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Date

MINUTES OF THE __House ., COMMITTEE ON Commercial & Financial Institutions

The meeting was called to order by Representative Harold P. Dyck at
Chairperson
3:30  #¥¥p.m. on February 14 , 1983 in room __527-8 of the Capitol.

All members were present except:
Representative Schmidt, excused.
Committee staff present:
Bill Wolff, Research Department
Bruce Kinzie, Revisor of Statutes' Office
Martha Evans, Committee Secretary

Conferees appearing before the committee:

Rep. Mike Meacham, Chairman of Interim Committee
Bill Wolff, Legislative Research Department

HB 2001 - An act relating to bank holding companies; amending K.S.A. 17-1252
and repealing the existing section; and also repealing K.S.A. 9-504,
9-505, 9-505a, 9-505b and 9-505c.

Chairman Dyck opened the meeting by reminding the committee that after Monday's
briefing on HB 2001 they would hear testimony of proponents on Tuesday, February
15; a meeting for testimony of opponents on Wednesday, February 16; and discussion
scheduled for Thursday, February 17. He said that the committee would not act

on the bill immediately after all this input, but would wait until the members

had time to reflect on the quantity of information and the varied views they
would be receiving.

He told the committee that HB 2001 was the first House Bill introduced in 1983
and was recommended by a Special Interim Committee which studied the proposal
(Proposal No. 7). He then asked Rep. Mike Meacham, the Chairman of the Interim
Committee and former Vice Chairman of this committee, to brief the members on
the interim study, its conclusions and recommendations.

Rep. Meacham addressed the committee explaining the work and conclusions of

the Interim Committee. He made reference at many points to the Committee Report
(Attachment 1) contained in the "Report on Kansas Legislative Interim Studies

to the 1983 Legislature", which was filed with the Legislative Coordinating
Council in December of 1982. Rep. Meacham said that the Interim Study had
reached out to the people of Kansas and had contacted those with a special
interest in the proposal including 350 banks as well as business and consumer
groups. He said that the Interim Committee had been a good one and stated the
quality of the testimony presented by both the proponents and opponents had been
excellent. Because there was very little interest in other areas to be covered
by the Interim Study, he said the study had been more or less limited to the
multibank holding company issue. He stressed that the Committee had not placed
any limitations in the bill but had decided to leave that matter to the Standing
Committees in the House and Senate, if they so desired to do so.

Bill Wolff of Legislative Research then presented the committee with a broad
picture of what was involved in HB 2001. He said he would attempt to present

an objective picture without any of the assumptions that are sometimes associated
with the testimony presented by pros and cons of a bill. Dr. Wolff explained

the findings of the Interim Committee as contained in the Committee Report,
pointing out that there was also a Minority report--that the recommendation of
the Committee to introduce this bill was not unanimous. Dr. Wolff answered
questions of the committee members and assured them that he would be most happy
to answer questions or help them in any way he could at any time.

The meeting was adjourned at 5:10 by the Chairman.

The next meeting of the committee will be held at 3:30 p.m. on February 15, 1983.

Unless speaitically noted, the individual remiarks recorded herein have not
been transerihed verbatim, Tadividual remarks as reported herein have not

been subinitted to the mdividuals appearing before the committee for 1 1
editing o1 corrections Page Of
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RE: PROPOSAL NO. 7 - STRUCTURE OF
FINANCIAL INSTITUTIONS*

. Proposal No. 7 - Struecture i i ituti
du‘gcts_the Special Committee on ggmﬁgigic;{ilaégs’git:;om,‘
Institutions to: "Consider the need for legislation amenr:j(?]‘?j:
state statutgs relating to the structure of finaneial institutitl)“;f
(_banksz savings and loan associations and credit unioni‘;
Including the examination of multi-bank holding com an‘u'/v
branch banking, extended service at detached facilitiei z;?)
expanded electronic funds transfer as alternatives to exi’sti;)‘(

op?;'el.ti'ons; apd mpnitqr federal congressional and regulatc
activities which might impaet financial institutions in Kans

Structure of Financial Institutions

Background

At the outset of the interim study, several terms

associated with the study were defined.

1.

Branch Banking refers to condueting business
In more than one location by a single bank
unde{' one charter. The deposits of a branch
are 1r_mlu9ed in the deposits of the entire
organization, and the legal loan limit is based
on the capital structure of the entire bank.

Chain Banking is the ownership or control of

two or more banks by one individual
of individuals. Y 1T of group

Detached Auxiliary Banking Service Facility

is a bank establishment located physically

*
H.B. 2001 accompanies this report.
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apart from the main bank, but offering
limited services.

Electronic Funds Transfer is a payment sys-

tem in which the processing and communica-
tions necessary to effect economic exchange,
and the processing and communications nec-
essary for the production and distribution of
services incidental or related to economic
exchange, are dependent wholly or in large
part on the use of electronies.

5. Multi-bank Holding Company refers to the
ownership of two or more banks by a corpora-
tion which determines the policies of each
bank through the appointment of directors.
Each bank, however, retains its own charter,
officers, and identity.

6. One-Bank Holding Company refers to the
ownership or control of not more than one
bank by a corporation.

7. Unit Banking refers to a system of commer-
cial banking wherein each bank operates only
one main bank office and which is not related
to other banks either through ownership or
control.

Branch Banking. Branch banking is the most widespread
system of commercial banking in the world. Only in the
United States has branch banking not emerged as the predomi-
nant form of banking structure. While many United States
banks operate abroad, no bank in this country operates on a
nationwide basis and, with rare exception, do banks operate in
more than one state.

The regulation of bank structure rests with the individual
50 states. By federal law, the McFadden Act, even national
banks chartered by the Office of the Comptroller of the
Currency are subject to branching restrictions enacted by
individual states. Specifically, 12 U.S.C. 36(c) provides:



"(e) A national bank association may, with the
approval of the Comptroller of the Currency,
establish and operate new branches. . . (2) at any
point within the State in which said association is
situated, if such establishment and operation are at
the time authorized to State banks by the statute
law of the State in question by language spe-
cifically granting such authority affirmatively and
not merely by implication or recognition, and
subject to the restrictions as to location imposed
by the law of the State on State banks."

While unlimited branch banking is not predominai;
among the states, approximately 21 states authorize suc
branching. In addition, 18 states have limited branching law-
and 11 states, including Kansas, prohibit branch banking. Tl
explicit prohibition began in Kansas with the passage of H.H
369 enacted by the Legislature in 1927. The act specified tha:
"The general business of every bank shall be transacted at the
place of business specified in its charter or permit, and it shal:
be unlawful for any bank to establish and operate any branch
or branch office or agency or place of business."

Chain Banking. There is little, if any, state law and no
federal law regulating chain banking. Certainly, there is no
law on the subject in Kansas. Data gathered by the Federal
Reserve Bank of Kansas City and presented to the Committee
revealed that 68 individuals or families owned or controlled

through chain structure 176 of the 619 Kansas banks (28.4
percent).

Detached Auxiliary Banking Service Facilities. In 1967,
the Kansas Legislature qualified its earlier prohibition against
branch banking to allow a bank to establish and maintain not
more than one detached auxiliary teller office to be located
w1t[1in 2,600 feet of the premises specified as its place of
busmess. Additionally, 1967 H.B. 1474 placed limitations upon
services to be rendered at detached facilities, e. ., to
receiving deposits, cashing checks, issuing exchange, and
receiving payments payable at the bank.

Amendments were proposed to those detached facility
statutes by a Special Interim Committee on Commercial and
Financial Institutions in 1972. The 1973 Legislature generally
concurred with the interim committee recommendations and
enacted H.B. 1017. That bill authorized a bank to establish
and maintain not more than three detached auxiliary banking
services facilities within the same corporate or unincorporated
limits as the chartered bank. Rental of safe deposit boxes also
was added to the list of services which could be extended at
those facilities.

Not all members of the 1972 Special Committee agreed
with the conclusions and recommendations made to the 1973
Legislature. A Minority Report was filed which argued that
statewide branch banking, multi-bank holding companies, or
both structures should be allowed in Kansas.

Electronic Funds Transfer (EFT). Legislation permitting
financial institutions (banks and savings and loan associations)
to engage in EFT transactions was passed by the Kansas
Legislature in 1975. In that year, S.B. 515 and S.B. 519
created new laws to authorize banks and savings and loan
associations to conduct financial transactions through remote
service units and to make it clear that such units are not to be
considered branch banks, or branch offices, agencies or places
of business, or detached auxiliary service facilities.

Upon passage of the basic EFT laws in 1975, no
additional legislation was introduced until 1982. In that
session, the Legislature allowed, through passage of S.B. 537,
Kansas chartered savings and loan associations to engage in
interstate financial transactions by means of remote service
units. Additionally, the bill allowed foreign savings and loan
associations to deploy remote service units in Kansas provided
there was reciprocal legislation in the other states.

Finally, while Kansas banks did not request similar
interstate and reciprocal statutes, apparently the Kansas
Bankers Association Committee on EFT is studying the
availability of EFT services being offered by competing
regional, national, and international providers.
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Using the authority to regulate bank holding companies
conferred in the 1956 Bank Holding Company Act, 19 states,
District of Columbia, and Guam place no limitation on
corporate acquisition of bank stock; 16 states require the
approval of a state regulator; and 18 states, including Kansas,
place restrictions on such acquisitions.

Holding Companies - Kansas. Prior to 1957, Kansas did
not prohibit multi-bank holding companies.  Perhaps the
Legislature was persuaded by the federal congressional ac-
tivity that holding companies needed state regulation as well
as federal supervision, for in that year S.B. 334, "An Act
prohibiting bank holding companies from owning, operating or
directing banks within the state of Kansas," was enacted. By
implication, however, one-bank holding companies are not
regulated or controlled by the state. A bank holding company
is defined as a company which owns or controls 25 percent of
the voting shares of two or more banks; hence the exemption
of one-bank holding companies. At the end of 1975,
approximately 175 one-bank holding companies had been
approved by the Federal Reserve and were in operation in
Kansas. That number continues to grow. By mid-July, 1982,
Federal Reserve Bank data showed 371 of the 619 banks in
Kansas were held by one-bank holding companies (60 percent).

Summary of Federal Legislation

During the last 18 months, various committees of the
United States Senate and the House of Representatives held
hearings on the condition of institutions within the financial
system and on the increasing competition among depository
institutions and between those institutions and nondepository
financial institutions. Generally, it was the activities of these
committees which the Special Interim Committee on Commer-
cial and Financial Institutions was charged to monitor.
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the emergeney acquisition authority is to be exercised by the
Corporations, time must be given for the appropriate state
regulator to object to the proposed action; however, a
unanimous vote of the board of directors of the Corporations
will override any state objection.

The NCUA Board is authorized to assist a credit union
merger between two federally insured credit unions if: one of
the credit unions is insolvent or in danger of insolvency; an
emergency requiring expeditious action exists; no alternatives
to a merger are available; and the public interest would best
be served by such a merger. The Board's authority to merge
credit unions is not restricted by & field of membership
(common bond) or geographic area. As in the case of
emergency actions proposed by the FDIC and FSLIC for state
chartered institutions, the NCUA Board must obtain the
approval of the state credit union administrator prior to
invoking emergency procedures; however, a unanimous vote of
the Board will override any state objection.

Finally, the emergency powers granted to the FDIC, the
FSLIC, and the NCUA are sunsetted three years after the
enactment of the Depository Insurance Flexibility Act.

Title II, the Net Worth Certificate Act, provides the
mechanism whereby the FDIC and FSLIC may extend direct
assistance to troubled institutions under their supervision.
Particularly, the Corporations are authorized to purchase from
their respective institutions capital instruments to be known as
net worth certificates. In effect, qualified federally insured
institutions exchange their own capital instruments for promis-
sory notes issued by the federal insurance agencies. To be
eligible for the program, an institution must, among other
things: have a net worth equal to or less than 3 percent of its
assets; have incurred losses during the two previous quarters;
agree to comply with all program conditions imposed by the
Corporations; and have a net worth of not less than one-half of
1 percent of assets after receipt of assistance. The Act makes
it clear that state laws which limit the authority of institu-
tions to take part in the program, to issue and deal in such
certificates, or to continue operating because of the level of
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11.

The interest rate differential between banks
and savings and loan associations on deposits
or accounts will be phased out on or before
January 1, 1984.

The Depository Institutions Deregulation Com-
mittee (DIDC) must create a new deposit
account, not later than 60 days after the date
of enactment of this Title, which will be
directly equivalent to and competitive with
money market mutual funds. The new account
will require not more than a $5,000 initial
deposit and will permit up to three preauthor-
ized or automatic transfers and three third
party transfers per month.

Consumer lending authority is expanded from
20 to 30 percent of the assets of an associa-
tion. Inventory and floor planning financing
are also authorized since they are to be
considered "loans reasonably incident to" the
provision of credit for household purposes.

Institutions may invest up to 10 percent of
their assets in tangible personal property and
in leasing operations.

While maintaining the current 5 percent of
assets education loan authority, institutions
have extended authority to make loans for "the
payment of educational expenses."

In order for an association to operate a branch
outside the state of its home office, the
branches must have an asset composition such
that they qualify for the benefits of the so
called "bad debt deduction" under the Internal
Revenue Code.

Lenders are authorized to enter into and
enforce due-on-sale clauses in real property
loans notwithstanding any state constitution,
law, or judicial decision.
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4, Tlrlle first .$2 mil.lion of reservable deposits in
a deposﬁoyy institutions is exempt from
reserve requirements of the Federal Reserve

5. Spec@fic_ statutory limits on loans to officers
?nd insiders are repealed and federal regula-
ors are delegated the task of setting appro-
priate amounts by regulation.

Title V makes nu
Credit Union Act. merous amendments to the Federal
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been set by statute at $5.00.

2. Federal credit unions are permitted to make
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4. Federal credit unions are allowed 10 Invest 1h
all securities offered by states and local

governments subject to a 10 percent limitation
per user.

5. The credit committee is made optional for
federal credit unions.

Title VI concerns property, casualty, and life insurance
activilies of bank holding companies. Generally, the law
prohibits bank holding companies and their subsidiaries from
providing insurance, but six exceptions to the prohibition are
enumerated. In addition to the exceptions, insurance agency
gotivities of bank holding companies engaged in or approved by
the Federal Reserve on May 1, 1982 are ngrandfathered.”

Title VII, entitled "Miscellaneous," makes several amend-
ments to other federal acts applicable to financial institutions.

1. The federal Truth in Lending Act is amended
to exempt student loans from any disclosure
requirements and such loans also are exempted
from disclosures required by state laws.

9. Banks, savings and loan associations, and
credit unions are allowed to accept public
funds in NOW Accounts.

3. The definition section of the FDIC Act is
amended to add mindustrial bank or similar
financial institution" to the definition of "state
bank" and "deposit" is further defined to
include "thrift certificate, investment certifi-
cate, certificate of indebtedness, or other
similar name. . . ."

4. The Bank Service Corporation Act is signifi-
cantly amended to: authorize insured banks to
form such corporations, individually or collec-
tively; limit investments in the corporation to
not more than 5 percent of the assets of the



bank} allow the corporation to perform certain
services for other financial institutions; permit
the cgrporation to perform at any geographical
loqatlon, other than deposit taking, any service
which a bank holding company bank may
perfgrm; and let a service corporation providé
services to nonstockholders.

Title VI, the Alternative Mortgage Transaction Py .
A_ct of 1982, authorizes state chartered housing creditors -
offer alternative mortgages on the same basis as feders:
chartered institutions. States have three years to reject .
authority granted by the Act.

Committee Activity

In the course of its deliberations, the Special Committe
on Commercial and Financial Institutions heard testimon.,
from representatives of the Kansas Bankers Associatior,
Kansgs Savings and Loan League, Kansas Credit Union Leagiic.
Bar}klng Department, Savings and Loan Department, Credi:
Union Department, and the Attorney General's Office.

The Kansas Association for Economic Growth was repre-
sented b_y John Peterson; Gary Sherrer, Fourth Financial
Corporat‘lon (Wichita); Robert Brock, Brock Hotel Corporation;
Larry Kimbrough, Highland Park State Bank (Topeka); Lyn.ﬁ
Anderson, First National Bank of Lawrence; Merle Starr, Starr
Bank Consultants (Hutehinson); Phillip Zeller, Jr., First
National Bank and Trust (Junction City); Dean Haddock,
Guqranty State Bank (Beloit); R. J. Breidenthal, Jr., Security
National Bank (Kansas City); Gary Padgett, Citizens National
Bank (Greenleaf); W, C. Hartley, Miami County National Bank
(Paola); Frank Becker, Becker Corporation (El Dorado);
Terrence Scanlon, Wichita; Mike Fleming, Union National Bank

(Wichita); and Dexter Davis, former Commissioner of Agricul-
ture for Missouri.

e

The Kansas Independent Bankers Association was repre-
sented by Duane S. "Pete" MecGill, MeGill and Associates
(Topeka); H. Samuel Forrer, Grant County State Bank
(Ulysses); John Tincher, Lyndon State Bank; Noel R. Estep,
Southwest National Bank (Wichita), Hal Hedlund, Montezuma
State Bank; Les Whited, State Bank of Herndon; Kirk
McConachie, Andover State Bank; John Suellentrop, Colwich
State Bank; C. N. Hoffman, National Bank of America
(Salina); Russ Watkins, Fairlawn Plaza State Bank (Topeka);
David Fowler, First State Bank (Burlingame); C. Wayne
Stearns, President of the Kansas Independent Bankers Associa-
tion and Chairman/President of Haysville State Bank; John
Harvey, Topeka; June Hendrickson, Montezuma; Jim Kramer,
Hugoton; and Howard Ward, Kansas Wheat Growers Associa-
tion.

Through written statements, or survey questionnaire
results, the Committee received comments from approxi-
mately 350 bankers and bank owners. Through a survey of
other states, the Committee had knowledge of bank structure
in California, Colorado, Iowa, Nebraska, West Virginia,
Missouri, Arkansas, and Illinois. @ The work products of
different consultants, contracted for by the Kansas Associa-
tion for Economic Growth, were presented to the Committee,
including the work of Jack Gaumnitz, University of Kansas
Professor of Finance; two marketing faculty members, Dr,
Robert H. Ross and Esther L. Headley, Wichita State Univer-
sity; and a marketing and profitability consulting service in
Springfield, Missouri, Carner & Associates, Ltd.

The Committee received the comments of Forrest E.
Myers and Larry G. Meeker of the Federal Reserve Bank of
Kansas City, Missouri, solicited solely for the purpose of
obtaining information relevant to Proposal No. 7, but without
an opinion on bank structure issues contained in the proposal.

Finally, Dean Graves, Vice-President of the Federal
Intermediate Credit Bank, Wichita, and Larry E. Davis, State
Director of the Farmer's Home Administration, Topeka,
discussed current trends in the financing of agriculture in
Kansas. The remarks of each resource person were solicited
solely for the purpose of obtaining information relevant to



Proposal No. 7, but without an opinion on bank structure issuc-

contained in the proposal.

From the beginning of the interim study, the Committe:
was aware that the structure options for financial institutior
set out in their charge had more relevance to banks than ‘.
either credit unions or savings and loan associations. Repr:
sentatives of the latter institutions explained that thev wou
monitor the study and cooperate with the Committee in s«
way possible. Particularly, they volunteered to keep ir
Committee informed of changes in their operations ar
procedures arising out of the passage of legislation &1
adoption of regulation at the federal level. Bank represent.
tives, too, agreed to assist the Committee in understanc,. .
any new legislation enacted in the course of the study.

Regarding structure change, however, initiai comme:-
of the Kansas Bankers Association (KBA) made it clear it
the banking industry was divided by the issue of structi.
change and that the KBA would maintain a neutral position =
that issue throughout the study. Those bankers favori.
structure change organized as the Kansas Association <
Economic Growth, while those opposed to structure chang:

were represented by the Kansas Independent Bankers Associs-
tion.

Survey

Early in its study, the Committee developed and circu-
lated among the 619 Kansas banks a survey seeking the opinion
of bankers and bank owners on the following propositions:

I.  Banking structure in Kansas should be changed
by the Legislature to allow for the creation
and operation of multi-bank holding com-
panies.

II. Banking structure in Kansas should be changed

by the Legislature to allow for statewide
branch banking.
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by the Legislature to allow full banking serv-
ices to be provided in detached auxiliary
banking facilities.

Clearly, the survey results verified that Kansas hankers are
divided by the issue of structure change. The degree of
division, however, varied depending upon the type of change
roposed.

Table 1 is & tabulation of the responses to eaph
proposition summarized under the headings Agree ‘(A), Dis-
agree (1)), and No Opinion (NOj. Table Il is a tabulatlop of the_
résponses to each proposition arranged by bank asset size ana
summarized under the headings Strongly Agree (S.AA). Agree
(A), Disagree (1), Strongly Disagree (SD), and No Opinion (NO).
(Compiete results of the questionnaire are available in the
Kansas Legislative Research Department.)




TABLE I
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Responses to Each Proposition Summarized Under i ?r
the Headings Agree (A), Disagree (D) 3 -
and No Opinion (NO) 1 L
Proposition I (Multi-Bank Holding Companies) i “
i
Agree Disagree No Opinion ;
132 (39.3)% 197 (58.6)% 7 (2.1)% :
: bt
Proposition II (Branch Banking) ik -
Agree Disagree No Opinion -t
- - Z éu
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(50.4)%

(50.0)
(56.8)
(43.4)
(53.6)
(66.7)
(51.4)
(R2.1)

63
35
46
36
37
48
38
33

116
70
69
72
74
53

$35.0 to $60.0 million
TOTAL

Under $6.5 million
$6.5 to $9.0 million
$9.0 to $12.5 million
$12.5 to $17.5 million
$17.5 to $23.5 million
$23.5 to $35.0 million
Over $60.0 million



Bank Struecture in Other States

The impetus for changing bank structure laws | .
building for nearly a decade, not only in Kansas but .
other unit banking states as well. The Nebraska U e
Legislature has twice passed legislation authorizing i
holding company activities; one act was declared wico.
tional and the second was vetoed by the Governcr.
Session of the Unicameral Legislature will likely sc.
consideration of the structure issue. Both Ilincis »;.
Virginia have enacted multi-bank holding company law.
the last two years. Missouri, lowa, and Colorado all :.
branching but allow multi-bank holding company s
Only California, among the states surveyed by the Con.
permitted both branching and multi-bank holding con .
Proponents of structure change also have organi..
Arkansas and in Kentucky. ‘

In each of the unit bank states surveyed, banke: -
divided by the structure issue. Traditional state b.:
associations declared neutral positions, while "progre:
bankers organized to change existing structure and "inc. -
dent" bankers organized to prevent structure change. in .
of the unit bank states, one-bank holding companies -
prevalent and chain banking was common. In each of t}x
banking states, the state legislature was asked to resolv:
structure problem which seemingly was insoluble with::
entire industry.

Summary of Testimony

Kansas Association For Economic Growth. Proponen:

bank structure change in Kansas generally concentrated

efforts in favor of multi-bank holding company authoriza!

Few proponents favored branch banking legislation and, sin:-

majority of all respondents in the Committee's surve\

bankers favored expanded services in detached facilities, }i°

time was spent on that proposition. Businessmen-propori

argued that Kansas statutes must be changed so that kur-

banks can serve better the needs of bank customers.

multi-bank structure, they said, would allow Kansas b’

~sources to be combined 1n such a way that businessmen
would not be driven to banks in other states. While they
cognized that large out-of-state correspondent banks would
i1l be necessary, such banks would be used less because the
.unsas "lead" bank of the holding company could serve in the
.wme capacity as the correspondent. Additionally, noncom-
~ercial bank customers would receive a greater number of
~rvices provided with greater expertise than can be extended
- unit banks since holding company banks would enjoy certain
~onomies of scale.

Several proponents contended that state structure laws
-‘hould be changed as a step toward deregulation of the banking
mdustry.  Banker-proponents pointed out that services tradi-
tonally thought of as "bank services" are now being offered by
‘ther financial institutions with less regulation and by nonfi-
auneial institutions with little or no regulation. Maintenance
{ the status quo unit bank structure only perpetuates the
‘nequities since the trend at the federal level is toward greater
Jderegulation which may ultimately overwhelm Kansas bank
institutions. Still other proponents indicated that multi-bank
nolding company legislation would be permissive legislation.
No bank would be forced to join or affiliate with a multi-bank
holding ecompany; however, any banker operating a large or
small bank, and for whatever reason, would at least have an
optional ownership structure to consider. Colorado, Texas,
New York, California, and Missouri all have strong multi-bank
holding companies doing business, the proponents noted, but
each of those states also has strong unit banks.

Kansas Independent Bankers Association. Opponents of
bank structure change in Kansas argued that the unit banking
system is a tested system which has met the Kansas banking
needs in the past and is the best system to meet future
demands. The needs to be met by bank structure, the
opponents contend, are not those of bankers, but are the needs
of consumers of bank services. Viewed in that light, bank
structure should be designed to protect the public, not to serve
the inclinations of the bankers. By maintaining the unit
banking structure, the public would be protected: from
corporations which care little about bank customers but a
great deal about profits; from a corporation which is little




concerned about community development but greatiy .
cerned with corporate prosperity; from a corporation w
has power based upon a concentration of financial resour-
not upon expertise or performance; and from corpor:;:

whose lending policies are based upon corporate needs, n-
requirements of business and agriculture.

In those states where multi-bank holding comparic:
been allowed, the opponents asserted, services to cu
were neither better nor less expensive than those of .
bank after the corporate bank eliminated itc competil,
undercutting independent banks. They claimed that eor;.
managers, interested in career development, paid less .-
tion to service within the community than did g locs,
owner. Funds previously invested in the community ‘-
bankers were drained off and sent "upstream" upon imp.,
of the corporate structure. Loans to small business a1
agricultural purposes fell off as the multi-bank i«
company allegedly invested more in its own subsidiaric:
urban big businesses. The opponents pointed particuls:
Missouri as a state where all of these shortcomings of m
bank holding company structure could be observed,

Proponents' Rebuttal. The work of three consultants :
presented by the proponents to challenge the claims of
opponents. Regarding consumer satisfaction, Dr. Robert k..
and Esther Headley, M.B.A., Wichita State University, «.
veyed Chamber of Commerce executives to ascertain
degree of customer satisfaction with services providec !
branches of savings and loan associations as compared to tho
provided by the home office. The majority of responden:

indicated that there was no significant difference in servic- .

Additionally, the survey found that: the largest institutic.:
generally received a higher evaluation than the small
institutions; and branch associations do a good or average |
of putting money saved by the community back into t!-
community. The proponents projected that these same resu':
would ocecur if banks were permitted to function within -
multi-bank holding eompany structure.

Professor Jack Gaumnitz, University of Kansas, review
the scholarly literature relating to the significance and imp:
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¢ multi-bank holding companies o statt aha iocal t{CUI{UHl{Cb,‘
| capital and money markets, and on fm_ancml mstxﬁu
o lgca Briefly, his report indicated that multi-bank holding
{-l(t)l?\bp.anies as c,ompared to unit banks or limited branch banks

-onerally:

] do not increase concentration, hence competi-
tion is presumably incressed;

2. increase net public benefit relative to cost;

3 increase bank safety and soundness wh.i]e at
the same time causing increased lgndmg to
customers through loan diversification capa-
bilities;

4. offer expanded financial services to bank
customers;

5. do not decrease, and in many cases, increase,
the monies available for local lending;

6. overall hold the pricing of servic;qs about the
same even though varying the pricing of some
services considerably; and

7. increase the deposit mix and intetjest rate paid
on time deposits thereby favoring the cus-
tomer.

In general, he concluded that there is substaptial resear:ch
showing that the fears of the opponents of multi-bank holding
companies are unfounded and cannot be substantiated to any
reasonable degree.

inally, William Carner, President of Carner and Associ-
ates, Ilttd% oyf’ Springfield, Missouri, reported various fact§ aqd
statistics on the activities of multi-bank boldmg companies in
Missouri. In summary, he found: mu1t1~bapk holding com;
panies excelling over independent banks In the aread‘o
consumer loans and deposit services; multi-bank holding



companles banks gaining against independent banks in loun
farmers; multi-bank holding companies meeting local ler.;w
needs; and no significant concentration of resources in mu
bank holding companies. A

Conclusions and Recomimnendations

Based upon information presented, the Special Commit-
¢ on Commercial and Financial Institutions coneludes that:

Opponents' Rebuttal.  The opponents of multi--
holding companies reiterated that the purported succe.
such companies in other states is no justification for chy .
Kgnsas law. They reemphasized the point that bank stpi..:
exists for consumers and only a few consumers had ap[;»
before the Committee requesting a structure change,
opponer_lts concluded that the clamor for change came» e
fr"om big banks wanting to become bigger and believingl'
blg_ger was better. In that regard, opponents pointed to rc«
failures of aggressive banks and losses by the largest ban,

the country as evidence that the bigger are not necess:.
better. T

1. Permissive legislation to allow multi-bank
holding companies in Kansas would provide for
increased utilization of financial resources,
such utilization could significantly enhance
and support economic growth and development
in our state.

2. Permissive legislation to allow multi-bank
holding companies would provide Kansas con-
sumers enhancements to their existing bank
services and more services because of a
greater consumer base of demand and greegter

Reminding the Committee that "you can do anr: expertise of multi-bank holding companies.

with figures," the opponents disputed the numbers and pro
tions presented by the proponents and provided data of 1
own. _They reported that, for the period 1970-1980, em;.
ment in Kansas increased at a higher rate than in Misso:
that unemployment ran at a lower rate in Kansas, and
personal income rose by a greater percentage in Kan-
More_over, they wondered, if life was so prosperous in -
multi-bank holding company state of Missouri, why ha-
recent study supposedly disclosed that 219 major firms ! -
that state to take up residence in Kansas and why have -
many executives of Missouri corporations, ineluding top excc:

tivgs of multi-bank holding companies, apparently taken
residence in Kansas?

3. Permissive legislation to allow multi-bank
holding companies would provide a more com-
petitive environment of financial services
which in turn would benefit the consumer and
the support and development of Kansas busi-
ness.

4. Permissive legislation to allow multi-bank
holding companies would provide greater
parity between Kansas banks and other finan-
cial institutions and corporations offering fi-
nancial services. With recent developments in
federal legislation and deregulation, a contin-
uance of multi-bank holding company restric-
tive legislation would place an unfair and
unnecessary burden on the banking industry.

Having demonstrated what they considered to be t!
successes of the unit bank system, the opponents conclud:
that the only changes that would be desirable in the preser.’

structure would be those which gave added strength to th
Independent banking system.

5. Permissive legislation to allow multi-bank
holding companies would recognize by statute
the type of bank structure which already exists
through the ability of individuals and one-bank
holding companies to own or control unlimited




numbers of banks either separately or through
voting stock arrangements with other one-bank
holding ecompanies or individuals.

To implement the Committee's conelusions, a majority o
the members recommend passage of H.B. 2001 in the 16x
Session of the Legislature. The bill repeals the existi:
prohibition against multi-bank holding company structur.
Additionally, the Committee recommends that the appropris:
standing committees consider the need for Lmiting
deposits of a multi-bank holding company to a ocerts;
percentage of the total amount of deposits in 4l hanss
financial institutions as of a specified date. However, 1i.
Committee believes that some exemption for emergen:
situations should be provided if a need is found for himiting v .
deposit growth of holding companies.

Having decided in favor of the multi-bank holdr.
company structure, the Committee recommends that 1ne
Legislature take no aection regarding branch banking a:.
electronic funds transfer systems.

Finally, regarding P.L. 97-320, the Special Committer
recommends that the appropriate standing committees addre:-
the various conformity issues raised by the passage of that ac:.
Particularly, the Committee calls to the attention of thosc
committees the special orders issued by the Kansas Saving«
and Loan Commissioner to reconcile state association powers
with certain powers granted federally chartered associations.
Some time may also be needed during the 1982 Session for
representatives of the bankers association and the credit unior;
association to discuss the impact of P.L. 97-320 on their
institutions.
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Respectfully submitted,

November 30, 1982 Rep. Mike Meacham,
Chairperson

Special Committee on Com-
mercial and Financial
Institutions

Sen, el Arasmitn, Ken. Jumes Holdermar
Vice-Chairpersor: Rep. Charies Laird

Sen. John Chandler* Rep. James Lowther

Sen. Richard Gannon Rep. John .. Mvers

Sen. Gerald Karr Rep. Bob Ot

Sen. Edward Reilly Rep. Dennis Spanio]

Sen. Merrill Werts

* The Special Committee on Commercial and Financial
Institutions acknowledges the work of Senator John
Chandler who served on the Committee until his death i
October, 1982.

MINORITY REPORT

The facts and the summary of Committee activity
leading up to the conclusions and recommendations of the

Committee are not disputed. However, it should be pointed
out:

1. The survey commissioned by this Committee among
Kansas bankers concerning structure preference indicates a
substantial majority do not desire structure changes to branch
banking or multi-bank holding companies.

2. Consumers of banking services have not appeared
before this Committee in support of such changes; and there is
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no public outery for these changes. One should assume the
the Kansas bank consumer would know if his hometown bank :
not able to service his or her banking needs.

_ 3. There has been no valid testimony given on t}.
important issues over which proponent and opponent witnessc
differed and whether these issues would be enhanced by ti.
advent of multi-bank holding companies, issues such -
financial resource concentration; bank competition; avaii
ability, type and cost of bank services; availability and cost -
loans; ramifications of local versus interstate ownership ..
bank holding companies; and the type and cost of support suc:
holding companies would give agriculture and small busines.
Since we are not persuaded multi-bank holding compani
would have a positive benefit and influence on these issues, t!.
change to such bank structure, at this time, is unwarranted.

Respectfully submitted,

Sen. Neil H. Arasmith
Rep. Charles F. Laird
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Session of 1983

House Bill No. 2001
By Special Committee on Commercial and Financial Institutions
Re Proposal No. 7
12-20

AN ACT relating to bank holding companies; amending K.S.A.
17-1252 and repealing the existing section; and also repealing
K.S.A. 9-504, 9-505, 9-505a, 9-505b and 9-505c.

Be it enacted by the Legislature of the State of Kansas:

Section 1. K.S.A. 17-1252 is hereby amended to read as follows:
17-1252. When used in this act, unless the context otherwise
requires:

{a) “Commissioner” means the securities commissioner of
Ransas, appointed as provided in K.S.A. 17-1270, and amend-
ments thereto.

b} “Agent” means any individual other than a broker-dealer
- nw represents a broker-dealer or issuer in effecting or attempt-
oo cifect sales of securities. “Agent” does not include an
- nvichial who represents an issuer only in transactions in se-

shes exempted by subsections (a), (b), (), (), (i), (i), (1) or (p) of

+ 17-1261, and amendments thereto. A partner, officer or

~wtor ot a broker-dealer or issuer, or a person occupying a

oharstatus or performing similar functions, is an agent only if

<1 person otherwise comes within this definition.
‘Broker-dealer” means any person engaged in the busi-
-t purchasing, offering for sale or selling securities for the
it of others or for such person’s own account; but the tern
-~ aof include an agent, issuer, bank, bank holding company.

‘ietied v KeSA: 9-804; savings institution, insurance com-

anora person who effects transactions in this state exclusively
vithi the issuer of the securities involved in the transactions or
Cithiany person to whom a sale is exempt under subsection (f) of

* N 171262, and amendments thereto.






