MINUTES OF THE __SENATE  COMMITTEE ON

The meeting was called to order by

March 27, 1987
Date

Approved

FINANCTAL INSTITUTIONS AND INSURANCE

Sen. Neil H. Arasmith at

—9:00 _ a.m./pA®. on March 26

Chairperson

19.87in room

All members were present except:

Committee staff present:

Bill Wolff, Legislative Research
Myrta Anderson, Legislative Research
Bill Edds, Revisor of Statutes

Conferees appearing before the committee:

—529=S of the Capitol.

Martin Dickinson, Jr., Great-West Life and Annuity Insurance Company

L. M. Cornish, Kansas Life Association
Roger Viola, Security Benefit Life
Ron Todd, Kansas Insurance Depar tment

William Kasting, Administrator, Kansas State Department of Credit Unions

Gene Swan, Boeing Employees Credit Union

Roger Dorpinghaus, Telephone Employees Credit Union
Raymond Fuller, Cessna Employees Credit Union
Francis Smith, Argentine Santa Fe Industries

The minutes of March 25 were approved.

The hearing began on HB 2123 regarding life insurance companies as to deposit of

assets constituting reserves.
language on pages four and five.

Insurance Company, testified in support of the bill.

The chairman said the essence of the bill is the new
Martin Dickinson, Jr., Great-West Life and Annuity

(See Attachment I.) The chair-

man asked if this bill were adopted, at the time it is decided to make a sale and the

custodial bank is the owner, how would the Commissioner handle it. Mr.

Dickinson said

that at present there is no reporting until after the fact, but with the bill, the

Commissioner would have a regulation for reporting.

Sen. Werts had questions regarding

the Commissioner having knowledge when the assets are endangered. Sen. Strick said
that presently we have a check and balance with the Commissioner, but with this bill,

we don't have it. Mr.
a trust relationship with the company.

Dickinson said this is correct, however, the bank is still in

L. M. Cornish, Kansas Life Association, testified in support of the bill saying that

his association has worked with Great-West and the Commissioner on the bill.

He had

one request to make the effective date on publication in the Kansas Register rather
than July 1 because this would save overhead as suggested by a new domestic company
they have welcomed into the association located in Johnson County.

Roger Viola, Security Benefit Life, testified giving wholehearted support to the bill.
He introduced Jim Woods also with SBL who had come for any questions there might be.
Mr. Viola said he also supports the amendment presented today.

Sen. Werts asked what kind of receipts are to be issued and on whose order are exchange

of securities to be made. Mr.
present with two exceptions:

Dickinson answered that the procedure will be as at
(1) the sign off by the Commissioner on a sale will not

be required and (2) there will be extensive regulations by the Commisioner requiring

more reporting.

Sen. Werts asked further if it were correct to say the Commissioner

has no control over the trade of assets and has no knowledge of it before it happens

and may not like it.

Mr. Dickinson said this is true, however, the next report will

show to the Commissioner that the company has an improper reserve asset.

Ron Todd, Kansas Insurance Department, followed with thestimony in support of HB 2123.
He said the Department has veviewed this andilooked at other states' laws and under-—
stands that it is an advantage to the companies to eliminate a time problem. The
Depar tment has come as close as 1t can in accomodating both interests in this case and

t ight en the r egu ]‘a t iOﬂS Uﬁiés sggc%ﬁcgly%oged,Blgiﬁ(ﬁ\i(&?all%ﬂarks r&-%d he@@xmﬂ a Sked hOW ma ny transact iO ns

been transcribed verbatim. Individual remarks as reported herein have not
been submitted to the individuals appearing before the committee for 1

editing or corrections.
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the Commissioner signs off in a week or a year. Mr. Todd could not give an exact
amount but - said théreare a lot. With this, the hearing on HB 2123 was concludéd,
and it was taken under advisement.

The hearing on HB 2407 dealing with the powers.and duties of the Credit Union Admin-
istrator followed. William Kasting, Administrator, Kansas State Department of Credit
Unions, testified in support of the bill and included with his written testimony a
report relevant to the bill. (See Attachments II and III.) Mr. Kasting said he is

in support of an amendment regarding the hearing process to be submitted by the Credit
Union League. 1In his discussion of the information in Attachemnt III, Mr. Kasting
said he could understand the problem the credit unions have with giving him this
power, but he needs the authority to protect the assets of the members of the credit
unions of the state of Kansas and feels he has the responsibility to do this.

Gene Swan, Boeing Employees Credit Union, was first to appear in opposition to HB 2407.
(See Attachment IV.) The chairman asked if he would be in support of the amendment
regarding the hearing process, and Mr. Swan said he could not support it.

Roger Dorpinghaus, Telephone Employees Credit Union, followed with testimony in
opposition to SB 2407. (See Attachment V.)

Raymond Fuller, Cessna Employees Credit Union, testified further in opposition to the
bill. (See Attachments VI and Fact Sheet VII.)

At this time, the chairman asked the administrator and the credit union representatives
to submit any suggestions for changes they may have to the committee within the next
few days.

Sen. Werts suggested that the committee consider asking for a Post Audit study and
that staff be requested to prepare a comparative study of banks, saving and loans,
and credit unions.

Last to testify in opposition to HB 2407 was Francis Smith, Argentine Santa Fe Industries.
He said it places credit unions in the position of guilt before examination. He related
an experience in his office where professional auditors were unable to discover a small
loss ($2000) over a ten year period, but it was found in a special audit; and with the
passage of this bill, this could have caused him to be discharged. He feels the exist-
ing laws are strong. He expressed confidence in Mr. Kasting, but he was concerned

about the actions of whomever may follow in this position with the powers of the bill.

Jim Holt of the Kansas Credit Union League had copies of suggested amendments, however,
there was no time remaining to present them. The chairman said he would see that the

coples would be distributed to committee members.

The meeting was adjourned.
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Senate Committee on Financial Institutions and Insurance
February 25, 1987 '

STATEMENT IN SUPPORT OF HOUSE BILL NO. 2123

The purpose of House Bill No. 2123 is to modernize Kansas law
governing the procedures used by Kansas life insurance companies to
invest their reserve assets. It is modeled on a similar statute
enacted in Towa in 1982 (Iowa Code Annot. Section 511.8(21)). Among
states in the Midwest, Michigan, South Dakota, Wyoming, Colorado,
Illinois, Nebraska, and North Dakota have all adopted similar
procedures by statute or regulation. The procedure permitted by
this bill is essential to permit Kansas companies to compete
effectively with companies in other states.

The bill providés a more efficient procedure for use of Kansas
banks as trustees for reserve assets of Kansas life insurance
companies -- a pracfice that has been permitted for 40 years under
K.S.A. 40-405. The bill would eliminate the requirement that the
Department of Insurance consent in writing to each sale or exchange
of trusteed assets ana &ould give the Commissioher broad authority
to regulate all aspects of the trustee relationship.

The new procedure greatly simplifies the investment of reserve
assets. It permits prompt and efficient execution of company orders
to buy and sell instruments such as U.S. Government obligations. It
eliminates the time-consuming process of obtaining signatures from
the Department of Insurance as to sales or exchanges of reserve
assets. During the period between a sale énd final settlement of
the transaction, the full value of a company's assets can be counted

toward the company's reserve obligations.

Attachment I
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The bill has no effect on the statutes that define the assets
in which reserves of a Kansas company may be invested. It does not
diminish the company's reserve obligations. Nor does it change the
methods used to value reserve assets. It changes only the procedure
used to make investments.

It is expected that Kansas companies will use the simplified
trustee procedure for only a portion of their reserve assets—--those
as to which streamlining of the investment process is important.
Therefore we expect'a large portibn of fhé reserves of Kansas
companies to remain on depositrwith the commissioner in accord with
K.S.A. 40-404 (b) through (d).

The bill was developed after full discussion with the
Commissioner of Insurance and his staff. We understand thé
Commissioner to believe that the bill and regulations to implement
it will fully protect the interests of éersons insured by Kansas
companies.

The bill has the full support of the 17 major Kansas life

insurance companies that constitute the Kansas Life Association.

'Respectfully submitted,

Martin B. Dickinson, Jr.
Member, Board of Directors
Great-West Life & Annuity Ins. Co.
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Dear Mr. Chairman and Committee Members:
The Kansas State Department oI Credit Unions is asking fox the accompanying
amendments and deletions' <o +the Kansas Statutes gove:ning Kansas State
Chartcered Credit Unions. |
This is a brief explanation of changes being requested.
K.S.A. 17-2206

(B)"This change would allow flexibility in the examination schedules

. without being in violation of the present law.

—

(C) This authority is necessary for +the Administrator, if in his judgment
<he credit union is operating in an unsafe and unsound mannex.
(g) This addition is tTo ensure that data information provided shall meet
with the departments needs and be in full and fair disclosuze.
KOSUA' 17-2226

(3) This addition clarifies that the approval shall be in writing.

(b) This section was added to clarify reporting methods for ingidental
operation cost and to place a cap on the total amount allowed.
“(C) This addition was placed in the law for clarification purposes.
K.S.A. 17-2230
(b) The deletion of this poxtion of the present law gives authority to the
Administratoxr to act promptly, if in his judgment this is necessary to
preserve the assetls of the credit union.

The last sentence added, provides fox appeal process.

. Attachment IT
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(a)

K.S.A. 17-2241

This amendment and changes provide that the Administrator MUST serve

~notice to the credit union or person(s) of their Right of Appeal to

(a) (3)

(b)

()

(a)

(b)

the Council, in oxder fox any adverse action taken Dby the

Administrator to be binding.

K.S.A. 17-2242
This addition clarifies who has the authority to act.
This authority is necessary for the Administrator, if in his judgment
the officials of a cxedit union are endangering the safety and

soundness of that institution.

————-——_——__—_—--___—_—__——_——-———_——_—_.——_——_—_——_————_——_———.—_—-_-—_

This section would allow the Administrator the needed authority to
compel the credit union and others to provide records and information

needed for examination relating to this section.

K.S.A. 17-2249
Deleting a portion of this paragraph allows the Administrator, if he
deems it necessary, to take immediate aﬁtion to safeguard membership
shares on deposit.

The added last sentence allows for the appeal process.

The explanation for this deletion would be the same as in section

(A) .

Attachment II
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17-2241. Appeals. ' . K L

!

An appeal may be taken to the council from any finding, ruling, ;

~order, decision or the final action of the administrator by any O

,'ﬁr ‘credit union which feels aggrieved thereby. Notice of such -

g;gﬂ~ appeal shall be filed with the chairman ot the council within = s

§1§}" T thirty (30) days after such findings, ruling, order, decision or R

. ‘ other action, and a copy served upon the administrator. Such A L
N notice shall contain a brief statement of the pertinent Vacts 3
, / 7, upon which such appeal is grounded. The council shall 7ix a date, :

‘ ‘time and place for hearing said appeal, and shall notify the credit '

; Cunion or its attorney of record thereof at least thirty (30) days L
‘. prior to the date of said hearing. Y T

2

o

History: (L. 1968, ch. 160, sec. 27; March 2

X.S.A. 172241 is hereby amended to read as follows: '

ec. S.

T 17-224]. »Pn appeal may be taken to the council Zrom any finding,
ruling, order, cdecision or the £final action of the administrator |
by any credit union or person who feels aggrieved thereby. In !

: order for any finding, ruling, order, decision O final action of.f
' The admin.scrator to be binding on a credit union Or DErsSOon, such 1
. finding, ruling, order, decision or final action must be accom- 1
,  haniled bv a notice of the affected credit union or person s right !
o appeal such action to the council. Notice of such appeal |
snall be filed with che chairman of the council within thirty I
. .(30) ‘days after such findings, ruling, order, decisilon or other - |
action, and a copy served upon the administrator. such notice
shall contain a brief statement of the pertinent facts upon wnilch
such appeal is grounded. .?he-eeaneii—sha&i-fix—a—date7-time—and

' place-for-hearing-said-appeal, Upon receipt of a timely apveal, .
the council shall conduct a hearing thereon in accordance With
the provisions of the Kansas administrative procedures act and
Shall notify the credit union, person or zis their attorney of

, record thewrcef at least thirty (30) days prior to the date of

!, said hearing. All decisions of the council arising out of an ap-

f veal shall be final and binding on all parties involved in such

aooeal.
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. . ;; + 0085 possession until such tHme as the adminiscator may pemait it o
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CHATTANOOGA, March 23, 1987

The Honorable William A. Kasting ]
Adninistrator §.
Kansas Stace Department of i

Credit Unions g

,-J“

o .
ndon State Office Building }FSE‘QTE@ T OF ‘—\’%Dl ’
- | e -t de |

0 son, Suite 858 .
opeka, Kansas 66612 ‘

C_4
O
~

Re: Support for State of Kansas House Bill - 2407
Dear Mr. Kasting:

I am aware of the content and reasons for introducing amendments to the
authority of the administrator of credit unions in the state of Kansas
through House Bill 2407. I strongly recommend passage of that bill. My
experience clearly indicates that the timely, direct action on the part of
the administrator contemplated by this bill can and will save significant
suns of money for Kansas citizens and their credit unions. Additionally,
the ability to issue cease and desist orders and remove officials with
cause and protection as outlined in the bill can save individual insti-
tutions by reducing the requirements for liquidation and forced merger.

The powers and authority granted by the amendments in HB-2407 are similar
to those available to the credit union regulators in many states. The
provisions of HB-2407 are compatible with sections of the Model Credit
Union Act, drafted and distributed by the Credit Union National Associa-
tion, the national trade assoclation representing over 90 percent of the
credit unions in the United States. The federal regulatory authorities
over federally chartered credit unions domiciled in Kansas have had such
authority for some time, and a bill currently before Congress provides even
greater authority to protect institutions and citizens against unsafe and
unsound practices and the violation of rules, regulations and statutory
reguirements.

I would like to join Kansas credit unions in support of HB-2407. The
bottom line of this bill is improved strength and confidence in an
important group of financial institutions serving Kansas citizens.

Sincerely, ' —
Tl <SG

Thomas F. Gaines, III
President

Attachment IT
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HOME OFFICE —~ TOPEKA, KANSAS

March 19, 1987

My, Raymond Fuiier, Gener
Cessna Employees Cred1b U
5800 East Pawnee

Wichita, Kansas 67218

anager

a
It

T Ma
ion

Dear Mr. fuiier,

Thank you for your memo dated March 16, 1987 regarding
your concerns about House Bill # 2407. I appreciate your
viewpoints.

We had already received information regarding # 2407
Trom the Kansas Credit Union League. They keep us as up to
date as possible on credit union related legislation, wnhich
I personally feel is the League's most important area of
concentration.

There are two parts of Section 4, Subsection (b) which
we think prevents any administrator from basing his actions
on personal bias. First, the administrator must have deter-
mined from "clear and convincing evidence" there is a prob-
ability that losses hnave occurred ov will occur if no action
is taken. An administrator who removes & person Trom nis ov
her credit union duties without just cause will no doubt be
inviting & lawsujt, which in all probability will be decided
against the Department and the administrator.

Second, as with many laws of this nature, it provides
an appeals procedure puvrsuant to KSA 17-2241. That section
allows appeals to the Credit Union Council for any ruling
made by the administrator. In other words, the Department
wrote a protection clause into its own bill.

We feel with those two areas belng addressed in the
bi11, our credit union is protected from any biased decisions
made by the current or future administrators. Alsoc on the
positive side, Subsection (b) could possib?y prevent any
further losses to a credit union already experiencing diff-
iculties. -

Attachment II
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Me. Raymond Fuller
Marcn 19, 1987

Page 2

Again, thank you for your letter. Its through opposing
viewnoints brought together with cooperation that we nhave
molded our government into the best in the worid.

= e
S Al

% i AT LLET el
e ‘é’,Z67 7 /?/
DUANE E. NAGHTINGALE
President and General Manager

cc: KCULA

20
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Honorable Fletcher Bell
Aztn: Mr. Stacy N. Moorhead
January 23, 1987

Page Three

Kansas basic bond experience has been as follows through December 31, 1985.
FTo 75 for all credit unions. There are currentiy 163 state chartered and 46
federally chartered Kansas credit unions insured by CUMIS Insurance Society.

Earned o Incurred Loss

Year . Premiums ' Losses Ratio
1977 $111,995 ' $ 239,528 . . 213.9%
7978 133,691 ' . 60,110 : 45.0
1979 ‘ 141,632 : - 351,614 ‘ 248.3
1980 ‘ 169,857 , 245,973 144.8
1981 236,053 . 42,029 o 17.8
1982 . 309,439 ‘ 353,447 _ 114.2
1983 ‘ 410,085 667,933 162.9
1984 526,747 1,968,280 373.7
1985 ' 599,514 433,825 72.4

This cover letter and Exhibit F (manual pages) are submitted in duplicate. We
would appreciate your return of one copy of each, marked with your approval indication,
in the enclosed postage paid self-addressed envelope.

Thank you very much.

Siné%re?y, p

/ S0

Ralph W. Boége?i,dr.
Assistant Director
Government & Industry Relations Division

RWB: 33
opeiu-39
Enciosures

Copy to: Mr. William Kasting, Credit Union Administrator
" State Department of Credit Unions :
503 Kansas Avenue, Room 342
Topeka, Kansas 66603

Attachment III
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TO: Members of The Committee for Commercial and Financial

Institutions
State of Kansas, Senate

FROM: Gene Swan, Chief Executive Officer
Wichita Boeing Employees Credit Union
3801 S. Oliver
Wichita, Kansas 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
$75 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 vour 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.
‘he 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.

Attachment IV
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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, 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 employvee 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 thelr 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

5 Attachment IV
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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 absclute 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.

Re?Pectfully,

e AINND
. /\/lew’\.\/ iﬂ’&"\/ T

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

Wichita, Kansas 67210
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270 north broadway / wichita, ks 67202-2381 CREDIT UNION phone 316-263-5756

March 26, 1987

HB 2407

From: Roger Dorpinghaus
President
Telephone Employees Credit Union
Wichita, Kansas

Section 1 K.S.A. 172206 part B.

Increaseing the State requirement by 50% to an 18 month
schedule would only delay the time before discovery of
any shielded problems in a credit union's stability.
The department has continually for the past several years
(at least back to FY ending in 1980) completed all
of the examinations within a 12 month calander year.

I believe that it would be unnessary and detrimental
to the credit unions in Kansas for us to allow such
a change.

Section 1 K.S.A. 17-2206 part c ;

Section 3. K.S.A. 1986 Supp. 172230 part b;

Section 4. K.S.A. 17-2242 part b & c;

Section 5. K.S.A. 17-2249 part a & b;
The changes reflected in these sections are excessive,
too general (unsafe & unsound), and to powerful for
one individual to have. The changes in the law would
make a person guilty by implication of one person
{Administrator) until proven innocent at a much later
date. The wording of unsafe & unsound practice is
too broad of term and should be removed and replaced
with violation of law.

Of course the best result would be to leave the

present statues intact as presently written and not allow
the proposed changes to occure.

L Section 2. K.S.A. 1986 Supp. 17-2226 part b;
This section should be deleted because it 1is more

restrictive than pari/g/and‘is unnessary.
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CESSNA EMPLOYEES CREDIT UNIOM
5300 EAST PAWNEE
WICHITA, KANSAS &7218
March 26, 1987
Testimony to: Kansas Senate Committee on

Financial Institutions and Insurance
SUBJECT : HOUSE BILL 2407
My name is Raymond Fuller, General Manager of Cessna  Employ-
pes Credit union — Wichita, Kansas. I have been assoclated
with the Cessna Emplovees Credit Union for almost 30 vears
and have served 22 of these vears as a director, manager or
company representative to the credit Lrion. The Cessna Em-
plovees Credit Union has been a Kansas Chartered Credit Union

fFor 45 vears and is Federally insured by NCUA.

House Bill 2407 bitT was submitted to the house by the Kansas
scdministrator . Mozt Kansas Credit Unions had no  knowledge
af House Bill #2407 until shortly before 1t went to the House
Committes. Why the bill was not submitted to Kansas Credit
Unions for comment and approval is ol i ous. The Kansas
credit unions would reject House Bill 2407.
The Federal regulatory agency, NCUA, pukblishes recommended
changes, additions or deletions to the Federal law and asks
for comments from Federal Credit Unions. What is presently
taking place in regard to changes in Kansas credit union  law
i bevond belief. Kansas Credit Unions should ke able to
voice an opinion or recommended changes through the Kansas
Credit Union Council but unfortunately, the Kansas Credit
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Urion  Council seems to be without leadership and appears

he controlled by outside Factions. There has been a resilgna-
tiorn  from the Kansas Credit Undleon Council in the past  vyear
for this very reason.

Or March 16, 1987, just a few davs ago, T personally mailled
Char tered Credit Unions a copy of House Bill

b

o mosht Kans

S407 and  an explanation of what 1t means o

ed changes in Houss Bill 2407 are very

Unions. The regqueste

Credit

serious  changes  and  should be reviewed by Kar

Uriions.

urion law provides the administrator all

The pre oy

to carry out the administrative ob-

the authority necess
jectives of the department and vet doss not make credit

urions subordinate or subljiect to the personal bias and  abuse

that iz sometimes attempted. The proposed changes are noth-
ing more tharn  whalt can be rermed as a kill  titled e
capital purnishment of credit union maragemsnt’ . Effective

. o

regulation to the administrator means abuse and suspenslion ol
managemnant .

Furthermore, I am aware of two cases where the administrator
attempted to use his authority to harass or abuse  oredit
unions. I oam sure we can Find others.

T interviewsed a bonding comparny’s agent for the purpoze of
determining recent credit union failures. In 19E&, Kansas

credit union that were insolvent and these

had aonly three

NV

were merged with other credit unilorns. IF ovouw will

the Bonding Company’s statements in the fact sheet attachsd
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timeorny .,  one statement says "faillure to take action

to my te

by the credit union administrator when notified by examiners

of existing problems... is a problem. The administrator and
rhe examiners somebimes know  Far in advance that  a creddit

union is going to fail if action is not taker. "

Jat

Section (b)Y of K.S5.4. 17-2242 states "a4s an alternative to

5,

arel potwithstanding subsection (&), the acdmirnis

rator may

wmpend  from office and prohibit from Further participation

ir any manner in the conduct of the affairs of a credit union
any director, officer, committes member or enploves ... Ths

cradit union may appeal the order pursuant to KoS.4 172241,

are amendments thereto".

M. 2407 . The

In the supplemental note on Hoo

istrator tri o mislead us in regard to the right ol ape

rator has physical

i after the admini

This appedl

removed the marag ar boarad From the oredit union,

the records is not permitted and  funds that might e s

i their defens ie not available. Secondly, the administrae

tor indicates he is a person in shining armor and throws &

protective shield around credit union mambers. The ore
urion is owned by the members and in this case the protection

nesded iz protection From the administrator. This iz why we

are opposing House Bill No.2407.

Most of the Kansas Credit Unions are on the outside looking
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i and  do not even realize what the current situation is.

Those of us who Found out, by accident, about what was going

o, are reacting to the situation.

Why oo we need the provisions in House Bill Mo, 24077 Thiis

Credit Unions. aocording

Maz never been explained to Kan

what we have in the

o oa large bonding company, we do not

current law. So why additional authority?  Ano ego Ty i

4 large rnumber of calls have been recelved in reply  to  the

[

letter mailed to all Kansas Chartered Credit Undorns.
managers  are angry and confused about what to oo & large
rumber  stated that the appointment of the administrator  was
opposed by them, but since the appolntment was controlled by

the governor, he was appolnted anyway.

ThHis 1=  my First involvemsnt in & situation of  this  type.

From my personal research of the sdministrator. the

Credit  Union  Council and the Kansas Credil Urnion League,

there appears to be big problems with the administrator, the
Credit Council and other related, but nongovernmental groups.
T would recommend that an investigation be made of the Admin

ietrators office and the Kansas Credit tmion Courcil by the

should be noe passage

sSttorney General's office.

there 1s @ bDig

af  House BLll Mo. 2407 at this time becau

offices, and the ef

cuestion about the integrity of those

Fect the bill will have on 1é3 Kansas Credit Uriions anad many
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thousands of Kansas credit union memibers.

My . Chairman, [ want to thank you and your committes FTor per-
mitting me to appear before vou today and present our  objec—

tiorn to Houss RLlL 2407.

If there sre any guestions, I L1 try to answer them at this

SUDTTIZS
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EMPLOYEES CREDIT UNION

GO0 EAST PalNEE

WICHI TS, KANSAS &7210

MARCH 26,

EACT SHEET

s agency of the Federal Government  that

credit union charters  and auclits

Federal oredit unions

Gorverrmern T

- o agency  of  the

rhat insures the wvarilous accounts { share,

TRA ete) of & credit  wanion Faderal &

- Mutual Guaranty  Company & & o ivate

comparryy bthat insures the warlous ool

it Undorns.

- There are two type of credit union char-

e

qed in Tthe State of Kansas.

ter s

tvpe iz a Federal charter andgd the other 1s

- & murety bond of the type that covers ém
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aned officers of the credit union.

COE Y litigations

This bond may &l

against the credit union.

Uridion holds &

=

FEDERS&L,  CREDRIT LINION - & Federal Cre

Federal charter to operate thelr credit union under  Federal

Credit Unions must carry Federal insurance

laws .

(HNCUSTFY against the members accounts. There are both F

Credit Union auditors an NMOUSIF aucditors.

KENSAS  STATE CHARTERED CREDIT UNMION — &

ored credilt union holds a Kansas State charter and opsratl

T

state  laws. &0 though

itse credit union in accordance with

State chartered oredit  unlons mast Have share  Insuranoea

vy, they have a choice of applying For  Federal

(K.S. A 17224

Trourance (NCUSTF)Y o 10Surancs nf a guaranty corporation o

proved by the administrator.

¢

ADMINISTRATION  AND  AUDITING 0F CREDILT UNIONS  (FEDERAL. &

sral credit unions are administered by

STHTED TN _KANSAS - e

NCUS ancd Kar Credit Unions are administered by

partment of Credit Unions. Corrective action pre
for both Federal and State Credit unions

lauy.

BEMOYVAL  OF CREDIT UNION QFFICERS AND EMPLOYEES

of the type of charter a credit urion has, no administrator
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i

has asuthority to directly remove and officer or employ

Fator

of law. The ad

a credit union without dus proce

Lot orders. Removal is usually cary ied

e o arc oles

crEdy i
ot through the insuring agency. Upon rnotification by the

B o5 R

swer arnd a number

auditing agency, the insuring agency Taldes

L

oo auactio

Publi

of peoplse b

alen be called in to make an auaciit.

tors and saccountants can

SND

REMOVAL 0OF BANK _AND _SAVINGE AND LOAN

st ., The

TF an audit indicates a proklem or the unit is dinsols

g desist order or the FRIC or

commissionsr will issues

oy sl tors

FSLTC is notified and the insuring &

Mers again, & number of seople become involved in

wion making proc

hagh  the Llowing

DIT  UNTON  FallLURES —

KaNSAS  OR

cars indicated.

in the v

credit union liguidations and merger

were taken From reports sulbmitted to the Internal

H11 Figur

Credit Union Leagus except  Tor

Revernue Service by the Kansas

b

the wear 19WEA

unions included in the report

T

LA Cre

One (1Y credit union merged 4/

Nk

fre (1) credit union liguidated 10/5

170 credit unions included in the repor
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wix (&) credit unions liguidated

credit unions included in the report

fre credit union liguidated (volunmtary)

oy unions Liguidated

Gl The

taken from re

repart

Will be prepared and sent to the IRS by April 15, 19a7.

report will include 163 credit unions

The 1%

Thres {(3) credit unions liguidated & marged into  other

credlit unions

Ore new credit union added (Service Credit Uniomn)

BONDING COMPANY STATEMENTS AS T0 WHY CREDIT LN TONMS Fall.:

Nue to  the heavy fimancial growth of credit unions  in the

sears, some credit unions have oul grown Their

agement capabkilities. These emplovess are not capable  of

maintaining adeguate records, make good investments or  Fun

the credit union in a satisTactory mannetr.

Failure ta take action by the credit union administrator when
rotified by examiners of  existing problems ... is a problem.

kriow Far  in ad-

The Administrator and examiners somelhime

vance that the credit union is going to fail if action is not
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talan.

The making of

income into old loans because of pavment problems has

a numcer of  loan

Bomagd  olaims Tor

Credit

Federal

gmplovees

credit unlon.

TH

loans

faillures

R
e

The

Lo .

o directors,

ESEAaRE

(new loans) and Folding intersest

Lo

Stats

aral

Karisas included BOTH

te
Bongd olaims can e against officers,

ard litigation claims against  the

Nt FOR SHARE INSURANCE .

GlalMs

FOR

REASONG

CORRECTIVE

ADTTION CORDERS ISSUED BY THE  ADMINIS-

TRATOR TO CREDIT

LIMIOMS

1.

T

O

3
e e

Exce

A Bari

4. [

5. State Or

sive

Lhar

more acoounting

SO

statements

a A%

< /o

Feadaeral

Weale management,

records are out of Dalance

te an deliguency reporh

are nolt reconciled

dividend

1aw

directors. or enplovees

7 Other managemesnt problems
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