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MINUTES OF THE _HOUSE  COMMITTEE ON COMMERCTIATI, AND FINANCTAI, INSTITUTIONS

The meeting was called to order by Clyde D. Graeber : at
Chairperson

3:30 _ xmxn./p.m. on March 5 19871in room ___527-38 of the Capitol.

All members were present except: Dorothy Flottman, Excused

Committee staff present: Bi11 Wolff, Legislative Research Department
Bruce Kinzie, Revisor of Statutes
June Evans, committee secretary

Conferees appearing before the committee: Bj1]1 Kastings, Credit Union Administrator, State
of Kansas
Gene Swan, Chief Executive Officer, Wichita
Boeing Employees Credit Union
Raymond Fuller, General Manager, Cessna Employees
" Credit Union, Wichita

Chairman Clyde Graeber opened the meeting.

H. B. 2256. Representative Green moved and Representative Campbell seconded

that H. B. 2256 Dbe amended on line 26 to read: "within one month following
receipt of written demand by the debtor after there is no outstanding secured
obligation'". (Attachment I).

Representative Campbell moved and Representative Ott seconded that H.B. 2256
be passed out favorably as amended. The motion carried.

Hearing on H. B. 2407. Bill Kastings, Credit Union Administrator, testified

for the bill stating there have been problems with credit union managers and
there needs to be more control. This bill parallels the federal bill. (Attach-

ment II).

Gene Swan testified against the bill feeling the bill gives the administrator
too much authority ({(Attachment III).

Raymond Fuller, General Manager, Cessna Employees Credit Union, Wichita,

testified against the bill objecting that it gave the administrator dictat-
orial powers over credit unions and that K.S.A. 17-2206 (g) and K.S.A. 2206
(a) regulates these areas and therefore H.B. 2407 is not needed (Attachment IV).

Representative Long moved that H.B. 2407 be moved out of committee favorably.

Representative Campbell seconded the motion. The motion carried.

The minutes of March 3, 1987 were approved.

The meeting adjourned at 4:55 P.M.

Unless specifically noted, the individual remarks recorded herein have not
been transcribed verbatim. Individual remarks as reported herein have not
been submitted to the individuals appearing before the committee for
editing or corrections.
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Session of 1887

HOUSE BILL No. 2256

By Representative Beauchamp

2-10

0017 AN ACT concerning the uniform commercial code; concerning
0018  termination of a security interest; amending K.S.A. 84-9-404
0019 and repealing the existing section.

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

0021  Section 1. K.S.A. 84-9-404 is hereby amended to read as
0022 follows: 84-9-404. (1) If a financing statement eovering consumer
6033 goeds is filed on or efter January 1; 1976; then within one (1)
6024 menth or within ten (10) days following written demeand by the
0635 debtor Within one month after the effective date of this act or

0026 within one month%fter there is no outstanding secured obliga-
0027 tion and no commitment to make advances, incur obligations or
0028 otherwise give value, whichever is later, the secured party must
0029 file with each filing officer with whom the financing statement
0030 was filed, a termination statement to the effect that the secured
0031 party no longer claims a security interest under the financing
0032 statement, which shall be identified by the filing officer’s file
0033 'number.lﬂethefe&seswheﬂevef%hefeisﬂeea&t&nd%ﬂgse-

Mewedebkg&éenaﬂdﬁeeemmﬂmem&emakeaévaﬂees;m'

6035 ebligations or etherwise give value; the seeured party must on
0036 wﬁ&enéem&ndbythedeb@ersendfhedebteﬁ%feﬁehﬁhﬂg
0037 effieer with whom the finenecing staternent was filed, a termina-
0038 tion statement to the effect that the seeured party no longer
0030 elaims e seeurity interest under the finaneing statement; whieh
0040 shall be identified by the filing officer’s file number: A termina-
0041 tion statement signed by a person other than the secured party of
0042 record must be accompanied by a separate written statement of
0043 assignment signed by the secured party of record complying
0044 with subsection (2) of seetion K.S.A. 84-9-405 and amendments
0045 thereto, including payment of the required fee. If the affected
%
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demand by the
debtor
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secured party fails to file such a termination statement as re-
quired by this subsection; er te send suech a termination state-
ment within ten (10) days after proper demand thesrefor the
affected secured party shall be liable to the debtor for ene
hundred delars ($100) $1,000, and in addition for any loss
caused to the debtor by such failure.

(2) On presentation of such a termination statement, the
filing officer must note it in the index. If the filing officer has
received the termination statement in duplicate, the filing officer
shall return one 1) copy of the termination statement to the
secured party stamped to show the time of receipt thereof. If the
filing officer has a microfilm or other photographic record of the
financing statement, and of any related continuation statement,
statement of assignment and statement of release, the filing
officer may remove the originals from the files at any time after
receipt of the termination statement, or if the filing officer has no
such record, the filing officer may remove them from the files at
any time after one &) year after receipt of the termination
statement.

(3) Termination statements may be destroyed after such
statements have been on file for five {5} years.

Sec. 2. K.S.A. 84-9-404 is hereby repealed.

Sec. 3. This act shall take effect and be in force from and
after its publication in the statute book. o
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§ 54-109.19. Removal of officers. — (a) The Administrator of

Credit Unions shall have the right and is hereby empowered to servea :

written notice of his intention to remove from office any officer, director,
committeeman or employee of any credit union doing business under
Articles 14A through 15 of this Chapter who.shall be found to be dishon-

est, incompetent, or reckless in the management of the affairs. of the -

credit union, or who persistently violates the laws of this State or the
lawful orders, instructions and regulations issued by the Administrator
and/or the State Credit Union Commission.

(b) A notice of intention to remove a director, officer, committee
member or employee from office shall contain a statement of the alleged
facts constituting the grounds therefor and shall fix a time and place at
which a hearing before the Credit Union Commission will be held there-
on. Such hearing shall be fixed for a date not earlier than 30 days nor
later than 60 days after the date of service of such notice unless an earlier
or a later date is set by the Commission at the request of such director,
officer, committee member or employee and for good cause shown. Pend-
ing this hearing, the Administratormay remove the alleged violatorif he

finds that it is essential to the continued well-being of the credit union or

the public to do so. Unless, of course, such director, officer, committee .

member or employee shall appear at the hearing in person or by a duly
-authorized representative, he shall be deemed to have consented to the
-1ssuance of an order of such removal. In the event of such consent, or if

upon therecord made at any such hearing the Credit Union Commission®

shall find that any of the grounds specified in such notice has been
determined by the greater weight of the evidence, the Commission may
issue such orders of removal from office as it may deem appropriate. Any
such order shall become effective at the expiration of 30 days after service
upon such credit union and the director, officer, committee member or
employee concerned (except in the case of an order issued upon consent,
which shall become effective at the time specified therein). Such order
shall remain effective and enforceable except to such extent as it is

stayed, modified, terminated or set aside by action of the Credit Union

Commission or a reviewing court. (1979, c. 197, s. 1.).

§ 54-109.20: Reserved for future codification puiposes. |
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RATING CODES FOR CREDIT UNIONS
(Revised 10-82)

EXPLANATION
All credit unions that do not meet any of the criteria shown below.

WATCH

Delinquency 7% to 10% of loans.

Delinquency over 100% of reserves.

Losses and one-half of doubtful are 30% to 50% of reserves.
Technical deficiencies are 257 to 40% of loans reviewed.
Borrowed money 107 to 20% of shares and undivided earnings.
Generous rewrite program on delinquent accounts.

INDICATES POSSIBLE PROBLEMS

Delinquency 107% to 15% of loans.

Delinquency over 150% of reserves.

Losses and one-half of doubtful are 50% to 75% of.reserves.
Technical deficiencies are 407 to 75% of loans reviewed.
Borrowed money 20% to 30% of shares and undivided earnings.
Rewriting of loans and adding interest due to the loams.

INDICATES SERIOUS PROBLEMS

Delinquency 157% to 20% of loans.

Delinquency over 2007 of reserves.

Losses and one-half of doubtful are 75% to 100% of reserves.

Technical deficiencies are 75% to 100% of loans reviewed.

Borrowed money over 30% of shares and undivided earnings. .
Blanket renewal of notes to keep them current and adding interest due.

INDICATES SOLVENCY PROBLEMS

Delinquency over 207 of loans.

Delinquency over 2507% of reserves.

Losses on loans and other losses exceed reserves & undivided earnings.
Notecase uncollectible due to technical deficiencies.

Blanket renewal of loans that are in fact uncollectible.

MANAGEMENT PROBLEMS

Sizable change in shares, certificates, or assets.

Less than a 4% dividend paid.

Official family borrowing over 20% of shares and und1v1ded earnings
or unacceptable practices.

Salaries of employees over 307 of gross income.

Expense ratio over 50%.

Lack of meetings by directors, supervisory commlttee, or credit committee.

No account verification in the prescribed time.
Violation of State or Federal Law.

Books and records behind two or more months in posting.
Two or more accounts found out of balance.

Weak management, directors, or employees.

Loans not charged off in a timely manner.

Failure to work on previous examination recommendations.

. R T B . [ T o L O T T R |



Memorandum of Understanding between NASCUS and NCUA

Whereas both NASCUS and NCUA are interested in coutinuing the viability and
integrity of the credit union movement including preserving the dual chartering

system;

Whereas NASCUS through its Regulator Members and NCUA have overlapping
responsibility and jurisdiction over the regulation of federally insured state
chartered credit unions;

Whereas NCUA under the provisions of the National Credit Union Share Insurance
Fund and the Federal Credit Union Act should make maximum use of state
examination informatlon in monitoring federally insured state chartered credit
unions;

Whereas NCUA has a responsible interest in the insurance fund and therefore in
the individual credit unions which it insures;

Whereas NASCUS represents state credit union supervisors in communicating the
coliective concerns of its members at both the National and Regional levels of
NCUA;

Whereas NASCUS has established a Governmental Relations Committee as a method to
interface with NCUA in all areas of joint concern and dual responsibility;

Whereas the Regulator Members of NASCUS have primary regulatory responsibility
for federally insured state chartered credit unions and NCUA has responsibility

for the integrity of the insurance fund;

Therefore the National Association of State Credit Union Supervisors and the
National Credit Union Adminjstration, in order to effect a program of uniform
enforcement of various state credit union laws and the integrlty of the
insurance fund, do agree as follows:

(1) NASCUS and NCUA should continue their coordinated efforts on the
following projects:

(a) To effect an efficient early warning system for
federally insured state chartered credit unions.

(b) To provide special training funds and training
programs for state credit union examiners.

() To develop uniform standardized credit union
accounting procedures.

(d) To develop and/or coordinate uniform examination'
procedures.



(e) To develop a uniform continued insurability

report form and procedures for disseminating :/N>
financial data between NASCUS Regulator Members e
and NCUA.

(f) To develop a program and identify conditions
for coordlnated examinations. . :

(g) To establlsh an effective system of reporting
financial data for federally insured staté chartered
credit unions. :

To accomplish the above, NASCUS and NCUA will meet at least semi-annually
at a mutually agreed time and location. NASCUS and NCUA will designate
representatives to jointly prepare appropriate agenda for each meeting.



TO: Members of The Committee for Commercial and Financial
Institutions
State of Kansas, House of Representatives

FROM: Gene Swan, Chief Executive Officer
Wichita Boeing Employees Credit Union
3801 S. Oliver
Wichita, Xansas 67210

RE: House Bill 2407
Dear Committee Members:

My name is Gene Swan and I am employed by the Wichita
Boeing Employees Credit Union as its Chief Executive Officer.
I am responsible for the overall management and operation of
the Credit Union which currently has in excess of
$73 million in total assets and more than 17,000 members.

With permission of the Board of Directors of my Credit
Union, I wish to express to you several points of opposition
to House Bill 2407, a proposed Bill relating to Credit
Unions.

First, I draw your attention to the proposed amendment
to K.S.A. 17-2206(c). The existing law provides that the
Credit Union Administrator may order the discontinuance of
any violation of law on the part of a Credit Union after a
hearing or an opportunity for a hearing has been given to the
Credit Union.

The proposed amendment would provide that the
Administrator may issue a "Cease and Desist" order summarily
and without a hearing or an opportunity to be heard on the
part of the Credit Union and without notice or knowledge of
any action in this regard that the Administrator might take.
The only requirement appears to be that the Administrator
must form the opinion that he or she has '"clear and
convincing” evidence that a Credit Union is engaged, or is
about to engage, in an unsafe or unsound practice, or is
violating, has violated or is about to violate a law, rule,
regulation or condition imposed by the Administrator.

Although I would not completely oppose the addition to this
statute the power and authority of the Administrator, after
an appropriate hearing, to order the discontinuance of an
"unsafe or unsound practice", I must vehemently oppose the
addition in this law of authority on the part of the
Administrator to take such action without notice or
opportunity to be heard.

ATCH
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The proposed amendment would place unrestrained
authority on the part of the Administrator which would
greatly enhance the potential for abuse of the power
conferred on that office. It would clearly seem to violate
our fundamental democratic principles if not actually violate
our State and Federal Constitutions which guarantee the
rights of due process and a fair hearing. Conversely, the
proposed law would place an unfair burden on the part of the
Administrator who may be pressed to make severe, unsafe and
unsound decisions without having sufficient knowledge of the
facts and information from which to form the basis of his or
her decisions.

In brief, there must be preserved in the law a fair and
impartial fact finding process which the current law

provides. The proposed law will permit profound and important
decisions and orders to be made on the part of the

Administrator based only on hearsay, rumor, or false
information.

Second, I am compelled to oppose the proposed addition
to K.S.A. 17-2206 of subsection (g). This section purports to
confer upon the Administrator the power to approve or
disapprove a Credit Union's purchase or acquisition of data
processing equipment. This section, if added to our existing
law, could only lead to an interference with our fundamental
right of freedom to contract. It could also interfere with
the principles of fair competition and free enterprise in
that the Administrator's office could dictate to a Credit
Union from whom it could acquire such equipment and services.

The existing law empowers the Administrator to require
certain minimum accounts and reports from all Credit Unions
authorized to do business in the State of Kansas and this has
been and is done in accordance with standard accounting
principles. The Administrator possesses the power of audit
and examination of the accounts and records of the
institution and the addition of this proposed section to the
law would only serve to interfere with the inherent rights of
the Credit Union to seek the best service in data processing
equipment for the most appropriate cost. The individual
Credit Unions are most aware of these minimum requirements.
Advances in data processing technology occur regularly and
are very important to the progress and growth of the credit
union industry. The proposed law can easily be seen to pose a
real and actual threat to the progress and advance in this
technology and the competition between institutions engaged
in the financial and data processing industries.



Third, the addition to K.S.A. 17-2242 of subsection (b),
proposes to empower the Administrator to indiscriminately and
summarily remove from office any credit union official or
employee and to deny them access and participation in the
affairs of the Credit Union in the sole and absolute
discretion of the Administrator without notice or hearing or
an opportunity to be heard. The proposed provision would even
prevent or deny the opportunity for an individual, as opposed
to the Credit Union itself, of the right to appeal to the
Council as provided by K.S.A., 17-2241.

This addition to the existing law allows the total
circumvention of subsection (a) of the existing law which, of
course, provides an orderly and legal process for the removal
of officials and employees of a Credit Union. The
constitutional guarantees of due process and freedom of
contract (to work) appear to be adequately protected.

The power of an Administrator, acting unilaterally and
without the safeguards of a fair hearing and an appropriate
fact finding process, can only heighten the risk of serious
mistakes and unjust actions which will in certain cases
result in profound and serious injustices to individuals who
may have otherwise performed their jobs responsibly and
correctly.

I would further state the following:

1. The proposed amendment to the existing statute seems
to center itself in removing the right of notice and a fair
hearing with respect to all actions that may be taken by the
Credit Union Administrator.

2. The right to notice and a fair hearing seem to be
fundamental in all aspects of our democratic form of
government.

3. These principles are just as important to
institutions such as Credit Unions and other corporate
entities as they are to individuals.

4. To concentrate unilateral and unrestrained authority
in the Credit Union Administrator without the mere safeguards
and requirement of notice and hearing can only lead to
intimidation or the possibility of intimidation and result in
fear and ineffectiveness in the administration and operation
of the Credit Union industry.

5. Some autonomy in the operation of Credit Unions as
well as all forms of business must be preserved. Otherwise,
free enterprise and fair competition will be eroded or, in
the extreme, prevented altogether.



6. The existing law embodies all the authority, control
and safeguards against violations of law and unsound
practices as are contemplated by the proposed amendments. The
difference in the current law and the proposals, however, is
simply the requirement of a fair and impartial fact finding
process before the Administrator may issue an order which can
have profound and perhaps deleterious effects upon the
operation of a Credit Union and the rights of its members.
The preservation of this simple fact finding process would
seem to better protect the interest of the consuming public
than the amendments and additions proposed in this Bill.

The relationship between the current State Credit Union
Administrator, and Wichita Boeing Employees Credit Union and

myself has always been excellent. My opposition to this bill
is not intended as a reflection in any way on Mr. Kasting and

the excellent job he is doing. However, I am concerned about
giving such absolute power to one individual without the
safeguards of a fair and impartial hearing.

I truly hope my views, which are spoken from the
position of a Credit Union Manager, will be helpful in your
consideration of this Bill. I would respectfully encourage
you to vote against this bill for passage for the reasons and
concerns expressed above.

Respectfully,

Yoo doe

Gene Swan, Chief Executive Officer
Wichita Boeing Employees Credit Union
3801 sS. Oliver

Wichita, Kansas 67210
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srna Employ-
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b Pawnes, Wichita, Kamsas . I

Credit Union

have been  associsted with this credit urnion for almost 30

vesnrs as a divector,  marn-

vears and have served 22 of the
ager orF company representative to the coredit LA LG The

Craedit Union has bheen & Kansas  Char tered
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Credit Union for 45 vears and

Phone  inguiries  to credit unilon managers  revealed  that &
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large number of the 1858 Kansas
not aware of the amendments to House Bill #2407 that are be-
Fors wvou, but now many of them share my grave concern e

garaing  the power and jurisdiction over credit urions e

guested by the Credit Union administrator.

The amendments T'm obiscting to give the ADMINISTRATOR dicta-

torial  powers over coredit unions.  Reference line 0104 thru

0111 im House RILL #2407, K.S.4a 17-2206 (g} - data proc

ing services and equipment. This report reguirement IS ooy

ered under Credit Union Law K.S.A 22086 {a) regarding supervi
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stc. The administrator, un—

sion by administrator, veport

v i the

der present law, can recguire any reports nece

o, The purchase o©

car Formance  of  his

gach individual credit wunion. (This section is an

current law.)

Tn reference to lime 0043 thru 0077 in House Bill #2407,

.5 4. 17-20206 ()Y, the law now reads, "IF it appears to the

administrator  that a credit umion is  wiolating any of  the

provisions of law, the administrator, by an order made over

the admimistrator’s official signature., after a hearing or &0

apportunity Ffor a hearing has been given the credib LU Lo,

may direct such credit union to discontinue its illegal meth-
oods and practices.” The administrator wants this amendsd to

trator may issus cease and desist  orders

vead  Uthe admind

made over the administrator’s of signature, having de-

tarmined from clear and convincing evidence that a coredit
union is engaged, has engaged, or is about to engage,  inoan

unesfe ov unsound practice, or is vioclating, has violated,

ion of any law, rules

i about to violate, & maberial prov

and  regulations or any condition imposed in o writing Ly e

sment made with the adminis-

administrator orF any writhen agre

trator. & credit union may appeal such order  pursuant to

K.S. 6. 17-2241, and amsndments thereto.” The administrator
waricts to expand hiz authority in determining "unsafe and un

and be able to act on his personal  oploion

sound practices”

s

BEFORE & HEARING OR &N OPPORTUNITY FOR & HEARING CAN BE HELD.
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Bill #2407,

I reference to line #0255 thru #0275 in

to oadd (b)Y to read

K.S.A. 17-2242 , the administrator wants
"as an alternative to and nrotwithstanding subsection {(ad, the
administrator may suspend from office and prohibit from  fur-
ther parbicipation in any manner in the conduct of  the af-
fairs of a credit union any director, officer, committee mem-
her or emplovee who has committed any wviclation of law, rules

and desist order or who has en-—

ard regulations or of & ceas

gaged  or participated in any unsafe or unsound prachice in

cormection with the oredit union or who has committed o sne

in oany act, omission or practice which constitutes &

b dirvector,  of-

breach of that person’s Fiduciary duty
Ficer, committes member or emploves, when the administrator
has  determined from olear and convincing evidence that  such

arntial

action or actions have resulted or will result in

s iously prejudices  the

Financial loss or obther damage that
interests  of the membsrs. The credit union may appsal thes

arnd amendments thereto.”

orcer pursgant to K.S8.04. 17

HMere again, rhe administrator wants to expand his  authority
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PORTUNITY FOR & HEARING CaN BE HELD. The credit union direc-

T

tors, officers, or emplovess would no longer have acc
records, equipment, or funds to compille information necessary

to refute  the chargs

The Jjob requiremants for the position of Credit Union Acimire

Mo sducational re-

iotrator ars minimal

guirements are specifisd. Some of the Kans:

Credit Unions




FAGE 4 — HOLSE BILL 2407

are quite large and complex in theilr operations.  &an adminis-
trator lacking in  sufficient krnowledge, experience, or
education could cause great harm to a credit union if the ad-

ministrator had the powsr of thess amendmernts to sact  withowt

for action.

& hearing. Personal bilas alone could be a bas

Credit Union Law K.S.a4. 172240 makes provisions For the ad-

ministrator  to take action against a credit union, its  em

mlove and officers. The present law has served ouwr Kansas

Credit Unions well, and changes should be made to the current

law only after careful consideration and study. We have the

procedures to work with within our present law. but these

orocedures are not being used properly. The proposed changes

place credit union managers., officers and directors at greatl

risk and will create legal problems.

We recommend that House Bill #2407 be "killed" in committes.

My . Chairman, I want to thank vou and vour committes, on De-

Credit Union o For the opportu-

alf of the Cessrna Emplove

rity o wvolce our obRjections to these amencments Lo Hous

b o

Bill #2407.

I there are any guestions regarding this testimony or  Sube

dject, T will trv to answer them at this time.





