Internal Audit Plan for fiscal year
2026. No other external audit services were performed.

Reporting Suspected Fraud and Abuse

DOB has provided information on their website home page on how to report suspected fraud, waste, and
abuse to the State Auditor’s Office (SAO) by posting a link to the SAO’s fraud hotline. DOB has also

developed a Fraud Prevention Policy that provides information on how to report suspected fraud, waste,
and abuse to the SAQ.

Proposed Internal Audit Plan for Fiscal Year 2027

The risk assessment performed during fiscal year 2026 was used to identify the following proposed areas
that are recommended for internal audit and other tasks to be performed for fiscal year 2027. The 2027
Internal Audit Plan will be developed and presented to the Audit Committee and Finance Commission, for
acceptance and approval, at a meeting to be determined at a later date.

Legal-Penalty Monitoring Audit

Asset Management Audit

Follow-up of Prior Year Internal Audits

Other Tasks Assigned by the Finance Commission or the Audit Committee

15
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Attachment

TEXAS DEPARTMENT OF BANKING
History of Areas Audited
For Fiscal Year 2026

Fiscal Year Audited/Reviewed

POTENTIAL AUDIT TOPIC 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026
1 |Asset Management A Cc* Cc*
2 |Bank Examinations A/B* E A B*
3 |Consumer Assistance E A A
4 |Corporate Activities E A
5 |Financial Reporting B E* B*
6 [Ilmaging and Records Management A A
7 [T Examinations A E A
8 [Legal - Penalty Monitoring B*
9 |Management Information Systems (MIS) - IT General Controls and Disaster Recovery Plan* B E* Al1*/D A*/D D D* D D
10 |Money Services Businesses B* E Al* A* A
11 ([Payroll and Human Resources C*/F* F* Cc* AlF* B*/C1*
12 |Perpetual Care Cemeteries B* E Al* A*
13 |[Prepaid Funeral Contracts B* E Al* A*
14 |Prepaid Funeral Guaranty Fund AJE Al* A*
15 [Procurement and Contract Management B* Cc* c* A B*/C1*
16 |Revenue Accounting Process B E Al* A A*/B*
17 |Travel B* C*/E* c* B*/C1*
18 |Trust Examinations AJE A B*

! Periodic vulnerability scans are performed by the DIR or a third-party procured through the DIR, which are considered standardized reviews and therefore not reflected in this schedule by year.

Note: Performance Measures are included in the scope of the applicable audit area(s).

Legend (audits/reviews with an asterisk are considered limited scope for the audit area)

A Internal audit performed by Garza/Gonzalez & Associates, CPAs.

Al Internal audit performed by McConnell & Jones LLP.

B Audit performed by the State Auditor's Office (SAO).

C Post-Payment audit performed by the Comptroller of Public Accounts (CPA).

C1 Post-Payment audit follow-up performed by the CPA.
IT assessment performed by the Department of Information Resources (DIR) or a third-party vendor procured through the DIR.
Sunset Review performed by the Sunset Advisory Commission.

F  Review performed by the Texas Workforce Commission.
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